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PREFACE  TO  THE-FIRST  EDITION 


Incomb  taxation  as  a  source  of  public  revenue  has  b^en  in 
successful  operation  in  Great  Britain  for  more  than  a  century, 
and  today  constitutes  an  important  feature  of  the  economic 
policy  of  most  of  the  countries  of  continental  Europe.  In 
the  United  States  it  has  been  resorted  to,  experimentally  or 
to  meet  special  public  needs,  at  various  times  in  our  history. 
But  of  late  years  it  has  so  grown  in  favor  with  publicists 
and  legislative  bodies  that_^it  appears  likely  to  become  a  per- 
manent institution  in  mai?y-  jurisdictions,  and  eventually  to 
supersede  all  forms  of  taxation  of  personal  property,  as  wit- 
ness the  Oklahoma  statute  of  1908,  the  elaborate  and  com- 
prehensive enactment  in  Wisconsin  in  1911,  and,  most  im- 
portant of  all,  the  act  of  Congress  of  1913.  The  economic 
phases  of  the  subject  have  received  much  attention,  but  hith- 
erto no  American  writer  has  discussed  in  detail  its  legal  as- 
pects or  the  application  of  the  rules  of  law  to  the  solution 
of  the  problems  which  inevitably  arise  in  the  administration 
of  an  income  tax,  and  the  few  English  text-books  afford  little 
or  no  assistance  to  the  American  lawyer.  It  has  therefore 
seemed  opportune  to  the  present  writer  to  prepare  a  syste- 
matic and  comprehensive  treatise  on  the  law  of  Income  Taxa- 
tion, under  both  the  fedetal  statute  and  the  laws  of  the  va- 
rious states,  and  the  volume  now  offered  to  the  public  is  the 
fruit  of  his  endeavors  in  that  behalf.  The  applicable  authori- 
ties have  been  diligently  collected,  and  it  will  be  found  that 
the  text  is  supported  by  an  exhaustive  citation  of  the  extant 
decisions,  both  of  the  federal  and  state  courts,  as  well  as  by 
references  to  many  English,  Scotch,  Canadian,  and  other  de- 
cisions, with  numerous  rulings  and  decisions  of  the  ofificers 
of  the  Treasury  Department  of  the  United  States,  opinions  of 
Attorneys  General,  and  other  authorities,  now  for  the  first 
time  collected  in  one  volume.  An  appendix  contains  the  full 
text  of  the  act  of  Congress  of  1913  and  of  the  present  income 
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tax  laws  of  Wisconsin,  Virginia,  North  Carolina,  South  Caro- 
lina, Oklahoma,  and  Hawaii,  as  well  as  the  text  of  the  fed- 
eral income  tax  acts  of  1862  to  1870,  that  of  1894,  and  the 
corporation  excise  tax  law  of  1909.  These  statutes  are  of 
the  greatest  importance  for  purposes  of  comparison  and  con- 
struction, being  all  in  a  sense  in  pari  materia,  and  it  has  been 
thought  well  to  give  the  reader  an  opportunity  of  studying 
them  at  large  and  in  detail. 

The  following  pages  include  a  detailed  discussion  of  the  na- 
ture of  income  taxes  in  general,  the  constitutional  and  stat- 
utory provisions  applicable  thereto,  the  various  constitutional 
objections  to  their  validity  and  the  decisions  of  the  courts 
thereon,  the  rules  for.  the  construction  of  income  tax  laws, 
the  various  questions  which  arise  in  the  practical  determina- 
tion of  what  constitutes  taxable  income,  and  concerning  the 
persons  and  corporations  subject  to  the  tax,  also  the  matter  ' 
of  exemptions  and  exceptions,  deductions  and  allowances,  the 
depreciation  of  property  and  equipment,  and  the  amortization 
of  bonds,  and  further,  as  to  the  time,  form,  and  manner  of 
making  income  tax  returns,  publicity  of  returns,  penalties 
for  delinquency,  the  assessment  of  the  tax  and  appeals  there- 
from, the  rate  of  taxation  and  its  amount,  the  manner  and 
process  of  collecting  the  income  tax,  including  the  new  and 
important  feature  of  collection  "at  the  source,"  and  the  re- 
funding and  recovery  of  taxes  illegally  exacted. 

It  is  hoped  that  the  book  will  be  found  valuable  not  only 
to  individual  taxpayers  and  their  legal  advisers,  but  also  to 
the  financial  officers  of  corporations,  to  local  representatives 
of  foreign  companies  and  business  houses,  to  American  com- 
panies and  firms  doing  business  abroad,  and  to  banks,  bank- 
ers, and  trust  companies  collecting  foreign  interest  or  divi- 
dends, all  of  whom  have  a  direct  interest  in  the  taxation  of 
incomes,  and  who,  at  least  under  the  present  federal  statute, 
are  in  some  measure  charged  with  details  in  the  administra- 
tion of  the  law  itself. 

Henry  Campbi;i<Iv  Bi,ack. 
Washington,  D.  C,  1913. 
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In  yiEw  of  the  great  development  of  the  law  of  income  tax- 
ation since  the  first  edition  of  this  book  was  published,  and 
in  view  also  of  the  extraordinary  and  most  gratifying  degree 
of  favor  with  which  that  volume  was  received  by  the  public, 
it  has  seemed  necessary  to  the  author  to  subject  the  work  to  a 
thorough  revision  and  to  issue  it  again  in  a  form  much  en- 
larged and,  it  is  hoped,  materially  improved.  In  this  task,  the 
author  has  kept  before  his  mind  two  main  objects.  The  first 
was,  of  course,  to  search  out  and  to  make  available  for  the 
reader  all  that  is  new  in  the  law  of  the  subject,  including  de- 
partmental rulings  and  regulations  as  well  as  decisions  of  the 
courts.  The  second  was  to  devise  some  way  in  which  it  might 
be  made  easy  for  the  reader  to  lay  his  finger  on  any  particu- 
lar clause  or  provision  of  the  income  tax  act  of  Congress,  and 
to  be  led  thence,  without  confusion  or  uncertainty,  and  by  an 
easy  system  of  references,  to  the  regulations  or  rulings  of  the 
Treasury  Department  on  the  same  subject,  to  the  general  dis- 
cussion of  it  in  the  text  of  the  book,  and  to  the  applicable  of- 
ficial Forms,  if  any.  It  is  the  experience  of  all  those  who 
have  had  much  to  do  with  the  subject  that  the  act  of  Congress 
is  not  only  singularly  infelicitous  in  its  language,  but  singu- 
larly confused  in  its  arrangement.  To  begin  with,  the  whole 
of  the  statute,  in  so  far  as  it  relates  to  income  taxes,  consti- 
tutes one  single  section  of  the  tariff  act  of  1913.  In  the  next 
place,  it  is  not  otherwise  divided  than  into  a  small  number  of 
lettered  paragraphs,  some  of  which  are  of  inordinate  length  and 
embrace  a  considerable  number  of  more  or  less  unrelated  pro- 
visions. Next,  it  is  impossible  to  proceed  safely  in  the  study 
of  any  provision  of  the  statute  without  constantly  referring  to 
the  great  mass  of  rulings  and  regulations  of  the  Bureau  of 
Internal  Revenue,  to  discover  how  the  provision  is  interpreted 
by  the  Bureau,  or  what  provision  has  been  made  for  carry- 
ing it  into  effect.  To  lessen  the  formidable  labor  of  such  a 
search  through  the  act  and  the  regulations,  the  author  has  in 
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this  book  adopted  the  device  of  breaking  up  the  statute  into 
seventy  sections,  numbered  consecutively,  and  each  introduced 
by  a  black-letter  headline  descriptive  of  its  contents.  This 
has  been  done  without  altering  a  jot  or  tittle  of  the  statute, 
the  reprint  of  which  is  textually  correct,  or  even  disturbing  the 
original  arrangement  of  its  parts.  But  it  is  thought  that  the 
plan  will  materially  facilitate  reference  to  the  various  clauses 
of  the  act.  These  seventy  sections  now  constitute  the  first 
chapter  of  the  book.  In  the  second  chapter,  the  Treasury 
regulations  and  decisions  have  been  treated  according  to  the 
same  plan.  These  have  been  arranged  in  one  hundred  and 
six  numbered  sections  (sections  71  to  176  inclusive),  with  de- 
scriptive headlines.  Further,  a  system  of  cross-references  has 
been  provided,  linking  together  the  text  of  the  statute,  the 
departmental  regulations,  and  the  detailed  treatment  of  the 
subject  in  the  body  of  the  book,  so  that  there  should  be  no 
difficulty  in  discovering  all  that  Congress,  the  department,  and 
the  courts  have  had  to  say  on  any  given  point  or  problem. 
And  further  to  promote  the  convenience  of  the  reader,  the  gen- 
eral index  to  the  volume  has  been  made  as  copious,  and  com- 
plete as  the  author's  industry  and  experience  could  make  it. 

A  renewed  and  more  extended  search  for  authorities  has 
brought  to  light  a  considerable  number  of  decisions  of  inter- 
est and  importance,  not  previously  cited,  and  these  have  been 
duly  mentioned  in  their  proper  places,  as  have  also  the  deci- 
sions of  the  federal  and  state  courts  rendered  since  the  pub- 
lication of  the  first  edition.  Several  chapters  have  been  en- 
tirely rewritten  and  very  greatly  enlarged,  particularly  those 
relating  to  collection  at  the  source,  returns  of  income  and  the 
collection  of  the  tax,  and  the  refunding  and  recovery  of  taxes 
illegally  exacted.  All  the  Forms  officially  prescribed  by  the 
Treasury  Department  have  been  brought  together  and  printed 
in  full  in  the  Appendix,  which  now  also  includes  those  provi- 
sions of  the  Revised  Statutes  of  the  United  States  which  relate 
to  the  assessment  and  collection  of  internal  revenue  taxes  in 
general.  Hbnry  Campbell  Black. 

Wasuington,  D.  C,  January,  1915. 
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INCOME  TAXATION 

SECOND  EDITION 


CHAPTER  I 
FEDERAL  INCOME  TAX  LAW  OP  1913 

1.  Normal  Tax  How  Levied;    Rate;    Persons  Liable. 

2.  Additional  Tax  or  Surtax;   Incomes  Liable;    Rate. 

3.  Returns  for  Purpose  of  Additional  Tax. 

4.  Taxation  of  Undivided  Profits  in  Corporations  Fraudulently 

Formed  to  Escape  Additional  Tax. 

5.  Net  Income,  Sources  of,  and  Items  Constituting. 

6.  Exception  as  to  Proceeds  of  Life  Insurance  Policies. 

7.  Deductions  Allowed  for  Normal  Tax. 

S.     Net  Income  of  Non-Residents  from  Property  and  Business 

in  United  States. 
9.     Exemption  of  Interest  on  Public  Obligations  and  of  Salaries 

of  Certain  Federal  and  State  Officers. 

10.  Specific  Exemption  of  $3000  or  $4000;    Husband  and  Wife. 

11.  Period  for  Computation  of  Tax. 

12.  Returns  to  be  Made ;   Time,  Place,  Form,  and  Contents. 

13.  Returns  by  Guardians,  Trustees,  Executors,  etc. 

14.  Returns    by   Persons   Having   Control   of  Determinable   In- 

come Payable  to  Others. 

15.  Taxation  of  Partnership  Profits ;   Returns  by  Firms. 

16.  Dividends  on  Stock  Not  Returnable  for  Purpose  of  Normal 

Tax. 

17.  Persons  For  Whom  Returns  Have  Been  Made  by  Others. 

18.  Returns  to  be  Verified;    Increasing  Amount  Returned;    Ap- 

peal. 

19.  Assessment,  Notice,  and  Payment  of  Tax. 

20.  Assessment  Within  Three  Tears  After  Discovery  of  Neglect 

to  Make  Return  or  Making  of  False  Return. 

21.  Penalty  and  Interest  on  Non-Payment. 

22.  Deduction  and  Payment  of  Normal  Tax  at  Source. 

23.  Same ;    How  Deductions  and  Exemptions  to  be  Claimed. 

24.  Same;    Making  Return  and  Claim  for  Minor,  Sick,  Insane, 

or  Absent  Persons. 
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25.  Deduction  and  Withholding  of  Normal  Tax  from  Interest  on 

Corporate  Bonds  and  Mortgages. 

26.  Deduction  and  Withholding  of  Tax  from  Interest  on  For- 

eign Bonds  and  from  Foreign  Dividends. 

27.  License  for  Collection  of  Foreign  Items. 

28.  Liability  for  Tax  Not  Affected  by  Contract. 

29.  Assessment  on  Personal  Returns. 

30.  Collection  at  Source  Applicable  to  Normal  Tax  Only. 

31.  Penalties  for  Neglect  or  Refusal  to  Make  Return  and  for 

False  and  Fraudulent  Returns. 

32.  Corporations  Subject  to  Normal  Income  Tax. 

33.  What  Corporations  and  Organizations  Exempt. 

34.  Exemption    of    Income   from    Public    Utilities    Accruing    to 

States  and  Municipalities. 

35.  Deductions  Allowed  to  Corporations;    Expenses. 

36.  Same ;    Losses  and  Depreciation. 

87.     Same ;    Proviso   as    to   Mutual   Fire   Insurance   Companies. 

38.  Same;    Proviso   as   to   Mutual  Marine   and   Life   Insurance 

Companies. 

39.  Same ;    Interest  on  Indebtedness. 

40.  Same;    Taxes  Paid. 

41.  Taxable  Income  and  Deductions  Allowed  to  Foreign  Corpo- 

rations. 

42.  Period  for  Computation  of  Tax  on  Corporations. 

43.  Privilege  of  Designating  Fiscal  Year. 

44.  Time  and  Place  for  Rendering  Returns. 

45.  Contents    of    Returns;      Capital,     Indebtedness,    Gross    In- 

come, and  Expenses. 

46.  Same ;    Losses  Sustained. 

47.  Same;   Proviso  as  to  Insurance  Companies. 

48.  Same ;  Foreign  Corporations ;   Losses  and  Depreciation. 

49.  Same ;   Proviso  as  to  Foreign  Insurance  Companies. 

50.  Same;    Interest  Accrued  and  Paid. 

51.  Same ;    Taxes  Paid. 

52.  Same ;    Amount  of  Net  Income. 

53.  Assessment,  Notice,  and  Payment  of  Tax. 

54.  Penalty  and  Interest  for  Delinquency. 

55.  Corporation    Returns    to    be   Public   Records;     Privilege   of 

Inspection. 

56.  Penalty  for  Neglect  or  Refusal  to  Make  Return  or  Making 

False  Return. 

57.  Construction  of  Words  "State"  and  "United  States." 

58.  Amendment  and  Re-Enactment  of  Certain  Sections  of  Re- 

vised Statutes. 

59.  Penalty  for  Divulging  Particulars  of  Income  Tax  Returns. 

60.  Canvass  of  Districts  for  Objects  of  Taxation. 

61.  Annual  Returns  of  Persons  Liable  to  Tax. 

62.  Return  Made  Up  by  Collector  from  Information  Furnished 

by  Taxpayer. 
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§  63.     Demand  for  List  or  Return. 

64.  Authority    of    Collector    to   Take   Testimony    and   Require 

Production  of  Books. 

65.  Collector    Making   Up   Return   in    Case   of   Delinquency   or 

Fraud;    Addition  of  Penalties;    Sickness  or  Absence  as 
Excuse ;    Collection  of  Tax. 

66.  Collectors'  Receipts  for  Taxes;    Effect  as  Evidence. 

67.  Jurisdiction   of   District   Courts  to   Compel   Attendance  of 

Witnesses. 

68.  General  Provisions  of  Internal  Revenue  Laws  Made  Applica- 

ble to  Income  Tax. 

69.  Provisions  Extended  to  Porto  Rico  and  Philippine  Islands. 

70.  Repeal  of  Corporation  Excise  Tax  Law  of  1909 ;    Saving  of 

Taxes  Accrued. 

§  1.     Normal  Tax  How  Levied ;  Rate;  Persons  Liable  ^ 

A.  Subdivision  1.  That  there  shall  be  levied,  assessed,  col- 
lected, and  paid  annually  upon  the  entire  net  income  arising 
or  accruing  from  all  sources  in  the  preceding  calendar  year 
to  every  citizen  of  the  United  States,  whether  residing  at 
home  or  abroad,  and  to  every  person  residing  in  the  United 
States,  though  not  a  citizen  thereof,  a  tax  of  1  per  centum 
per  annum  upon  such  income,  except  as  hereinafter  provided ; 
and  a  like  tax  shall  be  assessed,  levied,  collected,  and  paid 
annually  upon  the  entire  net  income  from  all  property  owned 
and  of  every  business,  trade,  or  profession  carried  on  in  the 
United  States  by  persons  residing  elsewhere.^ 

1  This  chapter  consists  of  a  verbatim  reprint  of  the  United  States 
Income  Tax  Law  of  October  3,  1913.  But  the  division  of  it  into 
consecutively  numbered  sections  is  an  arrangement  devised  by  the 
author  of  this  book,  not  a  part  of  the  act  itself.  The  arrangement 
is  adopted  for  the  sake  of  the  greater  convenience  of  the  reader  in 
referring  from  any  given  part  of  the  statute  to  that  part  of  the 
text  of  the  book  where  its  subject-matter  is  discussed,  and  vice 
versa,  and  for  the  sake  of  a  complete  system  of  cross-references  be- 
tween the  statute,  the  Treasury  Regulations,  and  the  body  of  the 
book.  The  original  division  of  the  statute  into  a  small  number  of 
very  long  lettered  paragraphs,  each  containing  provisions  of  various 
kinds,  is  here  also  preserved.  The  law  is  also  found  in  the  U.  S. 
Comp.  Stat.  1913,  §§  6319-6336. 

2  As  to  imposition  and  collection  of  the  income  tax  in  the  case 
of  non-resident  aliens,  see  Treasury  regulations,  infra,  §§  168,  171, 
and  discussion  of  the  subject,  infra,  §  257.  What  constitutes  net 
income,  infra,  §  5. 
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§  2.     Additional  Tax  or  Surtax ;  Incomes  Liable ;  Rate 

Subdivision  2.  In  addition  to  the  income  tax  provided  un- 
der this  section  (herein  referred  to  as  the  normal  income  tax) 
there  shall  be  levied,  assessed,  and  collected  upon  the  net  in- 
come of  every  individual  an  additional  income  tax  (herein  re- 
ferred to  as  the  additional  tax)  of  1  per  centum  per  annum 
upon  the  amount  by  which  the  total  net  income  exceeds  $20,- 
000  and  does  not  exceed  $50,000,  and  2  per  centum  per  annum 
upon  the  amount  by  which  the  total  net  income  exceeds  $50,- 
000  and  does  not  exceed  $75,000,  3  per  centum  per  annum 
upon  the  amount  by  which  the  total  net  income  exceeds  $75,- 
000  and  does  not  exceed  $100,000,  4  per  centum  per  annum 
upon  the  amount  by  which  the  total  net  income  exceeds  $100,- 
000  and  does  not  exceed  $250,000,  5  per  centum  per  annum 
upon  the  amount  by  which  the  total  net  income  exceeds  $250,- 
000  and  does  not  exceed  $500,000,  and  6  per  centum  per  an- 
num upon  the  amount  by  which  the  total  net  income  exceeds 
$500,000.  All  the  provisions  of  this  section  relating  to  indi- 
viduals who  are  chargeable  with  the  normal  income  tax,  so 
far  as  they  are  applicable  and  are  not  inconsistent  with  this 
subdivision  of  paragraph  A,  shall  apply  to  the  levy,  assess- 
ment, and  collection  of  the  additional  tax  imposed  under  this 
section.' 

§  3.     Returns  for  Purpose  of  Additional  Tax 

Every  person  subject  to  this  additional  tax  shall,  for  the 
purpose  of  its  assessment  and  collection,  make  a  personal  re- 
turn of  his  total  net  income  from  all  sources,  corporate  or 
otherwise,  for  the  preceding  calendar  year,  under  rules  and 
regulations  to  be  prescribed  by  the  Commissioner  of  Internal 
Revenue  and  approved  by  the  Secretary  of  the  Treasury.* 

3  Additional  tax  or  surtax,  constitutional  validity  of,  see  §  211 ; 
provision  for  "collection  at  the  source"  not  applicable  to,  §  30 ;  cor- 
porations not  subject  to,  §  32 ;  returns  for  purposes  of,  §  3 ;  fraud- 
ulent organization  of  corporation  to  escape,  §  4 ;  dividends  from  cor- 
porations returnable  for  purposes  of,  §§  140,  311 ;  non-resident  aliens 
subject  to,  §§  168,  257. 

4  Personal  returns  of  income  for  taxation,  see  §§  12,  315.  Divi- 
dends from  corporations  to  be  included  in  returns  for  purpose  of  ad- 
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§  4.     Taxation  of  Undivided  Profits  in  Corporations  Fraud- 
ulently Formed  to  Escape  Additional  Tax 

For  the  purpose  of  this  additional  tax  the  taxable  income  of 
any  individual  shall  embrace  the  share  to  which  he  would  be  en- 
titled of  the  gains  and  profits,  if  divided  or  distributed,  wheth- 
er divided  or  distributed  or  not,  of  all  corporations,  joint- 
stock  companies,  or  associations  however  created  or  organized, 
formed  or  fraudulently  availed  of  for  the  purpose  of  prevent- 
ing the  imposition  of  such  tax  through  the  medium  of  permit- 
ting such  gains  and  profits  to  accumulate  instead  of  being  di- 
vided or  distributed;  and  the  fact  that  any  such  corporation, 
joint-stock  company,  or  association,  is  a  mere  holding  compa- 
ny, or  that  the  gains  and  profits  are  permitted  to  accumulate 
beyond  the  reasonable  needs  of  the  business  shall  be  prima 
facie  evidence  of  a  fraudulent  purpose  to  escape  such  tax ;  but 
the  fact  that  the  gains  and  profits  are  in  any  case  permitted  to 
accumulate  and  become  surplus  shall  not  be  construed  as  evi- 
dence of  a  purpose  to  escape  the  said  tax  in  such  case  unless 
the  Secretary  of  the  Treasury  shall  certify  that  in  his  opinion 
such  accumulation  is  unreasonable  for  the  purposes  of  the 
business.  When  requested  by  the  Commissioner  of  Internal 
Revenue,  or  any  district  collector  of  internal  revenue,  such 
corporation,  joint-stock  company,  or  association  shall  forward 
to  him  a  correct  statement  of  such  profits  and  the  names  of  the 
individuals  who  would  be  entitled  to  the  same  if  distributed.^ 

§  5.     Net  Income,  Sources  of,  and  Items  Constituting 

B.  That,  subject  only  to  such  exemptions  and  deductions  as 
are  hereinafter  allowed,  the  net  income  of  a  taxable  person 
shall  include  gains,  profits,  and  income  derived  from  salaries, 
wages,  or  compensation  for  personal  service  of  whatever  kind 
and  in  whatever  form  paid,  or  from  professions,  vocations, 
businesses,  trade,  commerce,  or  sales,  or  dealings  in  property, 
whether  real  or  personal,  growing  out  of  the  ownership  or 
use  of  or  interest  in  real  or  personal  property,  also  from  in- 

ditlonal  tax,  §§  140,  311.     Provision  for  "collection  at  the  source" 
not  applicable  to  additional  tax,  §  30. 
5  On  this  subject,  see,  infra,  §  247. 
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terest,  rent,  dividends,  securities,  or  the  transaction  of  any  law- 
ful business  carried  on  for  gain  or  profit,  or  gains  or  profits 
and  income  derived  from  any  source  whatever,  including  the 
income  from  but  not  the  value  of  property  acquired  by  gift, 
bequest,  devise,  or  descent : ' 

§  6.     Exception  as  to  Proceeds  of  Life  Insurance  Policies 

Provided,  That  the  proceeds  of  life  insurance  policies  paid 
upon  the  death  of  the  person  insured  or  payments  made  by 
or  credited  to  the  insured,  on  life  insurance,  endowment,  or 
annuity  contracts,  upon  the  return  thereof  to  the  insured  at 
the  maturity  of  the  term  mentioned  in  the  contract,  or  upon 
surrender  of  contract,  shall  not  be  included  as  income.'' 

§  7.     Deductions  Allowed  for  Normal  Tax 

That  in  computing  net  income  for  the  purpose  of  the  normal 
tax  there  shall  be  allowed  as  deductions :  First,  the  necessary 
expenses  actually  paid  in  carrying  on  any  business,  not  includ- 
ing personal,  living,  or  family  expenses;  second,  all  interest 
paid  within  the  year  by  a  taxable  person  on  indebtedness ; 
third,  all  national.  State,  county,  school,  and  municipal  taxes 
paid  within  the  year,  not  including  those  assessed  against  local 
benefits;  fourth,  losses  actually  sustained  during  the  year,  in- 
curred in  trade  or  arising  from  fires,  storms,  or  shipwreck,  and 
not  compensated  for  by  insurance  or  otherwise;  fifth,  debts 
due  to  the  taxpayer  actually  ascertained  to  be  worthless  and 
charged  off  within  the  year ;  sixth,  a  reasonable  allowance  for 
the  exhaustion,  wear  and  tear  of  property  arising  out  of  its 
use  or  employment  in  the  business,  not  to  exceed,  in  the  case 
of  mines,  5  per  centum  of  the  gross  value  at  the  mine  of  the 
output  for  the  year  for  which  the  computation  is  made,  but 
no  deduction  shall  be  made  for  any  amount  of  expense  of  re- 

6  For  Treasury  regulation  on  this  subject,  see,  infra,  §  177,  arts. 
3  and  4.  Statutory  and  official  definitions  of  net  income,  infra,  §  222. 
As  to  profits  from  dealings  in  real  estate,  infra,  §  237.  Income 
from  "any  source  whatever,"  infra,  §  225.  Taxability  of  income 
from,  but  not  value  of,  property  acquired  by  gift,  bequest,  etc., 
infra,  §§  230,  231. 

7  See,  infra,  §  97  (Treasury  regulations)  and  §  289. 
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Storing  property  or  making  good  the  exhaustion  thereof  for 
which  an  allowance  is  or  has  been  made :  Provided,  that  no 
deduction  shall  be  allowed  for  any  amount  paid  out  for  new 
buildings,  permanent  improvements,  or  betterments,  made  to 
increase  the  value  of  any  property  or  estate;  seventh,  the 
amount  received  as  dividends  upon  the  stock  or  from  the  net 
earnings  of  any  corporation,  joint  stock  company,  association, 
or  insurance  company  which  is  taxable  upon  its  net  income  as 
hereinafter  provided;  eighth,  the  amount  of  income,  the  tax 
upon  which  has  been  paid  or  withheld  for  payment  at  the 
source  of  the  income,  under  the  provisions  of  this  section,  pro- 
vided that  whenever  the  tax  upon  the  income  of  a  person  is 
required  to  be  withheld  and  paid  at  the  source  as  hereinafter 
required,  if  such  annual  income  does  not  exceed  the  sum  of 
$3,000  or  is  not  fixed  or  certain,  or  is  indefinite,  or  irregular 
as  to  amount  or  time  of  accrual,  the  same  shall  not  be  deducted 
in  the  personal  return  of  such  person.' 

§  8.  Net  Income  of  Non-Residents  from  Property  and 
Business  in  United  States 
The  net  income  from  property  owned  and  business  carried 
on  in  the  United  States  by  persons  residing  elsewhere  shall 
be  computed  upon  the  basis  prescribed  in  this  paragraph  and 
that  part  of  paragraph  G  of  this  section  relating  to  the  com- 
putation of  the  net  income  of  corporations,  joint-stock  and 
insurance  companies,  organized,  created,  or  existing  under 
the  laws  of  foreign  countries,  in  so  far  as  applicable." 

8  Deduction  for  expenses  of  business,  see,  infra,  §  293 ;  for  Inter- 
est paid,  infra,  §§  147,  158  (Treasury  regulations)  and  §  302;  for 
taxes  paid,  infra,  §  303 ;  for  losses  sustained,  infra,  §§  156,  165 
(Treasury  regulations)  and  §  304 ;  for  debts  written  off  as  worthless, 
infra,  §  305 ;  for  depreciation,  infra,  §  165  (Treasury  regulation)  and 
§  306.  General  discussion  of  subject  of  deductions,  infra,  §§  288-313. 
Deductions  allowable  to  corporations,  infra,  §§  35,  41.  How  deduc- 
tions are  claimable  when  tax  is  collected  at  source,  infra,  §§  23,  103, 
104J   370. 

8  Treasury  regulations,  see  intra,  §§  168,  171.  Discussion  of  sub- 
ject, infra,  §  257.  Basis  of  computation  of  income  of  non-residents 
and  foreign  corporations,  infra,  §  41.  Non-residents  subject  to  addi- 
tional tax  or  surtax,  infra,  §§  168,  257. 
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§  9.     Exemption  of  Interest  on  Public  Obligations  and  of 
Salaries  of  Certain  Federal  and  State  Officers 

That  in  computing  net  income  under  this  section  there 
shall  be  excluded  the  interest  upon  the  obligations  of  a  State 
or  any  political  subdivision  thereof,  and  upon  the  obligations 
of  the  United  States  or  its  possessions ;  also  the  compensation 
of  the  present  President  of  the  United  States  during  the  term 
for  which  he  has  been  elected,  and  of  the  judges  of  the  supreme 
and  inferior  courts  of  the  United  States  now  in  office,  and 
the  compensation  of  all  officers  and  employees  of  a  State 
or  any  political  subdivision  thereof  except  when  such .  com- 
pensation is  paid  by  the  United  States  Government.^" 

§  10.     Specific  Exemption  of  $3000  or  $4000 ;  Husband  and 
Wife 

C.  That  there  shall  be  deducted  from  the  amount  of  the 
net  income  of  each  of  said  persons,  ascertained  as  provided 
herein,  the  sum  of  $3,000,  plus  $1,000  additional  if  the  per- 
son making  the  return  be  a  married  man  with  a  wife  living 
with  him,  or  plus  the  sum  of  $1,000  additional  if  the  per- 
son making  the  return  be  a  married  woman  with  a  husband 
living  with  her ;  but  in  no  event  shall  this  additional  exemp- 
tion of  $1,000  be  deducted  by  both  a  husband  and  a  wife: 
Provided,  That  only  one  deduction  of  $4,000  shall  be  made 
from  the  aggregate  income  of  both  husband  and  wife  when 
living  together.^^ 

§  11.     Period  for  Computation  of  Tax 

D.  The  said  tax  shall  be  computed  upon  the  remainder 
of  said  net  income  of  each  person  subject  thereto,  accruing 
during  each  preceding  calendar  year  ending  December  thir- 
ty-first: Provided,  however,  that  for  the  year  ending  De- 
cember thirty-first,  nineteen  hundred  and  thirteen,  said  tax 

10  See,  infra,  §  141  (Treasury  regulation)  and  §  277,  discussion. 
Construction  of  terms  "State"  and  "United  States,"  as  including  the 
territories,  Alaska,  the  District  of  Columbia,  Porto  Rico,  and  the 
Philippine  Islands,  infra,  §  57. 

11  Exemption  allowed  in  case  of  husband  and  wife,  see  Treasury 
regulation,  infra,  §  129,  and  discussion,  infra,  §§  291,  319. 
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shall  be  com'puted  on  the  net  income  accruing  from  March 
first  to  December  thirty-first,  nineteen  hundred  and  thirteen, 
both  dates  inclusive,  after  deducting  five-sixths  only  of  the 
specific  exemptions  and  deductions  herein  provided  for.^^ 

§  12.     Returns  to  be  made;   Time,  Place,  Form,  and  Con- 
tents 

On  or  before  the  first  day  of  March,  nineteen  hundred  and 
fourteen,  and  the  first  day  of  March  in  each  year  thereafter,  a 
true  and  accurate  return,  under  oath  or  affirmation,  shall  be 
made  by  each  person  of  lawful  age,  except  as  hereinafter 
provided,  subject  to  the  tax  imposed  by  this  section,  and 
having  a  net  income  of  $3,000  or  over  for  the  taxable  year,  to 
the  collector  of  internal  revenue  for  the  district  in  which  such 
person  resides  or  has  his  principal  place  of  business,  or,  in 
the  case  of  a  person  residing  in  a  foreign  country,  in  the 
place  where  his  principal  business  is  carried  on  within  the 
United  States,  in  such  form  as  the  Commissioner  of  Inter- 
nal Revenue,  with  the  approval  of  the  Secretary  of  the  Treas- 
ury, shall  prescribe,  setting  forth  specifically  the  gross 
amount  of  income  from  all  separate  sources  and  from  the 
total  thereof,  deducting  the  aggregate  items  or  expenses 
and  allowance  herein  authorized. ^^ 

§  13.     Returns  by  Guardians,  Trustees,  Executors,  etc. 

Guardians,  trustees,  executors,  administrators,  agents,  re- 
ceivers, conservators,  and  all  persons,  corporations  or  asso- 
ciations acting  in  any  fiduciary  capacity,  shall  make  and  ren- 
der a  return  of  the  net  income  of  the  person  for  whom  they 
act,  subject  to  this  tax,  coming  into  their  custody  or  control 
and  management,  and  be  subject  to  all  the  provisions  of  this 
section  which  apply  to  individuals:    Provided,  That  a  return 

12  Treasury  regulation,  see,  Infra,  §  101.  And  see  also,  infra,  §  292, 
In  text. 

13  Treasury  regulations  as  to  annual  returns,  see,  infra,  §  178. 
General  discussion  of  taxpayers'  returns,  infra,  §§  315-334.  Time  for 
filing  returns,  see,  infra,  §  142  (Treasury  regulation)  and  §  321.  Joint 
and  several  returns  by  husband  and  wife,  infra,  §§  129,  291,  319. 
Guardians  making  returns  for  minors,  infra,  §§  24,  106,  371.  Prin- 
cipal place  of  business,  meaning  of  phrase,  infra,  §  320. 
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made  by  one  of  two  or  more  joint  guardians,  trustees,  ex- 
ecutors, administrators,  agents,  receivers,  and  conservators, 
or  other  persons  acting  in  a  fiduciary  capacity,  filed  in  the 
district  where  such  person  resides,  or  in  the  district  where 
the  will  or  other  instrument  under  which  he  acts  is  recorded, 
under  such  regulations  as  the  Secretary  of  the  Treasury  may 
prescribe,  shall  be  a  sufficient  compliance  with  the  require- 
ments of  this  paragraph.^* 

§  14.     Returns  by  Persons  Having  Control  of  Determina- 
ble Income  Payable  to  Others 

And  also  all  persons,  firms,  companies,  copartnerships,  cor- 
porations, joint-stock  companies  or  associations,  and  insur- 
ance companies,  except  as  hereinafter  provided,  in  whatever 
capacity  acting,  having  the  control,  receipt,  disposal,  or  pay- 
ment of  fixed  or  determinable  annual  or  periodical  gains, 
profits,  and  income  of  another  person  subject  to  tax,  shall 
in  behalf  of  such  person  deduct  and  withhold  from  the  pay- 
ment an  amount  equivalent  to  the  normal  income  tax  upon 
the  same  and  make  and  render  a  return,  as  aforesaid,  but 
separate  and  distinct,  of  the  portion  of  the  income  of  each 
person  from  which  the  normal  tax  has  been  thus  withheld, 
and  containing  also  the  name  and  address  of  such  person 
or  stating  that  the  name  and  address  or  the  address,  as  the 
case  may  be,  are  unknown:  Provided,  That  the  provision 
requiring  the  normal  tax  of  individuals  to  be  withheld  at 
the  source  of  the  income  shall  not  be  construed  to  require 
any  of  such  tax  to  be  withheld  prior  to  the  first  day  of  No- 
vember, nineteen  hundred  and  thirteen:  Provided  further, 
that  in  either  case  above  mentioned  no  return  of  income  not 
exceeding  $3,000  shall  be  required :  ^^ 

1*  For  regulations  of  Treasury  Department  governing  returns  by 
the  classes  of  fiduciaries  mentioned  in  this  section,  see,  infra,  §§ 
118,  139.  Note  that  the  authority  to  make  regulations  concerning 
returns  by  "one  of  two  or  more  joint  guardians,"  etc.,  is  apparently 
Intrusted  only  to  the  Secretary  of  the  Treasury,  not,  as  in  other 
cases,  to  the  Commissioner  of  Internal  Revenue. 

15  Compare  this  section  with  §  22,  infra.  Both  relate  to  the  same 
classes  of  persons,  firms,  companies,  etc.,  and  to  the  same  classes 
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§  15.  Taxation  of  Partnership  Profits;  Returns  by  Firms 
Provided  further,  That  any  persons  carrying  on  business  in 
partnership  shall  be  liable  for  income  tax  only  in  their  in- 
dividual capacity,  and  the  share  of  the  profits  of  a  partner- 
ship to  which  any  taxable  partner  would  be  entitled  if  the 
same  were  divided,  whether  divided  or  otherwise,  shall  be 
returned  for  taxation  and  the  tax  paid,  under  the  provisions 
of  this  section,  and  any  such  firm,  when  requested  by  the 
Commissioner  of  Internal  Revenue,  or  any  district  collector, 
shall  forward  to  him  a  correct  statement  of  such  profits  and 
the  names  of  the  individuals  who  would  be  entitled  to  the 
same,  if  distributed :  ^* 

§  16.     Dividends  on  Stock  Not  Returnable  for  Purpose  of 
Normal  Tax 

Provided  further,  That  persons  liable  for  the  normal  in- 
come tax  only,  on  their  own  account  or  in  behalf  of  another, 
shall  not  be  required  to  make  return  of  the  income  derived 
from  dividends  on  the  capital  stock  or  from  the  net  earnings 
of  corporations,  joint-stock  companies  or  associations,  and 
insurance  companies  taxable  upon  their  net  income  as  herein- 
after provided.^^ 

of  income  payable  to  anotlier  person,  but  the  present  section  relates 
to  the  return  required  to  be  made  by  such  persons,  and  §  22  to  their 
duties  in  respect  to  deducting  and  withholding  the  tax.  The  latter 
section  also  gives  a  fuller  definition  of  the  persons  intended  (as 
including  lessees,  mortgagors,  trustees,  executors,  etc.),  and  also  a 
fuller  definition  of  what  is  meant  by  "fixed  or  determinable  gains, 
profits,  and  income,"  as  including  interest,  rent,  salaries,  etc.  As  to 
the  monthly  and  annual  returns  required  from  these  withholding 
agents,  see,  infra,  §§  123,  334.  Time  for  paying  over  the  tax  deducted 
by  them,  infra,  §  150.  Exempt  corporations  and  organizations  not 
included  in  the  scope  of  this  section,  infra,  §  151.  Liabilities  and 
penalties  for  disobedience  to  this  section,  infra,  §  373. 

16  Provisions  of  the  act  relating  to  taxation  of  income  of  corpo- 
rations  do  not  apply  to  partnerships,  as  such,  see,  infra,  §§  117,  145 
(Treasury  regulations)  and  see  §  263  for  discussion  of  subject.  Lim- 
ited partnerships  treated  as  corporations  for  purposes  of  income 
tax,  infra,  §  264.  Profits  of  firm  taxable  as  income  of  individual 
partners,  see,  infra,  §  177,  art.  11  (Treasury  regulation)  and  §  236, 
discussion  of  subject. 

17  Treasury  regulations  on  this  subject,  see,  infra,  §  140;  discus- 
sion of  subject,  infra,  §  245.     Deduction  of  dividends  from  income 
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§  17.     Persons  For  Whom  Returns  Have  Been  Made  by 
Others 

Any  person  for  whom  return  has  been  made  and  the  tax 
paid,  or  to  be  paid  as  aforesaid,  shall  not  be  required  to  make 
a  return  unless  such  person  has  other  net  income,  but  only  one 
deduction  of  $3,000  shall  be  made  in  the  case  of  any  such 
person.^* 

§  18.     Returns  to  be   Verified;    Increasing  Amount   Re- 
turned ;   Appeal 

The  collector  or  deputy  collector  shall  require  every  list 
to  be  verified  by  the  oath  or  affirmation  of  the  party  ren- 
dering it.  If  the  collector  or  deputy  collector  have  reason 
to  believe  that  the  amount  of  any  income  return  is  under- 
stated, he  shall  give  due  notice  to  the  person  making  the  re- 
turn to  show  cause  why  the  amount  of  the  return  should 
not  be  increased,  and  upon  proof  of  the  amount  understated 
may  increase  the  same  accordingly.  If  dissatisfied  with  the 
decision  of  the  collector,  such  person  may  submit  the  case, 
with  all  the  papers,  to  the  Commissioner  of  Internal  Reve- 
nue for  his  decision,  and  may  furnish  sworn  testimony  of 
witnesses  to  prove  any  relevant  facts. '^" 

§  19.     Assessment,  Notice,  and  Payment  of  Tax 

E.  That  all  assessments  shall  be  made  by  the  Commis- 
sioner of  Internal  Revenue  and  all  persons  shall  be  notified 
of  the  amount  for  which  they  are  respectively  liable  on  or 
before  the  first  day  of  June  of  each  successive  year,  and  said 

tax  return,  infra,  §  311.  Tax  on  dividends  of  domestic  corporations 
not  deductible  at  source,  infra,  §  &7.  Dividends  from  domestic  cor- 
porations to  non-resident  alien  stockholders  not  subject  to  income 
tax,  infra,  §§  171,  257.  Dividends  of  foreign  corporations  when  sub- 
ject to  tax,  method  of  collecting,  infra,  §§  85-88,  120. 

18  See,  infra,  §  315. 

19  Verification  of  income  tax  returns  of  individuals,  see,  infra,  § 
317;  of  corporation,  infra,  §§  44,  320;  of  monthly  and  annual  list 
returns,  infra,  §§  161,  334.  False  affidavit  punishable  as  a  misde- 
meanor, infra,  §§  107,  332.  Increasing  amount  of  taxable  income  un- 
derstated in  return,  infra,  §  336.  Suit  for  recovery  back  of  taxes 
paid  on  such  increased  assessment,  see,  infra,  §  377. 
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assessments  shall  be  paid  on  or  before  the  thirtieth  day  of 
June.^" 

§  20.     Assessment  Within  Three  Years  After  Discovery  of 
Neglect  to  Make  Return  or  Making  of  False  Re- 
turn 
— except  in  cases  of  refusal  or  neglect  to  make  such  return 
and  in  cases  of  false  or  fraudulent  returns,  in  which  cases 
the  Commissioner  of  Internal  Revenue  shall,  upon  the  dis- 
covery  thereof,   at   any   time  within   three  years   after   said 
return  is  due,  make  a  return  upon  information  obtained  as 
provided  for  in  this  section  or  by  existing  law,  and  the  as- 
sessment made  by  the   Commissioner  of   Internal  Revenue 
thereon  shall  be  paid  by  such  person  or  persons  immediate- 
ly upon  notification  of  the  amount  of  such  assessment  ;^^ 

§  21.     Penalty  and  Interest  on  Non-Payment 

— and  to  any  sum  or  sums  due  and  unpaid  after  the  thirtieth 
day  of  June  in  any  year,  and  for  ten  days  after  notice  and  de- 
mand thereof  by  the  collector,  there  shall  be  added  the  sum 
of  5  per  centum  on  the  amount  of  tax  unpaid,  and  interest  at 
the  rate  of  1  per  centum  per  month  upon  said  tax  from  the 
time  the  same  became  due,  except  from  the  estates  of  insane, 
deceased,  or  insolvent  persons. ^^ 

§  22.     Deduction  and  Payment  of  Normal  Tax  at  Source 

All  persons,  firms,  copartnerships,  companies,  corpora- 
tions, joint-stock  companies  or  associations,  and  insurance 
companies,  in  whatever  capacity  acting,  including  lessees  or 
mortgagors  of  real  or  personal  property,  trustees  acting  in 

2  0  General  discussion  of  assessment  of  Income  taxes,  see,  infra, 
§§  335-350.  Synopsis  of  Treasury  regulations  concerning  assess- 
ment, infra,  §  186.  As  to  time  of  payment  of  tax,  see,  infra,  §  341. 
Notice  of  assessment  to  be  given  to  corporations,  infra,  §  53.  Notice 
of  assessment  in  general,  infra,  §  340.  Necessity  of  notice  to  cre- 
ate liability  for  penalties,  infra,  §  159.  Notice  of  proceedings  for 
assessment  in  case  of  fraud  or  delinquency,  infra,  §  337. 
■   21  See,  infra,  §  337. 

22  Penalty  for  delinquency  in  payment  of  income  taxes,  see,  infra, 
§  344.  In  case  of  corporations,  infra,  §  54.  Notice  and  demand 
necessary  to  create  liability  for  penalty,  infra,  §  159. 
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any  trust  capacity,  executors,  administrators,  agents,  receiv- 
ers, conservators,  employers,  and  all  officers  and  employees 
of  the  United  States  having  the  control,  receipt,  custody,  dis- 
posal, or  payment  of  interest,  rent,  salaries,  wages,  premiums, 
annuities,  compensation,  remuneration,  emoluments,  or  oth- 
er fixed  or  determinable  annual  gains,  profits,  and  income 
of  another  person,  exceeding  $3,000  for  any  taxable  year, 
other  than  dividends  on  capital  stock,  or  from  the  net  earn- 
ings of  corporations  and  joint-stock  companies  or  associa- 
tions subject  to  like  tax,  who  are  required  to  make  and  ren- 
der a  return  in  behalf  of  another,  as  provided  herein,  to  the 
collector  of  his,  her,  or  its  district,  are  hereby  authorized  and 
required  to  deduct  and  withhold  from  such  annual  gains, 
profits,  and  income  such  sum  as  will  be  sufficient  to  pay  the 
normal  tax  imposed  thereon  by  this  section,  and  shall  pay 
to  the  officer  of  the  United  States  Government  authorized 
to  receive  the  same ;  and  they  are  each  hereby  made  person- 
ally liable  for  such  tax.^' 

§  23.     Same;     How    Deductions    and    Exemptions    to    be 
Claimed 

In  all  cases  where  the  income  tax  of  a  person  is  with- 
held and  deducted  and  paid  or  to  be  paid  at  the  source, 
as   aforesaid,   such  person   shall   not   receive   the   benefit   of 

23  Deduction  and  withholding  of  tax  on  interest  on  corporate  honds, 
see,  infra,  §  25 ;  on  interest  and  dividends  from  foreign  invest- 
ments, infra,  §  26.  This  provision  applicable  to  normal  tax  only, 
infra,  §§  30,  353.  Time  for  paying  over  tax  deducted  at  source,  in- 
fra, §  150.  General  discussion  of  collection  at  the  source,  infra,  §| 
352-374.  Deduction  of  income  tax  from  rents,  mortgage  Interest, 
salaries,  etc.,  infra,  §  361.  Note  given  for  interest  payment;  effect 
of  discounting,  infra,  §§  108,  362.  Meaning  of  "fixed  or  determinable 
gains,  profits,  and  income,"  infra,  §  361.  Indeterminate,  non-peri- 
odical, or  fluctuating  income,  infra,  §  367.  Income  of  partnerships 
and  corporations  not  subject  to  deduction  at  the  source,  infra,  §§ 
145,  368.  How  to  claim  benefit  of  specific  exemption  and  of  deduc- 
tions under  this  provision,  infra,  §§  99-104  (Treasury  regulations) 
and  §  370,  discussion.  Deducting  source  collections  from  personal 
returns,  infra,  §  372.  Personal  liability  of  those  required  to  deduct 
and  withhold  tax  under  this  provision,  infra,  §  373.  Deduction  of 
tax  from  "annuities"  under  this  clause,  infra,  §  243. 
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the  deduction  and  exemption  allowed  in  paragraph  C  of  this 
section  except  by  an  application  for  refund  of  the  tax  unless 
he  shall,  not  less  than  thirty  days  prior  to  the  day  on  which  the 
return  of  his  income  is  due,  file  with  the  person  who  is  re- 
quired to  withhold  and  pay  tax  for  him,  a  signed  notice  in 
writing  claiming  the  benefit  of  such  exemption  and  there- 
upon no  tax  shall  be  withheld  upon  the  amount  of  such  ex- 
emption: Provided,  That  if  any  person  for  the  purpose  of 
obtaining  any  allowance  or  reduction  by  virtue  of  a  claim  for 
such  exemption,  either  for  himself  or  for  any  other  person, 
knowingly  makes  any  false  statement  or  false  or  fraudulent 
representation,  he  shall  be  liable  to  a  penalty  of  $300;  nor 
shall  any  person  under  the  foregoing  conditions  be  allowed 
the  benefit  of  any  deduction  provided  for  in  subsection  B 
of  this  section  unless  he  shall,  not  less  than  thirty  days  prior 
to  the  day  on  which  the  return  of  his  income  is  due,  either 
file  with  the  person  who  is  required  to  withhold  and  pay  tax 
for  him  a  true  and  correct  return  of  his  annual  gains,  profits, 
and  income  from  all  other  sources,  and  also  the  deductions 
asked  for,  and  the  showing  thus  made  shall  then  become  a 
part  of  the  return  to  be  made  in  his  behalf  by  the  person  re- 
quired to  withhold  and  pay  the  tax,  or  likewise  make  applica- 
tion for  deductions  to  the  collector  of  the  district  in  which 
return  is  made  or  to  be  made  for  him.^* 

§  24.     Same;    Making  Return  and  Claim  for  Minor,  In- 
sane, Sick,  or  Absent  Person 

Provided  further,  That  if  such  person  is  a  minor  or  an 
insane  person,  or  is  absent  from  the  United  States,  or  is  unable 
owing  to  serious  illness  to  make  the  return  and  application 
above  provided  for,  the  return  and  application  may  be  made  for 
him  or  her  by  the  person  required  to  withhold  and  pay  the  tax, 
he  making  oath  under  the  penalties  of  this  Act  that  he  has  suffi- 
I  cient  knowledge  of  the  affairs  and  property  of  his  beneficiary 
to  enable  him  to  make  a  full  and  complete  return  for  him  or 

2  4  For  Treasury  regulations  on  this  subject,  see,  infra,  §§  99,  108, 
104.    Discussion  of  subject,  infra,  §  370. 
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her,  and  that  the  return  and  application  made  by  him  are  full 
and  complete.^^ 

§  25.  Deduction  and  Withholding  of  Normal  Tax  from  In- 
terest On  Corporate  Bonds  and  Mortgages 
Provided  further,  That  the  amount  of  the  normal  tax 
hereinbefore  imposed  shall  be  deducted  and  withheld  from 
fixed  and  determinable  annual  gains,  profits,  and  income  de- 
rived from  interest  upon  bonds  and  mortgages,  or  deeds  of 
trust  or  other  similar  obligations  of  corporations,  joint-stock 
companies  or  associations,  and  insurance  companies,  wheth- 
er payable  annually  or  at  shorter  or  longer  periods,  although 
such  interest  does  not  amount  to  $3,000,  subject  to  the 
provisions  of  this  section  requiring  the  tax  to  be  withheld 
at  the  source  and  deducted  from  annual  income  and  paid  to 
the  Government.^" 

§  26.     Deduction  and  Withholding  of  Tax  from  Interest  on 
Foreign  Bonds  and  from  Foreign  Dividends 

And  likewise  the  amount  of  such  tax  shall  be  deducted  and 
withheld  from  coupons,  checks,  or  bills  of  exchange  for  or 
in  payment  of  interest  upon  bonds  of  foreign  countries  and 
upon  foreign  mortgages  or  like  obligations  (not  payable  in 
the  United  States),  and  also  from  coupons,  checks,  or  bills 
of  exchange  for  or  in  payment  of  any  dividends  upon  the 

25  See,  infra,  §  106  (Treasury  regulation)  and  §§  315,  371. 

2  6  Treasury  regulations  relating  to  this  clause,  see,  infra,  §  73. 
Deduction  and  withholding  of  tax  from  interest  and  dividends  on 
foreign  investments,  infra,  §§  26,  85-90.  This  provision  applicable 
to  normal  tax  only.  Infra,  §§  30,  353.  This  provision  not  applicable 
to  securities  owned  by  corporations,  infra,  §§  81,  368 ;  nor  to  in- 
terest due  and  payable  before  March  1,  1913,  infra,  §  84 ;  nor  to 
interest  due  to  non-resident  aliens,  infra,  §§  93,  168 ;  nor  to  interest 
on  state  and  municipal  bonds,  infra,  §  128.  Time  for  paying  over 
tax  deducted  at  source,  infra,  §  150.  Deduction  of  tax  on  payments 
of  i-egistered  interest,  infra,  §  153.  General  discussion  of  subject 
of  collection  at  the  source,  infra,  §§  352-374.  Certificates  of  owner- 
ship to  be  filed  with  coupons  or  interest  orders  presented  for  col- 
lection by  bank  or  other  collecting  agent,  infra,  §§  356-358.  In- 
terest on  tax-free  bonds,  infra,  §§  138,  360.  Deducting  source 
collections  from  personal  returns,  infra,  §  372.  Liabilities  and  penal- 
ties imposed  on  debtors  and  withholding  agents,  infra,  §  373. 
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Stock  or  interest  upon  the  obligations  of  foreign  corpora- 
tions, associations,  and  insurance  companies  engaged  in  busi- 
ness in  foreign  countries ;  and  the  tax  in  each  case  shall 
be  withheld  and  deducted  for  and  in  behalf  of  any  person 
subject  to  the  tax  hereinbefore  imposed,  although  such  in- 
terest, dividends,  or  other  compensation  does  not  exceed  $3,- 
000,  by  any  banker  or  person  who  shall  sell  or  otherwise 
realize  coupons,  checks,  or  bills  of  exchange  drawn  or  made 
in  payment  of  any  such  interest  or  dividends  (not  payable 
in  the  United  States),  and  any  person  who  shall  obtain  pay- 
ment (not  in  the  United  States),  in  behalf  of  another  of 
such  dividends  and  interest  by  means  of  coupons,  checks, 
or  bills  of  exchange,  and  also  any  dealer  in  such  coupons 
who  shall  purchase  the  same  for  any  such  dividends  or  in- 
terest (not  payable  in  the  United  States),  otherwise  than 
from  a  banker  or  another  dealer  in  such  coupons;  but  in 
each  case  the  benefit  of  the  exemption  and  the  deduction  al- 
lowable under  this  section  may  be  had  by  complying  with 
the  foregoing  provisions  of  this  paragraph.^'' 

§  27.     License  for  Collection  of  Foreign  Items 

All  persons,  firms,  or  corporations  undertaking  as  a  mat- 
ter of  business  or  for  profit  the  collection  of  foreign  pay- 
ments of  such  interest  or  dividends  by  means  of  coupons, 
checks,  or  bills  of  exchange  shall  obtain  a  license  from  the 
Commissioner  of  Internal  Revenue,  and  shall  be  subject  to 
such  regulations  enabling  the  Government  to  ascertain  and 
verify  the  due  withholding  and  payment  of  the  income  tax 
required  to  be  withheld  and  paid  as  the  Commissioner  of 
Internal  Revenue,  with  the  approval  of  the  Secretary  of  the 
Treasury,  shall  prescribe ;  and  any  person  who  shall  knowingly 
undertake  to  collect  such  payments  as  aforesaid  without  hav- 

2  7  Treasury  regiilatlons  governing  this  subject,  see,  infra,  §§  85-90. 
General  discussion  of  subject,  infra,  §  363.  License  required  for 
foreign  collections,  infra,  §  120  (Treasury  regulations)  and  §  364. 
Taxation  of  income  from  property  or  investments  in  foreign  coun- 
tries, Infra,  §  252.  Taxation  of  domestic  corporations  with  branches 
or  agencies  in  foreign  countries,  infra,  §  253.  Application  of  this 
provision  to  Interest  on  bonds  of  foreign  governments,  Infra,  §  160. 
Bl.Inc.Tax.  (2d  Ed.)— 2  (17) 
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ing  obtained  a  license  therefor,  or  without  complying  with  such 
regulations,  shall  be  deemed  guilty  of  a  misdemeanor  and 
for  each  offense  be  fined  in  a  sum  not  exceeding  $5,000,  or 
imprisoned  for  a  term  not  exceeding  one  year,  or  both,  in 
the  discretion  of  the  court."' 

§  28.     Liability  for  Tax  Not  Affected  by  Contract 

Nothing  in  this  section  shall  be  construed  to  release  a  tax- 
able person  from  liability  for  income  tax,  nor  shall  any  con- 
tract entered  into  after  this  Act  takes  effect  be  valid  in  regard 
to  any  Federal  income  tax  imposed  upon  a  person  liable  to 
such  payment."" 

§  29.    Assessment  on  Personal  Returns 

The  tax  herein  imposed  upon  annual  gains,  profits,  and  in- 
come not  falling  under  the  foregoing  and  not  returned  and  paid 
by  virtue  of  the  foregoing  shall  be  assessed  by  personal  return 
under  rules  and  regulations  to  be  prescribed  by  the  Commis- 
sioner of  Internal  Revenue  and  approved  by  the  Secretary  of 
the  Treasury.'" 

§  30.     Collection  at  Source  Applicable  to  Normal  Tax  Only 
The  provisions  of  this  section  relating  to  the  deduction  and 
payment  of  the  tax  at  the  source  of  income  shall  only  apply 
to  the  normal  tax  hereinbefore  imposed  upon  individuals. 

2  8  Treasury  regulations  on  this  subject,  see,  infra,  §  120.  Dis- 
cussion of  subject,  infra,  §  364. 

2 »  Tax-free  bonds;  covenants  in  bonds  to  pay  full  interest  with- 
out deduction  for  taxes,  see,  infra,  §§  39,  360.  Rulings  of  Treasury 
department  on  this  point,  infra,  §  138.  Interest  on  tax-free  bonds, 
paid  by  corporation,  not  deductible  by  it,  intra,  §  303. 

so  The  "foregoing"  probably  refers  to  cases  in  which  returns  are 
to  be  made  for  other  persons  by  fiduciaries  and  by  persons  paying 
fixed  interest,  rent,  salaries,  etc.  General  provision  for  personal 
returns  to  be  made  by  "each  person  of  lawful  age,"  see,  supra,  § 
12.  Provision  for  assessment  of  tax  within  three  years  after  dis- 
covery of  taxpayer's  neglect  to  make  return,  supra,  §  20.  Require- 
ment of  annual  returns  by  persons  liable  to  pay  tax,  infra,  §  61. 
Returns  made  up  by  collector  from  information  furnished  by  tax- 
payer, infra,  §  62.  Demand  for  list  or  return,  infra,  §  63.  Collec- 
tor making  up  return  in  case  of  delinquency  or  fraud,  infra,  §  65. 
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§  31.     Penalties  for  Neglect  or  Refusal  to  Make  Return  and 
for  False  and  Fraudulent  Returns 

F.  That  if  any  person,  corporation,  joint-stock  company,  as- 
sociation, or  insurance  company  liable  to  make  the  return  or  pay 
the  tax  aforesaid  shall  refuse  or  neglect  to  make  a  return  at 
the  time  or  times  hereinbefore  specified  in  each  year,  such  per- 
son shall  be  liable  to  a  penalty  of  not  less  than,  $20  nor  more 
than  $1,000.  Any  person  or  any  officer  of  any  corporation  re- 
quired by  law  to  make,  render,  sign,  or  verify  any  return  who 
makes  any  false  or  fraudulent  return  or  statement  with  intent 
to  defeat  or  evade  the  assessment  required  by  this  section  to 
be  made  shall  be  guilty,  of  a  misdemeanor,  and  shall  be  fined 
not  exceeding  $2,000  or  be  imprisoned  not  exceeding  one  year, 
or  both,  at  the  discretion  of  the  court,  with  the  costs  of  prose- 
cution.^^ 

§  32.     Corporations  Subject  to  Normal  Income  Tax 

G.  (a)  That  the  normal  tax  hereinbefore  imposed  upon  in- 
dividuals likewise  shall  be  levied,  assessed,  and  paid  annually 
upon  the  entire  net  income  arising  or  accruing  from  all,  sources 
during  the  preceding  calendar  year  to  every  corporation,  joint- 
stock  company  or  association,  and  every  insurance  company, 
organized  in  the  United  States,  no  matter  how  created  or  or- 
ganized, not  including  partnerships;  but  if  organized,  au- 
thorized, or  existing  under  the  laws  of  any  foreign  country, 
then  upon  the  amount  of  net  income  accruing  from  busi- 
ness transacted  and  capital  invested  within  the  United 
States  during  such  year.^^ 

31  See,  infra,  §  142  (Treasury  regulation)  and  §§  331,  332.  Penalty 
on  fiduciary  failing  to  make  return,  infra,  §  316.  Penalties  in  case 
of  corporations,  infra,  §  56. 

32  What  classes  of  corporations  exempt,  see,  infra,  §  38.  Tax- 
able income  and  deductions  of  foreign  corporations,  infra,  §  41. 
Repeal  of  1909  excise  tax  on  corporations,  infra,  §  70.  Synopsis  of 
Treasury  regulations  concerning  corporations,  infra,  §  185.  Defi- 
nitions of  income  of  corporations,  §  223.  Application  of  statute 
to  inactive,  controlled,  or  leased  companies,  infra,  §  320.  Applica- 
tion of  statute  to  foreign  corporations,  infra,  §§  125,  166  (Treasury 
regulations)  and  §  266.    Meaning  of  "foreign  corporations"  as  used 
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§  33.     What  Corporations  and  Organizations  Exempt 

Provided,  however,  That  nothing  in  this  section  shall  ap- 
ply to  labor,  agricultural,  or  horticultural  organizations,  or 
to  mutual  savings  banks  not  having  a  capital  stock  repre- 
sented by  shares,  or  to  fraternal  beneficiary  societies,  or- 
ders, or  associations  operating  under  the  lodge  system  or 
for  the  exclusive  benefit  of  the  members  of  a  fraternity  it- 
self operating  under  the  lodge  system,  and  providing  for  the 
payment  of  life,  sick,  accident,  and  other  benefits  to  the  mem- 
bers of  such  societies,  orders,  or  associations  and  depend- 
ents of  such  members,  nor  to  domestic  building  and  loan  asso- 
ciations, nor  to  cemetery  companies,  organized  and  operated 
exclusively  for  the  mutual  benefit  of  their  members,  nor  to  any 
corporation  or  association  organized  and  operated  exclusively 
for  religious,  charitable,  scientific,  or  educational  purposes,  no 
part  of  the  net  income  of  which  inures  to  the  benefit  of  any 
private  stockholder  or  individual,  nor  to  business  leagues,  nor 
to  chambers  of  commerce  or  boards  of  trade,  not  organized 
for  profit  or  no  part  of  the  net  income  of  which  inures  to  the 
benefit  of  the  private  stockholder  or  individual;  nor  to  any 
civic  league  or  organization  not  organized  for  profit,  but  op- 
erated exclusively  for  the  promotion  of  social  welfare.^^ 

§  34.     Exemption  of  Income  from  Public  Utilities  Accruing 
to  States  and  Municipalities 

Provided  further.  That  there  shall  not  be  taxed  under  this 
section  any  income  derived  from  any  public  utility  or  from  the 
exercise  of  any  essential  governmental  function  accruing  to 
any  State,  Territory,  or  the  District  of  Columbia,  or  any  politi- 

in  Treasury  regulations,  infra,  §  166.  Income  tax  law  not  applica- 
ble to  partnerships  as  such,  infra,  §§  117,  145  (Treasury  regulations) 
and  §  263. 

3  3  For  Treasury  rulings  and  regulations,  see,  Infra,  §§  134,  151, 
160.  Discussion  of  the  subject,  see,  infra,  §  279.  Exempt  corpora- 
tions not  required  to  act  as  withholding  agents,  infra,  §§  151,  374. 
Corporations  claiming  exemption  must  prove  their  right  thereto, 
infra,  §  279.  Such  corporations  not  required  to  make  returns,  in- 
fra, §  320.  Form  of  certificate  for  corporations  claiming  exemption 
from  deduction  of  tax  at  source,  infra,  §  162. 
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cal  subdivision  of  a  State,  Territory,  or  the  District  of  Colum- 
bia, nor  any  income  accruing  to  the  government  of  the  Philip- 
pine Islands  or  Porto  Rico,  or  of  any  political  subdivision  of 
the  Philippine  Islands  or  Porto  Rico:  Provided,  That  when- 
ever any  State,  Territory,  or  the  District  of  Columbia,  or  any 
political  subdivision  of  a  State  or  Territory,  has,  prior  to  the 
passage  of  this  Act,  entered  in  good  faith  into  a  contract  with 
any  person  or  corporation,  the  object  and  purpose  of  which  is 
to  acquire,  construct,  operate  or  maintain  a  public  utility,  no 
tax  shall  be  levied  under  the  provisions  of  this  Act  upon  the 
income  derived  from  the  operation  of  such  public  utility,  so 
far  as  the  payment  thereof  will  impose  a  loss  or  burden  upon 
such  State,  Territory,  or  the  District  of  Columbia,  or  a  po- 
litical subdivision  of  a  State  or  Territory ;  but  this  provision  is 
not  intended  to  confer  upon  such  person  or  corporation  any 
financial  gain  or  exemption  or  to  relieve  such  person  or  corpo- 
ration from  the  payment  of  a  tax  as  provided  for  in  this  sec- 
tion upon  the  part  or  portion  of  the  said  income  to  which  such 
person  or  corporation  shall  be  entitled  under  such  contract.'* 

§  35.     Deductions  Allowed  to  Corporations ;   Expenses 

(b)  Such  net  income  shall  be  ascertained  by  deducting  from 
the  gross  amount  of  the  income  of  such  corporation,  joint- 
stock  company  or  association,  or  insurance  company,  received 
within  the  year  from  all  sources,  (first)  all  the  ordinary  and 
necessary  expenses  paid  within  the  year  in  the  maintenance 
and  operation  of  its  business  and  properties,  including  rentals 
or  other  payments  required  to  be  made  as  a  condition  to  the 
continued  use  or  possession  of  property;  '^ 

§  36.     Same ;  Losses  and  Depreciation 

— (second)  all  losses  actually  sustained  within  the  year  and  not 
compensated  by  insurance  or  otherwise,  including  a  reasonable 

34  Discussion  of  this  subject,  see,  infra,  §  278. 

35  Deductions  allowed  to  corporations  under  th^  description  of 
"expenses,"  see,  infra,  §  185,  art.  96  (Treasury  regulations)  and  § 
293,  discussion  of  subject.  Deductions  allowable  for  rental  pay- 
ments, infra,  §  298.  In  case  of  foreign  corporations,  infra,  §  41. 
Corresponding  provision  as  to  individuals,  supra,  §  7. 
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allowance  for  depreciation  by  use,  wear  and  tear  of  property, 
if  any;  and  in  the  case  of  mines  a  reasonable  allowance  for 
depletion  of  ores  and  all  other  natural  deposits,  not  to  exceed  5 
per  centum  of  the  gross  value  at  the  mine  of  the  output  for  the 
year  for  which  the  computation  is  made ;  and  in  case  of  insur- 
ance companies  the  net  addition,  if  any,  required  by  law  to  be 
made  within  the  year  to  reserve  funds  and  the  sums  other  than 
dividends  paid  within  the  year  on  policy  and  annuity  con- 
tracts :^* 

§  37.     Same;   Proviso  as  to  Mutual  Fire  Insurance  Com- 
panies 

Provided,  That  mutual  fire  insurance  companies  requiring 
their  members  to  make  premium  deposits  to  provide  for 
losses  and  expenses  shall  not  return  as  income  any  por- 
tion of  the  premium  deposits  returned  to  their  policyholders, 
but  shall  return  as  taxable  income  all  income  received  by  them 
from  all  other  sources  plus  such  portions  of  the  premium  de- 
posits as  are  retained  by  the  companies  for  purposes  other 
than  the  payment  of  losses  and  expenses  and  reinsurance  re- 
serves.*' 

§  38.     Same;    Proviso  as  to  Mutual  Marine  and  Life  In- 
surance Companies 

Provided  further,  That  mutual  marine  insurance  compa- 
nies shall  include  in  their  return  of  gross  income  gross  pre- 
miums collected  and  received  by  them  less  amounts  paid  for 
reinsurance,  but  shall  be  entitled  to  include  in  deductions 
from  gross  income  amounts  repaid  to  policyholders  on  account 
of  premiums  previously  paid  by  them  and  interest  paid  upon 

3  6  Treasury  regulations  as  to  deduction  for  losses  sustained,  see, 
infra,  §§  156,  165.  General  consideration  of  deductible  losses,  infra, 
§  304.  Treasury  regulations  as  to  deduction  for  depreciation,  infra, 
§  165 ;  general  discussion  of  subject,  infra,  §§  306,  307,  308.  Allow- 
ance for  depletion  of  ores,  infra,  §  308.  Meaning  of  "gross  value  at 
the  mine,"  infra,  §  308.  Corresponding  provisions  for  deductions 
in  the  case  of  individuals,  supra,  §  7;  In  the  case  of  foreign  cor- 
porations, infra,  §  41.  Special  rules  as  to  deductions  allowable  to 
insurance  companies,  infra,  §  312. 

3  7  Deductions  allowed  to  insurance  companies,  see,  infra,  §  312. 
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such  amounts  between  the  ascertainment  thereof  and  the  pay- 
ment thereof  and  life  insurance  companies  shall  not  include 
as  income  in  any  year  such  portion  of  any  actual  premium  re- 
ceived from  any  individual  policyholder  as  shall  have  been  paid 
back  or  credited  to  such  individual  policyholder,  or  treated  as  an 
abatement  of  premium  of  such  individual  policyholder,  within 
such  year; '' 

§  39.     Same;   Interest  on  Indebtedness 

— (third)  the  amount  of  interest  accrued  and  paid  within  the 
year  on  its  indebtedness  to  an  amount  of  such  indebtedness 
not  exceeding  one-half  of  the  sum  of  its  interest  bearing  in- 
debtedness and  its  paid-up  capital  stock  outstanding  at  the 
close  of  the  year,  or  if  no  capital  stock,  the  amount  of  interest 
paid  within  the  year  on  an  amount  of  its  indebtedness  not 
exceeding  the  amount  of  capital  employed  in  the  business  at  the 
close  of  the  year:  Provided,  That  in  case  of  indebtedness 
wholly  secured  by  collateral  the  subject  of  sale  in  ordinary 
business  of  such  corporation,  joint-stock  company,  or  associa- 
tion, the  total  interest  secured  and  paid  by  such  company,  cor- 
poration, or  association  within  the  year  on  any  such  indebted- 
ness may  be  deducted  as  a  part  of  its  expense  of  doing  busi- 
ness :  Provided  further,  That  in  the  case  of  bonds  or  other 
indebtedness,  which  have  been  issued  with  a  guaranty  that 
the  interest  payable  thereon  shall  be  free  from  taxation,  no  de- 
duction for  the  payment  of  the  tax  herein  imposed  shall  be 
allowed;  and  in  the  case  of  a  bank,  banking  association,  loan, 
or  trust  company,  interest  paid  within  the  year  on  deposits  or 
on  moneys  received  for  investment  and  secured  by  interest- 
bearing  certificates  of  indebtedness  issued  by  such  bank,  bank- 
ing association,  loan  or  trust  company ; "' 

§  40.     Same;  Taxes  Paid 

— (fourth)  all  sums  paid  by  it  within  the  year  for  taxes  im- 
posed under  the  authority  of  the  United  States  or  of  any  State 

38  Deductions  allowed  to  insurance  companies,   see,  infra,  §  312. 
3  9  Deduction  of  interest  on  indebtedness,  see  infra,  §  147  (Treas- 
ury regulation)  and  §  302,  discussion  of  subject. 

(23) 


§  41  INCOME  TAXATION  (Ch.  1 

or    Territory  thereof,  or  imposed  by  the  Government  of  any 
foreign  country :  *" 

§  41.     Taxable  Income  and  Deductions  Allowed  to  Foreign 
Corporations 

Provided  J  That  in  the  case  of  a  corporation,  joint-stocls  com- 
pany or  association,  or  insurance  company,  organized,  author- 
ized, or  existing  under  the  laws  of  any  foreign  country,  such 
net  income  shall  be  ascertained  by  deducting  from  the  gross 
amount  of  its  income  accrued  within  the  year  from  business 
transacted  and  capital  invested  within  the  United  States,  (first) 
all  the  ordinary  and  necessary  expenses  actually  paid  within 
the  year  out  of  earnings  in  the  maintenance  and  operation  of 
its  business  and  property  within  the  United  States,  including 
rentals  or  other  payments  required  to  be  made  as  a  condition 
to  the  continued  use  or  possession  of  property;  (second)  all 
losses  actually  sustained  within  the  year  in  business  conducted 
by  it  within  the  United  States  and  not  compensated  by  insur- 
ance or  otherwise,  including  a  reasonable  allowance  for  depre- 
ciation by  use,  wear  and  tear  of  property,  if  any,  and  in  the 
case  of  mines  a  reasonable  allowance  for  depletion  of  ores  and 
all  other  natural  deposits,  not  to  exceed  5  per  centum  of  the 
gross  value  at  the  mine  of  the  output  for  the  year  for  which 
the  computation  is  made;  and  in  case  of  insurance  companies 
the  net  addition,  if  any,  required  by  law  to  be  made  within  the 
year  to  reserve  funds  and  the  sums  other  than  dividends  paid 
within  the  year  on  policy  and  annuity  contracts:  Provided 
further,  That  mutual  fire  insurance  companies  requiring  their 
members  to  make  premium  deposits  to  provide  for  losses  and 
expenses  shall  not  return  as  income  any  portion  of  the  premium 
deposits  returned  to  their  policyholders,  but  shall  return  as 
taxable  income  all  income  received  by  them  from  all  other 
sources  plus  such  portions  of  the  premium  deposits  as  are  re- 

*<)  Taxes  paid  as  allowable  deduction  in  case  of  Individuals,  see, 
supra,  §  7;  In  case  of  foreign  corporations,  infra,  §  41.  Amount 
of  deduction  claimed  for  taxes  paid  to  be  shown  by  returns,  infra, 
§  51.  Discussion  of  deductions  allowable  under  the  head  of  taxes, 
infra,  §  303. 
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tained  by  the  companies  for  purposes  other  than  the  payment 
of  losses  and  expenses  and  reinsurance  reserves:  Provided 
further.  That  mutual  marine  insurance  companies  shall  include 
in  their  return  of  gross  income  gross  premiums  collected  and 
received  by  them  less  amounts  paid  for  reinsurance,  but  shall 
be  entitled  to  include  in  deductions  from  gross  income  amounts 
repaid  to  policyholders  on  account  of  premiums  previously 
paid  by  them,  and  interest  paid  upon  such  amounts  between 
the  ascertainment  thereof  and  the  payment  thereof  and  life 
insurance  companies  shall  not  include  as  income  in  any  year 
such  portion  of  any  actual  premium  received  from  any  indi- 
vidual policyholder  as  shall  have  been  paid  back  or  credited  to 
such  individual  policyholder,  or  treated  as  an  abatement  of 
premium  of  such  individual  policyholder,  within  such  year; 
(third)  the  amount  of  interest  accrued  and  paid  within  the 
year  on  its  indebtedness  to  an  amount  of  such  indebtedness  not 
exceeding  the  proportion  of  one-half  of  the  sum  of  its  interest- 
bearing  indebtedness  and  its  paid-up  capital  stock  outstanding 
at  the  close  of  the  year,  or  if  no  capital  stock,  the  capital 
employed  in  the  business  at  the  close  of  the  year  which  the 
gross  amount  of  its  income  for  the  year  from  business  trans- 
acted and  capital  invested  within  the  United  States  bears  to 
the  gross  amount  of  its  income  derived  from  all  sources  within 
and  without  the  United  States :  Provided,  That  in  the  case  of 
bonds  or  other  indebtedness  which  have  been  issued  with  a 
guaranty  that  the  interest  payable  thereon  shall  be  free  from 
taxation,  no  deduction  for  the  payment  of  the  tax  herein  im- 
posed shall  be  allowed;  (fourth)  all  sums  paid  by  it  within 
the  year  for  taxes  imposed  under  the  authority  of  the  United 
States  or  of  any  State  or  Territory  thereof  or  the  District  of 
Columbia.  In  the  case  of  assessment  insurance  companies, 
whether  domestic  or  foreign,  the  actual  deposit  of  sums  with 
State  or  Territorial  officers,  pursuant  to  law,  as  additions  to 
guarantee  or  reserve  funds  shall  be  treated  as  being  payments 
required  by  law  to  reserve  funds.*^ 

*i  Deduction  for  expenses  of  business,  see,  infra,  §  293;    for  in- 
terest paid,   infra,   fi   147,  "158   (Treasury   regulations)   and   §   302 ; 
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§  42.     Period  for  Computation  of  Tax  on  Corporations 

(c)  The  tax  herein  imposed  shall  be  computed  upon  its  en- 
tire net  income  accrued  within  each  preceding  calendar  year 
ending  December  thirty-first :  Provided,  however,  That  for  the 
year  ending  December  thirty-first,  nineteen  hundred  and  thir- 
teen, said  tax  shall  be  imposed  upon  its  entire  net  income 
accrued  within  that  portion  of  said  year  from  March  first  to 
December  thirty-first,  both  dates  inclusive,  to  be  ascertained 
by  taking  five-sixths  of  its  entire  net  income  for  said  calen- 
dar year  :*^ 

§  43.     Privilege  of  Designating  Fiscal  Year 

Provided  further,  That  any  corporation,  joint-stock  com- 
pany or  association,  or  insurance  company  subject  to  this 
tax  may  designate  the  last  day  of  any  month  in  the  year  as 
the  day  of  the  closing  of  its  fiscal  year  and  shall  be  entitled 
to  have  the  tax  payable  by  it  computed  upon  the  basis  of  the 
net  income  ascertained  as  herein  provided  for  the  year  end- 
ing on  the  day  so  designated  in  the  year  preceding  the  date  of 
assessment  instead  of  upon  the  basis  of  the  net  income  for  the 
calendar  year  preceding  the  date  of  assessment;  and  it  shall 
give  notice  of  the  day  it  has  thus  designated  as  the  closing 
of  its  fiscal  year  to  the  collector  of  the  district  in  which  its 
principal  business  office  is  located  at  any  time  not  less  than 
thirty  days  prior  to  the  date  upon  which  its  annual  return 
shall  be  filed." 


for  taxes  paid,  infra,  §  303 ;  for  losses  sustained,  infra,  §§ 
156,  165  (Treasury  regulations)  and  §  304;  for  depreciation,  Infra, 
§  165  (Treasury  regulations)  and  §  306.  General  discussion  of  sub- 
ject of  claimable  deductions,  infra,  §§  288-314.  Corresponding  pro- 
visions in  case  of  individuals,  supra,  §  7;  in  case  of  domestic  cor- 
porations, supra,  §  35.  Hovf  deductions  are  claimable  when  tax  is 
collected  at  source,  infra,  §§  23,  103,  104,  370. 

i"  Exception  as  to  corporations  designating  fiscal  year  differing 
from  calendar  year,  infra,  §  43. 

13  Privilege  to  corporations  to  designate  fiscal  year,  see,  infra,  § 
112  (Treasury  regulation)  and  §§  163,  175,  discussion  of  subject. 
Time  for  payment  of  tax  when  fiscal  year  is  designated,  Infra, 
§53. 
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§  44.     Time  and  Place  for  Rendering  Returns 

All  corporations,  joint-stock  companies  or  associations,  and 
insurance  companies  subject  to  the  tax  herein  imposed,  com- 
puting taxes  upon  the  income  of  the  calendar  year,  shall, 
on  or  before  the  first  day  of  March,  nineteen  hundred  and 
fourteen,  and  the  first  day  of  March  in  each  year  thereaft- 
er, and  all  corporations,  joint-stock  companies  or  associations, 
and  insurance  companies,  computing  taxes  upon  the  income 
of  a  fiscal  year  which  it  may  designate  in  the  manner  here- 
inbefore provided,  shall  render  a  like  return  within  sixty 
days  after  the  close  of  its  said  fiscal  year,  and  within  sixty 
days  after  the  close  of  its  fiscal  year  in  each  year  thereafter, 
or  in  the  case  of  a  corporation,  joint-stock  company  or  as- 
sociation, or  insurance  company,  organized  or  existing  un- 
der the  laws  of  a  foreign  country,  in  the  place  where  its 
principal  business  is  located  within  the  United  States,  in  such  ■ 
form  as  the  Commissioner  of  Internal  Revenue,  with  the  ap- 
proval of  the  Secretary  of  the  Treasury,  shall  prescribe,  shall 
render  a  true  and  accurate  return  under  oath  or  affirmation  of 
its  president,  vice  president,  or  other  principal  officer,  and 
its  treasurer  or  assistant  treasurer,  to  the  collector  of  in- 
ternal revenue  for  the  district  in  which  it  has  its  principal 
place  of  business,** 

§  45.  Contents  of  Returns;  Capital,  Indebtedness,  Gross 
Income,  and  Expenses 
— setting  forth  (first)  the  total  amount  of  its  paid-up  capital 
stock  outstanding,  or  if  no  capital  stock,  its  capital  employed 
in  business,  at  the  close  of  the  year;  (second)  the  total  amount 
of  its  bonded  and  other  indebtedness  at  the  close  of  the  year ; 

**  Keturns  by  corporations,  see  further  as  to  time  and  place  for 
rendering,  infra,  §  320;  contents  and  specifications  of,  infra,  §§ 
45-52 ;  corporate  returns  liow  and  when  open  to  inspection,  infra, 
§§  55,  170,  323;  penalty  for  neglect  or  refusal  to  make,  infra,  §§ 
56,  331 ;  penalty  for  false  or  fraudulent  return,  infra,  §§  56,  332 ; 
time  for  filing,  statute  is  mandatory  as  to,  infra,  §§  142,  321 ;  priv- 
ilege of  designating  fiscal  year  different  from  calendar  year,  supra, 
§  43.  Meaning  of  principal  place  of  business,  infra,  §  320.  What 
officers  of  corporation  to  join  in  verification,  infra,  §  320. 
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(third)  the  gross  amount  of  its  income,  received  during  such 
year  from  all  sources,  and  if  organized  under  the  laws  of  a 
foreign  country  the  gross  amount  of  its  income  received 
within  the  year  from  business  transacted  and  capital  invested 
within  the  United  States;  (fourth)  the  total  amount  of  all 
its  ordinary  and  necessary  expenses  paid  out  of  earnings  in 
the  maintenance  and  operation  of  the  business  and  proper- 
ties of  such  corporation,  joint-stock  company  or  association, 
or  insurance  company  within  the  year,  stating  separately  all 
rentals  or  other  payments  required  to  be  made  as  a  condition 
to  the  continued  use  or  possession  of  property,  and  if  organ- 
ized under  the  laws  of  a  foreign  country  the  amount  so  paid 
in  the  maintenance  and  operation  of  its  business  within  the 
United  States ;  *" 

§  46.     Same;    Losses  Sustained 

— (fifth)  the  total  amount  of  all  losses  actually  sustained  dur- 
ing the  year  and  not  compensated  by  insurance  or  otherwise, 
stating  separately  any  amounts  allowed  for  depreciation  of 
property,  and  in  case  of  insurance  companies  the  net  addition, 
if  any,  required  by  law  to  be  made  within  the  year  to  reserve 
funds  and  the  sums  other  than  dividends  paid  within  the  year 
on  policy  and  annuity  contracts :  ** 

§  47.     Same;   Proviso  as  to  Insurance  Companies 

Provided  further,  That  mutual  fire  insurance  companies 
requiring  their  members  to  make  premium  deposits  to  pro- 
vide for  losses  and  expenses  shall  not  return  as  income  any 
portion  of  the  premium  deposits  returned  to  their  policy- 
holders, but  shall  return  as  taxable  income  all  income  re- 
ceived by  them  from  all  other  sources  plus  such  portions  of 
the  premium  deposits  as  are  retained  by  the  companies  for 
purposes  other  than  the  payment  of  losses  and  expenses  and 

*5  Deduction  from  gross  income  of  amount  of  interest  paid  on 
indebtedness,  see,  supra,  §  39,  and  infra,  §  147.  Allowance  of  de- 
duction for  expenses,  supra,  §  35. 

4  6  Allowance  of  deduction  for  losses  sustained,  supra,  §  36.  What 
losses  deductible,  rules  for  computation  of,  infra,  §§  156,  165,  304. 
Depreciation  of  property,  supra,  §  36,  and  infra,  §  306. 
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reinsurance  reserves:  Provided  further,  That  mutual  ma- 
rine insurance  companies  shall  include  in  their  return  of 
gross  income  gross  premiums  collected  and  received  by  them 
less  amounts  paid  for  reinsurance,  but  shall  be  entitled  to 
include  in  deductions  from  gross  income  amounts  repaid  to 
policyholders  on  account  of  premiums  previously  paid  by 
them,  and  interest  paid  upon  such  amounts  between  the  as- 
certainment thereof  and  the  payment  thereof  and  life  insur- 
ance companies  shall  not  include  as  income  in  any  year  such 
portion  of  any  actual  premium  received  from  any  individual 
policyholder  as  shall  have  been  paid  back  or  credited  to  such 
individual  policyholder,  or  treated  as  an  abatement  of  pre- 
mium of  such  individual  policyholder,  within  such  year ;  *' 

§  48.     Same ;  Foreign  Corporations ;  Losses  and  Deprecia- 
tion 

— and  in  case  of  a  corporation,  joint-stock  company  or  as- 
sociation, or  insurance  company,  organized  under  the  laws  of  a 
foreign  country,  all  losses  actually  sustained  by  it  during  the 
year  in  business  conducted  by  it  within  the  United  States, 
not  compensated  by  insurance  or  otherwise,  stating  separately 
any  amounts  allowed  for  depreciation  of  property,  and  in  case 
of  insurance  companies  the  net  addition,  if  any,  required  by 
law  to  be  made  within  the  year  to  reserve  funds  and  the 
sums  other  than  dividends  paid  within  the  year  on  policy 
and  annuity  contracts  :** 

§  49.     Same ;   Proviso  as  to  Foreign  Insurance  Companies 

Provided  further,  That  mutual  fire  insurance  companies 
requiring  their  members  to  make  premium  deposits  to  pro- 
vide for  losses  and  expenses  shall  not  return  as  income  any 
portion  of  the  premium  deposits  returned  to  their  policy- 
holders, but  shall  return  as  taxable  income  all  income  received 
by  them  from  all  other  sources  plus  such  portions  of  the 

*T  Special  rules  as  to  deductions  and  allowances  In  ease  of  Insur- 
ance companies,  see  §§  36,  312. 

*s  Allowance  of  deductions  in  case  of  foreign  corporations,  see, 
supra,  §  41. 
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premium  deposits  as  are  retained  by  the  companies  for  pur- 
poses other  than  the  payment  of  losses  and  expenses  and  re- 
insurance reserves:  Provided  further,  That  mutual  marine 
insurance  companies  shall  include  in  their  return  of  gross 
income  gross  premiums  collected  and  received  by  them  less 
amounts  paid  for  reinsurance,  but  shall  be  entitled  to  include 
in  deductions  from  gross  income  amounts  repaid  to  policy- 
holders on  account  of  premiums  previously  paid  by  them  and 
interest  paid  upon  such  amounts  between  the  ascertainment 
thereof  and  the  payment  thereof  and  life  insurance  compa- 
nies shall  not  include  as  income  in  any  year  such  portion 
of  any  actual  premium  received  from  any  individual  policy- 
holder as  shall  have  been  paid  back  or  credited  to  such  indi- 
vidual policyholder,  or  treated  as  an  abatement  of  premium  of 
such  individual  policyholder,  within  such  year  ;*' 

§  50.     Same;   Interest  Accrued  and  Paid 

— (sixth)  the  amount  of  interest  accrued  and  paid  within  the 
year  on  its  bonded  or  other  indebtedness  not  exceeding  one- 
half  of  the  sum  of  its  interest  bearing  indebtedness  and  its 
paid-up  capital  stock,  outstanding  at  the  close  of  the  year,  or 
if  no  capital  stock,  the  amount  of  interest  paid  within  the  year 
on  an  amount  of  indebtedness  not  exceeding  the  amount  of  cap- 
ital employed  in  the  business  at  the  close  of  the  year,  and 
in  the  case  of  a  bank,  banking  association,  or  trust  company, 
stating  separately  all  interest  paid  by  it  within  the  year  on 
deposits;  or  in  case  of  a  corporation,  joint-stock  company 
or  association,  or  insurance  company,  organized  under  the 
laws  of  a  foreign  country,  interest  so  paid  on  its  bonded  or 
other  indebtedness  to  an  amount  of  such  bonded  or  other  in- 
debtedness not  exceeding  the  proportion  of  its  paid-up  capital 
stock  outstanding  at  the  close  of  the  year,  or  if  no  capital 
stock,  the  amount  of  capital  employed  in  the  business  at  the 
close  of  the  year,  which  the  gross  amount  of  its  income  for 
the  year  from  business  transacted  and  capital  invested  within 

*»  Special  rules  as  to  allowances  and  deductions  in  case  of  insur- 
ance companies,  see  §§  36,  312, 
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the  United  States  bears  to  the  gross  amount  of  its  income  de- 
rived from  all  sources  within  and  without  the  United  States;" 

§51.     Same;  Taxes  Paid 

— (seventh)  the  amount  paid  by  it  within  the  year  for  taxes 
■imposed  under  the  authority  of  the  United  States  and  sepa- 
rately the  amount  so  paid  by  it  for  taxes  imposed  by  the  Gov- 
ernment of  any  foreign  country  ;'''■ 

§  52.     Same ;   Amount  of  Net  Income 

— (eighth)  the  net  income  of  such  corporation,  joint-stock 
company  or  association,  or  insurance  company,  after  making 
the  deductions  in  this  subsection  authorized.  All  such  returns 
shall  as  received  be  transmitted  forthwith  by  the  collector  to 
the  Commissioner  of  Internal  Revenue. °^ 

§  53.     Assessment,  Notice,  and  Payment  of  Tax 

All  assessments  shall  be  made  and  the  several  corpora- 
tions, joint-stock  companies  or  associations,  and  insurance 
companies  shall  be  notified  of  the  amount  for  which  they 
are  respectively  liable  on  or  before  the  first  day  of  June  of 
each  successive  year,  and  said  assessment  shall  be  paid  on 
or  befoj-e  the  thirtieth  day  of  June:  Provided,  That  every 
corporation,  joint-stock  company  or  association,  and  in- 
surance company,  computing  taxes  upon  the  income  of  the 
fiscal  year  which  it  may  designate  in  the  manner  herein- 
before provided,  shall  pay  the  taxes  due  under  its  assess- 
ment within  one  hundred  and  twenty  days  after  the  date 
upon  which  it  is  required  to  file  its  list  or  return  of  income 
for  assessment;  except  in  cases  of  refusal  or  neglect  to 
make  such  return,  and  in  cases  of  false  or  fraudulent  re- 
turns, in  which  cases  the  Commissioner  of  Internal  Revenue 
shall,  upon  the  discovery  thereof,  at  any  time  within  three 
years  after  said  return  is  due,  make  a  return  upon  informa- 

60  Allowance  of  deduction  for  Interest  paid  on  indebtedness,  see 
§§  39,  302. 

01  Allowance  of  deduction  for  taxes  paid,  see  §§  40,  303. 

62  Statutory  and  official  definitions  of  "gross"  and  "net"  income, 
see,  §§  222,  223. 

(31) 


§  54  INCOME  TAXATION  (Ch.  1 

tion  obtained  as  provided  for  in  this  section  or  by  existing 
law,  and  the  assessment  made  by  the  Commissioner  of  In- 
ternal Revenue  thereon  shall  be  paid  by  such  corporation, 
joint-stock  company  or  association,  or  insurance  company 
immediately  upon  notification  of  the  amount  of  such  assess- 
ment;^^ 

§  54.     Penalty  and  Interest  for  Delinquency 

— and  to  any  sum  or  sums  due  and  unpaid  after  the  thirtieth 
day  of  June  in  any  year,  or  after  one  hundred  and  twenty 
days  from  the  date  on  which  the  return  of  income  is  required 
to  be  made  by  the  taxpayer,  and  after  ten  days  notice  and 
demand  thereof  by  the  collector,  there  shall  be  added  the 
sum  of  5  per  centum  on  the  amount  of  tax  unpaid  and  inter- 
est at  the  rate  of  1  per  centum  per  month  upon  said  tax  from 
the  time  the  same  becomes  due.°* 

§  55.     Corporation  Returns  to  be  Public  Records;    Privi- 
lege of  Inspection 

(d)  When  the  assessment  shall  be  made,  as  provided  in 
this  section,  the  returns,  together  with  any  corrections 
thereof  which  may  have  been  made  by  the  commissioner, 
shall  be  filed  in  the  office  of  the  Commissioner  of  Internal 
Revenue  and  shall  constitute  public  records  and  be  open  to 
inspection  as  such:  Provided,  That  any  and  all  such  returns 
shall  be  open  to  inspection  only  upon  the  order  of  the  Pres- 
ident, under  rules  and  regulations  to  be  prescribed  by  the 
Secretary  of  the  Treasury  and  approved  by  the  President: 
Provided  further,  That  the  proper  officers  of  any  State  im- 
posing a  general  income  tax  may,  upon  the  request  of  the 
governor  thereof,  have  access  to  said  returns  or  to  an  ab- 
stract thereof,  showing  the  name  and  income  of  each  such 
corporation,    joint   stock   company,    association   or   insurance 

53  General  discussion  of  assessment  of  income  taxes,  see,  infra, 
§§  335-350.  Synopsis  of  Treasury  regulations  concerning  assess- 
ment, infra,  §  186.    As  to  time  of  payment  of  tax,  see,  infra,  §  341. 

54  Penalty  for  delinquency  in  payment  of  income  taxes,  see,  infra, 
§  344.  In  case  of  individuals,  supra,  §  21.  Notice  and  demand  nec- 
essary to  create  liability  for  penalty,  infra,  §  159. 
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company,  at  such  times  and  in  such  manner  as  the  Secre- 
tary of  the  Treasury  may  prescribe."  ° 

§  56.     Penalty  for  Refusal  or  Neglect  to  Make  Return  or 
Making  False  Return 

If  any  of  the  corporations,  joint-stock  companies  or  as- 
sociations, or  insurance  companies  aforesaid,  shall  refuse  or 
neglect  to  make  a  return  at  the  time  or  times  hereinbefore 
specified  in  each  year,  or  shall  render  a  false  or  fraudulent 
return,  such  corporation,  joint-stock  company  or  associa- 
tion, or  insurance  company  shall  be  liable  to  a  penalty  of 
not  exceeding  $10,000." 

§  57.     Construction  of  Words  "State"  and  "United  States  " 

H.  That  the  word  "State"  or  "United  States"  when  used 
in  this  section  shall  be  construed  to  include  any  Territory, 
Alaska,  the  District  of  Columbia,  Porto  Rico,  and  the  Philip- 
pine Islands,  when  such  construction  is  necessary  to  carry 
out  its  provisions."^ 

§  58.     Amendment  and  Re-Enactment  of  Certain  Sections 
of  Revised  Statutes 

I.  That  sections  thirty-one  hundred  and  sixty-seven,  thirty- 
one  hundred  and  seventy-two,  thirty-one  hundred  and  seventy- 
three,  and  thirty-one  hundred  and  seventy-six  of  the  Revised 
Statutes  of  the  United  States  as  amended  are  hereby  amended 
so  as  to  read  as  follows:"* 

B5  Executive  order  and  regulations  governing  inspection  of  in- 
come tax  returns,  see,  infra,  §  170.  General  discussion  of  the  sub- 
ject, infra,  §  323. 

66  See,  infra,  §§  107,  142  (Treasury  regulations)  and  §  331.  Pen- 
alty in  case  of  individuals,  supra,  §  31.  Penalty  on  fiduciaries  fail- 
ing to  make  return,  infra,  §  316. 

67  See,  supra,  §  9,  where  reference  is  made  to  "obligations  of  a 
State  or  any  political  subdivision  thereof"  and  "obligations  of  the 
United  States  or  its  possessions." 

68  These  sections  of  the  Revised  Statutes,  together  with  others 
relating  to  the  assessment  and  collection  of  internal  revenue  taxes, 
may  be  seen  printed  in  full  in  the  Appendix  to  this  volume. 
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§  59.     Penalty  for  Divulging  Particulars  of  Income  Tax 
Returns 

"Sec.  3167.  It  shall  be  unlawful  for  any  collector,  deputy 
collector,  agent,  clerk,  or  other  officer  or  employee  of  the 
United  States  to  divulge  or  to  make  known  in  any  manner 
whatever  not  provided  by  law  to  any  person  the  operations, 
style  of  work,  or  apparatus  of  any  manufacturer  or  producer 
visited  by  him  in  the  discharge  of  his  official  duties,  or  the 
amount  or  source  of  income,  profits,  losses,  expenditures,  or 
any  particular  thereof,  set  forth  or  disclosed  in  any  income 
return  by  any  person  or  corporation,  or  to  permit  any  income 
return  or  copy  thereof  or  any  book  containing  any  abstract 
or  particulars  thereof  to  be  seen  or  examined  by  any  person 
except  as  provided  by  law ;  and  it  shall  be  unlawful  for  any 
person  to  print  or  publish  in  any  manner  whatever  not  pro- 
vided by  law  any  income  return  or  any  part  thereof  or  the 
amount  or  source  of  income,  profits,  losses,  or  expenditures 
appearing  in  any  income  return;  and  any  offense  against  the 
foregoing  provision  shall  be  a  misdemeanor  and  be  punished 
by  a  fine  not  exceeding  $1,000  or  by  imprisonment  not  ex- 
ceeding one  year,  or  both,  at  the  discretion  of  the  court ;  and 
if  the  offender  be  an  officer  or  employee  of  the  United  States 
he  shall  be  dismissed  from  office  and  be  incapable  thereafter  of 
holding  any  office  under  the  Government."  ° 

§  60.     Canvass  of  Districts  for  Objects  of  Taxation 

"Sec.  3172.  Every  collector  shall,  from  time  to  time,  cause 
his  deputies  to  proceed  through  every  part  of  his  district  and 
inquire  after  and  concerning  all  persons  therein  who  are  lia- 
ble to  pay  any  in^^ernal-revenue  tax,  and  all  persons  owning 
or  having  the  care  and  management  of  any  objects  liable  to 
pay  any  tax,  and  to  make  a  list  of  such  persons  and  enumerate 
said    objects. 

50  Treasury  regulation,  see,  infra,  §  148.  Discussion  of  subject, 
infra,  §  324. 
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§  61.     Annual  Returns  of  Persons  Liable  to  Tax 

"Sec.  3173.  It  shall  be  the  duty  of  any  person,  partnership, 
firm,  association,  or  corporation,  made  liable  to  any  duty, 
special  tax,  or  other  tax  imposed  by  law,  when  not  other- 
wise provided  for,  in  case  of  a  special  tax,  on  or  before  the 
thirty-first  day  of  July  in  each  year,  in  case  of  income  tax 
on  or  before  the  first  day  of  March  in  each  year,  and  in 
other  cases  before  the  day  on  which  the  taxes  accrue,  to  make 
a  list  or  return,  verified  by  oath  or  affirmation,  to  the  col- 
lector or  a  deputy  collector  of  the  district  where  located,  of 
the  articles  or  objects,  including  the  amount  of  annual  in- 
come charged  with  a  duty  or  tax,  the  quantity  of  goods,  wares, 
and  merchandise  made  or  sold  and  charged  with  a  tax,  the 
several  rates  and  aggregate  amount,  according  to  the  forms 
and  regulations  to  be  prescribed  by  the  Commissioner  of 
Internal  Revenue,  with  the  approval  of  the  Secretary  of  the 
Treasury,  for  which  such  person,  partnership,  firm,  associa- 
tion, or  corporation  is  liable:"* 

§  62.     Return   Made   Up  by   Collector  from   Information 
Furnished  by  Taxpayer 

Provided,  That  if  any  person  liable  to  pay  any  duty  or 
tax,  or  owning,  possessing,  or  having  the  care  or  management 
of  property,  goods,  wares,  and  merchandise,  articles,  or  ob- 
jects liable  to  pay  any  duty,  tax,  or  license,  shall  fail  to 
make  and  exhibit  a  list  or  return  required  by  law,  but  shall 
consent  to  disclose  the  particulars  of  any  and  all  the  property, 
goods,  wares,  and  merchandise,  articles,  and  objects  liable 
to  pay  any  duty  or  tax,  or  any  business  or  occupation  liable 
to  pay  any  tax  as  aforesaid,  then,  and  in  that  case  it  shall 
be  the  duty  of  the  collector  or  deputy  collector  to  make  such 
list  or  return,  which,  being  distinctly  read,  consented  to,  and 
signed  and  verified  by  oath  or  affirmation  by  the  person  so 
owning,  possessing,  or  having  the  care  and  management  as 
aforesaid,  may  be  received  as  the  list  of  such  person  :°^ 

60  Compare  §§  12,  29,  supra. 

61  General  provisions  of  the  act  as  to  returns  of  income,  see, 
«upra,  §§  12-18.    Authority  to  increase  understated,  returns,  supra, 
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§  63.     Demand  for  List  or  Return 

Provided  further,  That  in  case  no  annual  list  or  return 
has  been  rendered  by  such  person  to  the  collector  or  deputy 
collector  as  required  by  law,  and  the  person  shall  be  absent 
from  his  or  her  residence  or  place  of  business  at  the  time 
the  collector  or  a  deputy  collector  shall  call  for  the  annual 
list  or  return,  it  shall  be  the  duty  of  such  collector  or  deputy 
collector  to  leave  at  such  place  of  residence  or  business,  with 
some  one  of  suitable  age  and  discretion,  if  such  be  present, 
otherwise  to  deposit  in  the  nearest  post  office,  a  note  or  mem- 
orandum addressed  to  such  person,  requiring  him  or  her  to 
render  to  such  collector  or  deputy  collector  the  list  or  return 
required  by  law  within  ten  days  from  the  date  of  such  note  or 
memorandum,  verified  by  oath  or  affirmation. °^ 

§  64.     Authority  of  Collector  to  Take  Testimony  and  Re- 
quire Production  of  Books 

And  if  any  person,  on  being  notified  or  required  as  aforesaid, 
shall  refuse  or  neglect  to  render  such  list  or  return  within  the 
time  required  as  aforesaid,  or  whenever  any  person  who  is  re- 
quired to  deliver  a  monthly  or  other  return  of  objects  sub- 
ject to  tax  fails  to  do  so  at  the  time  required,  or  delivers  any 
return  which,  in  the  opinion  of  the  collector,  is  false  or  fraud- 
ulent, or  contains  any  undervaluation  or  understatement,  it 
shall  be  lawful  for  the  collector  to  summon  such  person,  or 
any  other  person  having  possession,  custody,  or  care  of  books 
of  account  containing  entries  relating  to  the  business  of  such 
person,  or  any  other  person  he  may  deem  proper,  to  appear 

§  18.  Penalties  for  neglect  or  refusal  to  make  returns,  supra,  §§ 
31,  54.  General  discussion  of  subject  of  income  tax  returns,  infra, 
§§  315-334.    As  to  topic  of  this  section,  see,  also,  §  325,  infra. 

62  Provisions  of  tlie  act  requiring  rendition  of  returns,  and  pre- 
scribing time  and  place,  supra,  §  12.  Assessments  authorized  to  be 
made  within  three  years  after  the  time  when  return  should  have 
been  filed,  on  discovery  of  neglect  or  refusal  to  make  return,  supra, 
§  20.  Penalty  for  neglect  or  refusal  to  make  return,  supra,  §  31. 
None  of  the  foregoing  sections  impose  upon  collectors  the  duty  of 
calling  for  returns  and  demanding  rendition  thereof.  Quaere,  is 
the  effect  of  the  present  section  to  require  a  demand  for  rendition 
of  a  return  before  penalty  will  attach? 
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before  him  and  produce  such  books,  at  a  time  and  place 
named  in  the  summons,  and  to  give  testimony  or  answer  in- 
terrogatories, under  oath,  respecting  any  objects  liable  to 
tax  or  the  returns  thereof.  The  collector  may  summon  any 
person  residing  or  found  within  the  State  in  which  his  dis- 
trict lies;  and  when  the  person  intended  to  be  summoned 
does  not  reside  and  can  not  be  found  within  such  State,  he 
may  enter  any  collection  district  where  such  person  may  be 
found  and  there  make  the  examination  herein  authorized. 
And  to  this  end  he  may  there  exercise  all  the  authority  which 
he  might  lawfully  exercise  in  the  district  for  which  he  was 
commissioned. *° 

§  65.  Collector  Making  Up  Return  in  Case  of  Delinquency 
or  Fraud;  Addition  of  Penalties;  Sickness  or 
Absence  as  Excuse;  Collection  of  Tax 
"Sec.  3176.  When  any  person,  corporation,  company,  or 
association  refuses  or  neglects  to  render  any  return  or  list 
required  by  law,  or  renders  a  false  or  fraudulent  return  or 
list,  the  collector  or  any  deputy  collector  shall  make,  accord- 
ing to  the  best  information  which  he  can  obtain,  including 
that  derived  from  the  evidence  elicited  by  the  examination  of 
the  collector,  and  on  his  own  view  and  information,  such  list 
or  return,  according  to  the  form  prescribed,  of  the  income, 
property,  and  objects  liable  to  tax  owned  or  possessed  or 
under  the  care  or  management  of  such  person  or  corpora- 
tion, company  or  association,  and  the  Commissioner  of  In- 
ternal Revenue  shall  assess  all  taxes  not  paid  by  stamps,  in- 
cluding the  amount,  if  any,  due  for  special  tax,  income  or 
other  tax,  and  in  case  of  any  return  of  a  false  or  fraudulent 
list  or  valuation  intentionally  he  shall  add  100  per  centum  to 
such  tax;  and  in  case  of  a  refusal  or  neglect,  except  in  cases 
of  sickness  or  absence,  to  make  a  list  or  return,  or  to  verify 

6  3  Proceedings  in  case  of  refusal  or  neglect  to  make  return,  see, 
infra,  §  325.  Examination  of  books,  papers,  and  witnesses,  infra, 
§  326.  Increasing  amount  of  taxable  income  understated  in  return, 
supra,  §  18,  and  infra,  §  336.  Penalties  for  false  and  fraudulent 
returns,  supra,  §§  31,  56,  and  infra,  §  331. 
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the  same  as  aforesaid,  he  shall  add  SO  per  centum  to  such  tax. 
In  case  of  neglect  occasioned  by  sickness  or  absence  as  afore- 
said the  collector  may  allow  such  further  time  for  making  and 
delivering  such  list  or  return  as  he  may  deem  necessary,  not 
exceeding  thirty  days.  The  amount  so  added  to  the  tax 
shall  be  collected  at  the  same  time  and  in  the  same  manner 
as  the  tax  unless  the  neglect  or  falsity  is  discovered  after  the 
tax  has  been  paid,  in  which  case  the  amount  so  added  shall 
be  collected  in  the  same  manner  as  the  tax;  and  the  list  or 
return  so  made  and  subscribed  by  such  collector  or  deputy 
collector  shall  be  held  prima  facie  good  and  sufficient  for  all 
legal  purposes."  °* 

§  66.     Collectors'  Receipts  for  Taxes;   Effect  as  Evidence 

J.  That  it  shall  be  the  duty  of  every  collector  of  internal 
revenue,  to  whom  any  payment  of  any  taxes  other  than  the 
tax  represented  by  an  adhesive  stamp  or  other  engraved 
stamp  is  made  under  the  provisions  of  this  section,  to  give 
to  the  person  making  such  payment  a  full  written  or  printed 
receipt,  expressing  the  amount  paid  and  the  particular  ac- 
count for  which  such  payment  was  made ;  and  whenever  such 
payment  is  made  such  collector  shall,  if  required,  give  a  sepa- 
rate receipt  for  each  tax  paid  by  any  debtor,  on  account  of 
payments  made  to  or  to  be  made  by  him  to  separate  creditors 
in  such  form  that  such  debtor  can  conveniently  produce  the 
same  separately  to  his  several  creditors  in  satisfaction  of 
their  respective  demands  to  the  amounts  specified  in  such  re- 
ceipts; and  such  receipts  shall  be  sufficient  evidence  in  fa- 
vor of  such  debtor  to  justify  him  in  withholding  the  amount 
therein  expressed  from  his  next  payment  to  his  creditor; 
but  such  creditor  may,  upon  giving  to  his  debtor  a  full  writ- 
ten receipt,  acknowledging  the  payment  to  him  of  whatever 

ei  Proceedings  in  case  of  refusal  or  neglect  to  make  return,  see 
infra,  §  325.  Collector's  examination  of  books,  papers,  and  wit- 
nesses, see,  supra,  §  64,  and  infra,  §  326.  Penalties  for  false  and 
fraudulent  returns,  supra,  §§  31,  56,  and  infra,  §  331.  Increasing 
amount  of  taxable  income  understated  in  return,  see,  supra,  §  18, 
and  infra,  §  336. 
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sum  may  be  actually  paid,  and  accepting  the  amount  of  tax 
paid  as  aforesaid  (specifying  the  same)  as  a  further  satisfac- 
tion of  the  debt  to  that  amount,  require  the  surrender  to  him 
of  such  collector's  receipt."' 

§  67.     Jurisdiction  of  District  Courts  to  Compel  Attendance 
of  Witnesses 

K.  That  jurisdiction  is  hereby  conferred  upon  the  district 
courts  of  the  United  States  for  the  district  within  which  any 
person  summoned  under  this  section  to  appear  to  testify 
or  to  produce  books  shall  reside,  to  compel  such  attendance, 
production  of  books,  and  testimony  by  appropriate  process.** 

§  68.     General  Provisions  of  Internal  Revenue  Laws  Made 
Applicable  to  Income  Tax 

Iv.  That  all  administrative,  special,  and  general  provi- 
sions of  law,  including  the  laws  in  relation  to  the  assessment, 
remission,  collection,  and  refund  of  internal-revenue  taxes 
not  heretofore  specifically  repealed  and  not  inconsistent  with 
the  provisions  of  this  section,  are  hereby  extended  and  made 
applicable  to  all  the  provisions  of  this  section  and  to  the  tax 
herein  imposed.*^ 

§  69.     Provisions  Extended  to  Porto  Rico  and  Philippine 
Islands 

M.  That  the  provisions  of  this  section  shall  extend  to 
Porto  Rico  and  the  Philippine  Islands:  Provided,  That  the 
administration  of  the  law  and  the  collection  of  the  taxes  im- 
posed in  Porto  Rico  and  the  Philippine  Islands  shall  be  by 
the  appropriate  internal-revenue  officers  of  those  govern- 
ments, and  all  revenues  collected  in  Porto  Rico  and  the  Philip- 
pine Islands  thereunder  shall  accrue  intact  to   the  general 

65  See  also  §  343,  infra. 

6  8  For  provision  authorizing  collectors  to  summon  persons  as 
witnesses  and  to  require  the  production  of  books  and  papers,  see, 
supra,  §  64.  Scope  and  character  of  examination  had  thereon,  in- 
fra, §§  326-330. 

67  The  provisions  of  the  Revised  Statutes  relating  to  the  assess- 
ment, remission,  collection,  and  refund  of  internal  revenue  taxes 
are  printed  in  full  in  the  Appendix  to  this  volume. 
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governments,  thereof,  respectively:  And  provided  further. 
That  the  jurisdiction  in  this  section  conferred  upon  the  dis- 
trict courts  of  the  United  States  shall,  so  far  as  the  Philip- 
pine Islands  are  concerned,  be  vested  in  the  courts  of  the  first 
instance  of  said  islands :  And  provided  further.  That  nothing 
in  this  section  shall  be  held  to  exclude  from  the  computa- 
tion of  the  net  income  the  compensation  paid  any  official  by 
the  governments  of  the  District  of  Columbia,  Porto  Rico 
and  the  Philippine  Islands  or  the  political  subdivisions  there- 
of.    *    *     * 

§  70.     Repeal  of  Corporation  Excise  Tax  Law  of   1909; 
Saving  of  Taxes  Accrued 

T.  That,  except  as  hereinafter  provided,  sections  one  to 
forty-two,  both  inclusive,  of  an  Act  entitled  "An  Act  to 
provide  revenue,  equalize  duties,  and  encourage  the  indus- 
tries of  the  United  States,  and  for  other  purposes,"  approv- 
ed August  fifth,  nineteen  hundred  and  nine,  and  all  Acts 
and  parts  of  Acts  inconsistent  with  the  provisions  of  this 
Act,  are  hereby  repealed:  Provided  *  *  *  that  all 
excise  taxes  upon  corporations  imposed  by  section  thirty- 
eight  [of  the  Act  of  August  5,  1909]  that  have  accrued  or 
have  been  imposed  for  the  year  ending  December  thirty- 
first,  nineteen  hundred  and  twelve,  shall  be  returned,  assess- 
ed, and  collected  in  the  same  manner,  and  under  the  same 
provisions,  liens,  and  penalties  as  if  section  thirty-eight 
continued  in  full  force  and  effect:  And  provided  further, 
That  a  special  excise  tax  with  respect  to  the  carrying  on  or 
doing  of  business,  equivalent  to  1  per  centum  upon  their 
entire  net  income,  shall  be  levied,  assessed,  and  collected 
upon  corporations,  joint  stock  companies  or  associations, 
and  insurance  companies,  of  the  character  described  in  sec- 
tion thirty-eight  of  the  Act  of  August  fifth,  nineteen  hun- 
dred and  nine,  for  the  period  from  January  first  to  February 
twenty-eighth,  nineteen  hundred  and  thirteen,  both  dates 
inclusive,  which  said  tax  shall  be  computed  upon  one-sixth 
of  the  entire  net  income  of  said  corporations,  joint  stock 
companies  or  associations,  and  insurance  companies,  for 
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said  year,  said  net  income  to  be  ascertained  in  accordance 
with  the  provisions  of  subsection  G  of  section  two  of  this 
Act:  Provided  further,  That  the  provisions  of  said  sec- 
tion thirty-eight  of  the  Act  of  August  fifth,  nineteen  hun- 
dred and  nine,  relative  to  the  collection  of  the  tax  therein 
imposed  shall  remain  in  force  for  the  collection  of  the  ex- 
cise tax  herein  provided,  but  for  the  year  nineteen  hundred 
and  thirteen  it  shall  not  be  necessary  to  make  more  than 
one  return  and  assessment  for  all  the  taxes  imposed  herein 
upon  said  corporations,  joint  stock  companies  or  associa- 
tions, and  insurance  companies,  either  by  way  of  income  or 
excise,  which  return  and  assessment  shall  be  made  at  the 
times  and  in  the  manner  provided  in  this  Act;  but  the  re- 
peal of  existing  laws  or  modifications  thereof  embraced  in 
this  Act  shall  not  affect  any  act  done,  or  any  right  accruing 
or  accrued,  or  any  suit  or  proceeding  had  or  commenced  in 
any  civil  case  before  the  said  repeal  or  modification;  but 
all  rights  and  liabilities  under  said  laws  shall  continue  and 
may  be  enforced  in  the  same  manner  as  if  said  repeal  or 
modifications  had  not  been  made.  Any  offenses  committed 
and  all  penalties  or  forfeitures  or  liabilities  incurred  prior 
to  the  passage  of  this  Act  under  any  statute  embraced  in  or 
changed,  modified,  or  repealed  by  this  Act  may  be  prose- 
cuted or  punished  in  the  same  manner  and  with  the  same 
effect  as  if  this  Act  had  not  been  passed.  No  Acts  of  lim- 
itation now  in  force,  whether  applicable  to  civil  causes  or 
to  the  prosecution  of  offenses  or  for  the  recovery  of  pen- 
alties or  forfeitures  embraced  in  or  modified,  changed,  or 
repealed  by  this  Act  shall  be  affected  thereby,  so  far  as 
they  affect  any  suits,  proceedings,  or  prosecutions,  whether 
civil  or  criminal,  for  causes  arising  or  acts  done  or  com- 
mitted prior  to  the  passage  of  this  Act,  which  may  be  com- 
menced and  prosecuted  within  the  same  time  and  with  the 
same  effect  as  if  this  Act  had  not  been  passed. 
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held. 
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§  106.  Persons  Physically  Unable  to  Make  Returns. 

107.  Penalties. 

108.  Income  Tax  on  Notes  Given  for  Interest,  Rents,  etc. 

109.  Exemption  from  Income  Tax  of  Interest  on  Obligations  of 

United  States,  States,  Municipalities,  etc. 

110.  Tax  on  Interest  on  Bank  Deposits  and  Certificates  of  De- 

posit Not  Withheld  at  Source. 

111.  Signature  of  Ownership  Certificates  Accompanying  Coupons, 

etc.,  Owned  by  Non-Resident  Aliens. 

112.  Instructions  to  Collectors  Relative  to  Corporations  Making 

Returns  for  Their  Fiscal  Years  Instead  of  Calendar  Year. 

113.  Temporary  Waiver  of  Requirement  as  to  Filling  in  Serial 

Numbers  of  Bonds,  on  Ownership  Certificates. 
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122.  Extension  of  Time  for  Use  of  Certain  Forms. 

123.  Monthly  and  Annual  List  Returns  of  Debtors  and  Withhold- 

ing Agents. 

124.  Forms  of  Certificates  of  Collecting  Agents,  Substituted  for 

Owners'  Certificates. 

125.  Form  of  Certificate  for  Foreign  Organizations  Engaged  in 

Business  in  the  United  States  and  Subject  to  Income  Tax, 
Claiming  Exemption  from  Collection  of  Tax  at  the  Source. 

126.  Extension  of  Time  for  Filing  Monthly  List  Returns. 

127.  Form  of  Signature  to  Ownership  Certificates. 

128.  Interest  on  State  and  Municipal  Securities  Not  Taxable  at 

the  Source. 

129.  Specific  Exemption  in  Case  of  Husband  and  Wife. 
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and  Foreign  Corporations. 
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I  136.     Extension  of  Time  for  Use  of  Certain  Forms. 

137.  Blank   Forms   to   be  Furnished;    Authorization   to   Private 

Parties  to  Print  Their  Own  Forms. 

138.  Effect  of  Tax-Exemption  Clause  in  Bonds. 

139.  Fiduciaries  and  Their  Returns  on  Form  1041. 
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141.  Special  Assessment  Districts  Under  State  Laws  for  Public 

Purposes  are  Political  Subdivisions  of  a  State. 

142.  Time  for  Filing  Returns  and  Penalties  in  Connection  There- 

with. 

143.  Extension  of  Time  for  Filing  Returns  by  American  Citizens 

Living  Abroad. 

144.  Collectors  to  Furnish  Information  Concerning  Income  Tax 

Regulations  and  Rulings. 

145.  Partnerships  Not  Subject  to  Income  Tax,  but  Required  to 

File  Certificates  of  Ownership  of  Bonds,  etc. 

146.  Certificates  of  Ownership  Filed  by  Fiduciaries. 

147.  Deduction  by  Corporations  of  Interest  Actually  Paid;    Cal- 

culation of  Amount. 

148.  Income  Tax  Returns  Inviolably  Confidential. 

149.  Acceptance  of  Certified  Checks  in  Payment  of  Tax. 

150.  Time  for  Paying  Over  Tax  Deducted  by  Withholding  Agents. 

151.  Exempt  Organizations  Not  Required  to  Act  as  Withholding 

Agents. 

152.  Revision  of  Form   for  Monthly  List  Return  by  Collecting 

Agencies. 

153.  Change  of  Regulations  as  to  Certificates  of  Ownership  in 

Connection  With  Interest  Orders  or  Checks  for  Interest 
on  Registered  Bonds. 

154.  Banks  and  Bankers  Authorized  to  Execute  Ownership  Cer- 

tificates for  Non-Resldent  Aliens. 

155.  Directions  for  Execution  of  Substitute  Certificates  by  Banks 

or  Collecting  Agents. 

156.  What  Deductions  Allowable  Under  the  Head  of  "Losses." 

157.  Collection  of  Interest  on  Bonds  of  Foreign  Corporations  Pay- 

able Within  the  United  States. 

158.  Deduction  of  Interest  on  Indebtedness  Secured  by  Collateral 

the  Subject  of  Sale. 

159.  Collector's  Notice  and  Demand  for  Payment  of  Tax. 

160.  Cooperative  Dairies  and  Like  Organizations  Not  Exempt. 

161.  Monthly  List  Returns  Not  Required  to  be  Under  Oath. 

162.  Exemption   Certificate   For    Firms,    Organizations,    and   Fi- 

duciaries. 

163.  Designation  of  Fiscal  Year  by  Corporations. 
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§  168.    Non-Resident  Aliens;    Taxable  Income;    Deductions;    With- 
holding at  Source. 

169.  Compromise  of  Penalties  for  Failure  to  Make  Returns. 

170.  Inspection  of  Income-Tax  Returns;   Executive  Order;    Reg- 

ulations. 

171.  Interest  or  Dividends  from  Domestic  Corporations  Payable 

to  Non-Resident  Aliens  Not  Taxable. 

172.  Indorsement  or  Stamp  on  Foreign  Coupons,  Checks,  etc. 

173.  Collectors  Not  to  Retain  Copies  of  Returns. 

174.  Time  for  Payment  of  Tax  by  Persons  Resident  Abroad. 

175.  Designation  of  Fiscal  Year  by  Corporations. 

176.  Taxable  Status  of  Dividends  Declared  by  Corporations. 

§  71.     History  of  Treasury  Regulations 

The  first  set  of  regulations  for  the  collection  of  the  federal 
income  tax  were  prescribed  by  the  Commissioner  of  Internal 
Revenue,  with  the  approval  of  the  Secretary  of  the  Treasury, 
in  pursuance  of  the  authority  given  to  those  officers  by  the  Act 
of  Congress,  on  October  25th,  1913.  These  were  published  in 
pamphlet  form  and  were  entitled :  "Regulations  regarding  the 
deduction  of  the  income  tax  at  the  source  on  interest  maturing 
on  bonds,  notes,  and  other  similar  obligations  of  corporations, 
joint  stock  companies  or  associations,  and  insurance  companies, 
under  the  provisions  of  Section  2  of  the  Act  of  October  3, 
1913."  A  second  set  of  regulations  were  similarly  prescribed, 
approved,  and  issued  on  October  31st,  1913,  and  were  entitled: 
"Regulations  regarding  the  deduction  of  the  income  tax  at  the 
source  on  income  other  than  interest  maturing  on  bonds,  notes, 
and  other  similar  obligations  of  corporations,  joint  stock  com- 
panies or  associations,  and  insurance  companies."  Since  the 
date  last  mentioned,  numerous  single  regulations  have  been 
issued,  dealing  with  various  administrative  details,  and  in  some 
cases  making  rulings  or  decisions  as  to  the  incidence  of  the  tax 
and  other  substantive  matters.  In  addition,  the  Treasury  De- 
partment, on  January  5th,  1914,  issued  a  pamphlet  entitled : ' 
"Law  and  regulations  relative  to  the  tax  on  income  of  individ- 
uals, corporations,  joint  stock  companies,  associations,  and  in- 
surance companies."  This  is  officially  to  be  cited  as  "United 
States  Internal  Revenue  Regulations  No.  33,"  and  contains,  to- 
gether with  the  text  of  the  Act  of  Congress,  a  synopsis  or  sum- 
mary of  the  regulations  and  rulings  previously  issued,  arranged 
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in  somewhat  methodical  order,  and  divided  into  "articles" 
which  are  numbered  consecutively  from  1  to  199. 

§  72.     Arrangement  in  This  Volume 

The  various  regulations  and  rulings  of  the  Treasury  Depart- 
ment are  reprinted  textually  in  the  following  sections  of  this 
chapter;  first  the  regulations  referred  to  above  as  the  "first 
set,"  promulgated  October  25,  1913,  occupying  sections  73  to 
94  infra,  then  the  regulations  described  as  the  "second  set,"  is- 
sued October  31,  1913,  occupying  sections  95  to  107,  infra,  and 
then  the  miscellaneous  regulations  and  rulings,  occupying  the 
remainder  of  the  chapter.  The  Regulations  described  as  "No. 
33"  will  occupy  the  next  succeeding  chapter.  In  regard  to  the 
miscellaneous  regulations  and  rulings,  it  should  be  observed 
that,  as  here  printed,  each  bears  the  date  of  its  issuance  and  al- 
so its  number  in  the  consecutive  series  of  "Treasury  Decisions." 
It  is  the  custom  of  the  Department  thus  to  number  each  of  the 
regulations,  rulings,  or  decisions  which  it  issues,  and  they  are 
published  (bearing  these  consecutive  numbers)  in  the  weekly 
publication  issued  by  the  Government  under  the  name  of 
"Treasury  Decisions."  It  is  further  to  be  remarked  that  the 
various  forms  prescribed  for  use  in  connection  with  the  income 
tax  have  been  collected  together  and  printed  in  one  body,  num- 
bered consecutively,  in  the  appendix  to  this  volume.  While  the 
regulations  and  rulings  of  the  officers  of  the  Treasury  Depart- 
ment are  here  reprinted  verbatim,  the  division  of  the  same  into 
consecutively  numbered  sections  is  merely  a  device  adopted  by 
the  author  of  this  book,  for  the  greater  convenience  of  the  read- 
er in  referring  from  a  given  regulation  or  ruling  to  the  text  of 
the  statute  or  to  that  part  of  the  text  of  the  book  where  its 
subject-matter  is  treated  in  detail,  or  vice  versa.  The  words 
and  phrases  used  for  the  section  headings  are  for  the  most 
part  those  employed  by  the  Treasury  Department  itself,  but 
in  some  few  cases  have  been  supplied  by  the  author. 
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REGULATIONS 
§  73.     Tax  to  Be  Deducted  at  Source 

Under  the  income-tax  law  enacted  October  3,  1913,  a  tax  of 
1  per  cent,  designated  in  the  law  as  the  normal  tax,  shall  be 
deducted  at  "the  source,"  beginning  November  1,  1913,  from 
all  income  accruing  and  payable  to — 

(a)  Every  citizen  of  the  United  States,  whether  residing 

at  home  or  abroad ;   and  to 

(b)  Every  person  residing  in  the  United  States,  though  not 

a  citizen  thereof, 
which  may  be  derived  from  interest  upon  bonds  and  mort- 
gages, or  deeds  of  trust,  or  other  similar  obligations,  including 
equipment  trust  agreements  and  receivers'  certificates  of  cor- 
porations, joint-stock  companies  or  associations,  and  insurance 
companies,  although  such  interest  does  not  amount  to  $3,000, 
excepting  only  the  interest  upon  the-  obligations  of  the  United 
States  or  its  possessions,  or  a  State  or  any  political  subdivi- 
sion thereof.^ 

§  74.     Definition  of  "Debtor  " 

The  term  "debtor,"  as  hereinafter  used,  shall  be  construed 
to  cover  all  corporations,  joint-stock  companies  or  associa- 
tions, and  insurance  companies.^ 

§  75.     When  Tax  Shall  Be  Withheld  by  Debtor 

For  the  purpose  of  collecting  this  tax  on  all  coupons  and 

registered  interest  originating  or  payable  in  the  United  States 

^the  source  shall  be  the  debtor  (or  its  paying  agent  in  the 

1  Provision  of  the  statute  applying  principle  of  "collection  at  the 
source"  to  interest  on  corporate  obligations,  see,  supra,  §  25.  For 
provisions  as  to  collection  of  tax  on  interest  and  dividends  on  for- 
eign investments,  see,  supra,  §  26,  and  infra,  §§  85-90.  Collection 
at  the  source  applicable  to  normal  tax  only,  not  to  additional  tax  or 
surtax,  supra,  §  30,  infra,  §  353.  Not  applicable  to  interest  due  to 
non-resident  aliens,  infra,  §§  93,  168 ;  nor  to  foreign  corporations 
doing  business  in  the  United  States,  infra,  §  125.  Exception  as  to 
interest  on  obligations  of  the  United  States,  states,  and  municipali- 
ties, supra,  §  9. 

2  Definitions  to  "debtor,"  "source,"  and  "withholding  agent,"  in- 
fra, §§  95,  334. 
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United  States),  which  shall  deduct  the  tax  when  same  is  to  be 
withheld,  and  no  other  bank,  trust  company,  banking  firm,  or 
individual  taking  coupons  or  interest  orders  for  collection,  or 
otherwise,  shall  withhold  the  tax  thereon :  Provided,  That  all 
such  coupons  or  orders  for  registered  interest  are  accom- 
panied by  certificates  of  ownership  signed  by  the  owners  of 
the  bonds  upon  which  the  interest  matured.  These  certificates 
shall  be  in  the  forms  hereinafter  prescribed,  and  a  separate 
certificate  shall  be  made  out  by  each  owner  of  bonds  for  the 
coupons  or  interest  orders  for  each  separate  issue  of  bonds  or 
obligations,  of  each  debtor. 

§  76.     When  Tax  Shall  Be  Withheld  by  First  Collecting 
Agency 

If,  however,  the  coupons  or  interest  orders  are  not  accom- 
panied by  certificates  as  prescribed  above,  the  first  bank,  trust 
company,  banking  firm,  or  individual,  or  collecting  agency  re- 
ceiving the  coupons  or  interest  orders  for  collection,  or  other- 
wise, shall  deduct  and  withhold  the  tax  and  shall  attach  to 
such  coupons  or  interest  orders  its  own  certificate,  giving  the 
name  and  address  of  the  owner  of,  or  the  person  presenting 
such  coupons  or  interest  orders  if  the  owner  is  not  known, 
with  a  description  of  the  coupons  or  interest  orders ;  also  set- 
ting forth  the  fact  that  they  are  withholding  the  tax  upon 
them;  whereupon  the  debtor  shall  not  again  withhold  the 
tax  on  said  coupons  or  interest  orders,  but  in  lieu  thereof  shall 
deliver  to  the  Government  the  certificate  of  such  bank,  trust 
company,  etc.,  which  is  withholding  such  tax  money. 

Any  corporation,  collecting  agency,  or  person  first  receiving 
from  the  owner  any  interest  coupons  or  orders  for  the  col- 
lection of  registered  interest,  and  to  whom  the  certificates 
above  provided  for  are  delivered,  should  require  the  persons 
tendering  such  coupons  or  orders  for  registered  interest  to 
satisfactorily  establish  their  identity. 

§  77.     Payment  of  Registered  Interest  by  Debtors 

A  debtor  whose  bonds  may  be  registered,  both  as  to  princi- 
pal and  interest,  shall  deduct  the  normal  tax  of  1  per  cent  from 
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the  accruing  interest  on  all  bonds  before  sending  out  checks 
for  said  interest  to  registered  owners  or  before  paying  such 
interest  upon  interest  orders  signed  by  the  registered  holders 
of  said  bonds  until  there  shall  be  filed  with  said  debtor  or  its 
fiscal  agent  (and  not  later  than  thirty  (30)  days  prior  to  March 
1),  through  whom  said  interest  is  customarily  paid,  the  proper 
certificates  claiming  exemption  from  liability  for  said  tax  as 
herein  provided,  executed  as  follows: 

By  a  citizen  or  resident  of  the  United  States,  the  bona  fide 
owner  of  the  registered  obligations,  who  may  claim  exemp- 
tion under  paragraph  C,  section  2,  of  the  Federal  income-tax 
law,  or 

By  corporations,  joint-stock  companies,  associations,  or  in- 
surance companies  organized  in  the  United  States,  or  organiza- 
tions, associations,  fraternities,  etc.,  which  are  either  taxable 
or  exempt  from  taxation,  as  provided  in  paragraph  G,  subdivi- 
sion A,  of  the  act,  or 

By  a  bona  fide  resident  and  citizen  of  a  foreign  country, 
claiming  exemption  as  such. 

§  78.     Designation  of  Fiscal  Agencies 

The  "debtor"  may  appoint  paying  or  fiscal  agents  to  act  for 
it  in  matters  pertaining  to  the  collection  of  this  tax  upon  fil- 
ing with  the  collector  of  internal  revenue  for  its  district  a 
proper  notice  of  the  appointment  of  such  agent  or  agents. 

§  79.     Certificates  Claiming  Exemption 

If  the  owners  of  the  bonds  are  individuals  who  are  citizens 
or  residents  of  the  United  States,  the  aforesaid  certificates 
shall  accompany  the  coupons,  or,  with  respect  to  the  interest 
on  registered  bonds,  shall  be  filed  with  payer  of  said  interest, 
and  such  certificates  shall  describe  the  bonds  and  show  the 
amount  of  coupons  attached  or  the  amount  of  interest  due 
such  owners  on  registered  bonds  and  the  full  name  and  ad- 
dress of  the  owners,  and  shall  also  state  whether  they  claim 
or  do  not  then  claim  exemption  from  taxation  at  the  source 
provided  for  by  paragraph  C  of  Section  II  of  the  Federal 
Bl.Inc.Tax.  (2d  Ed.  )  — 4  (49) 
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income-tax  law  ($3,000,  and  under  certain  conditions  $4,000) 
as  to  the  income  represented  by  such  coupons  or  interest. 

The  certificates  shall  also  show  the  amount,  if  any,  of  ex- 
emption claimed  and  the  date  of  signature. 

The  form  of  certificate  to  be  used  for  this  purpose  shall  be 
substantially  as  follows :  [Form  No.  1000.  See  Appendix,  p. 
697.] 

Whenever  interest  coupons,  accompanied  by  a  certificate  of 
an  individual  who  is  a  citizen  or  resident  of  the  United  States, 
as  aforesaid,  are  presented  to  a  debtor  or  its  fiscal  agent  for 
payment,  or  whenever  interest  is  payable  to  such  individual 
on  a  bond  registered  as  to  both  principal  and  interest,  the 
debtor  or  its  fiscal  agents  shall  deduct  and  withhold  the  amount 
of  the  normal  tax,  except  to  the  extent  that  exemption  is 
claimed  in  the  certificate  of  ownership  in  the  form  herein 
prescribed. 

Where  the  interest  to  be  paid  is  registered,  the  same  form 
of  certificate  shall  be  used  where  exemptions  are  claimed,  ex- 
cept that  it  shall  be  filed  with  the  debtor  at  least  five  (5)  days 
before  the  due  date  of  such  interest. 

§  80.     By  Whom  Signed 

These  certificates  must  be  signed  by  the  claimants  with  their 
full  name,  and  contain  their  post-office  and  street  address,  also 
the  date  when  signed.^ 

Duly  authorized  agents,  trustees  acting  in  a  trust  capacity, 
etc.,  may  sign  such  certificates  for  the  persons  for  whom  they 
act. 

§  81.     Organizations    Whose    Interest    Coupons    are    Not 
Taxed  at  Source 

If  the  owners  of  the  bonds  are  corporations,  joint-stock 
companies,  associations,  or  insurance  companies  organized  in 
the  United  States,  no  matter  how  created  or  organized,  or 

3  A  later  regulation  permits  certificates  of  ownership  to  be  signed 
with  the  owner's  ordinary  or  business  signature,  infra,  §  127.  How 
certificates  are  to  be  signed  on  behalf  of  non-resident  aliens,  see, 
Infra,  §  111. 

(50) 


Ch.  2)  TREASURY  REGULATIONS  AND  RULINGS  §  83 

organizations,  associations,  fraternities,  etc.,  which  are  either 
taxable  or  exempt  from  taxation  as  provided  in  paragraph  G, 
subdivision  A  of  the  act,  the  debtor  is  not  required  to  withhold 
or  deduct  the  tax  upon  income  derived  from  interest  on  such 
bonds,  provided  coupons  or  orders  for  interest  from  such 
bonds  shall  be  accompanied  by  a  certificate  of  the  owners 
thereof  certifying  to  such  ownership,  which  certificates  shall 
be  filed  with  the  debtor  when  such  coupons  or  interest  or- 
ders are  presented  for  payment.* 

Such  certificate  shall  be  substantially  in  the  following  form : 
[Form  No.  1001.     See  Appendix,  p.  702.] 

§  82.  How  Collected  When  Not  Accompanied  by  the  Cer- 
tificate of  Owner 

Where  coupons  or  interest  orders  are  not  accompanied  by 
the  ownership  certificates,  the  form  to  be  executed  by  the  first 
bank,  trust  company,  banking  firm,  individual,  or  collection 
agency  receiving  the  same  for  collection  or  otherwise,  which 
must  accompany  the  coupons  or  interest  orders,  shall  be  sub- 
stantially as  follows:  [Form  No.  1002.  See  Appendix,  p. 
705.] 

This  certificate  shall  be  dated  and  signed  by  and  shall  state 
the  address  of  the  corporation,  organization,  collecting  agency, 
or  person  witliholding  the  tax,  with  full  name  and  address. 

§  83.     Final  Disposition  of  Certificates 

The  debtor  or  paying  agents  shall  deliver  all  certificates,  with 
the  list  of  names  and  addresses  of  those  for  whom  the  tax 
has  been  withheld,  showing  amounts,  as  required  by  law,  to 
the  collector  of  internal  revenue  for  their  district  on  or  before 
the  20th  day  of  the  month  succeeding  that  in  which  said  cer- 
tificates were  received  by  them. 

i  The  provisions  of  the  statute  relating  to  collection  at  the  source 
are  not  applicable  to  the  income  of  any  coriwrations  whatever,  no 
matter  whether  they  are  exempt  from  the  tax  or  subject  to  it,  as 
it  is  provided  (supra,  §  30)  that  this  feature  of  the  law  shall  apply 
only  to  the  normal  income  tax  "imposed  upon  individuals."  And 
see"  also,  infra,  §§  125,  368. 
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§  84.     Interest  Due  Before  March  1,  1913 

The  tax  shall  not  be  withheld  on  coupons  or  registered  in- 
terest maturing  and  payable  before  March  1,  1913,  although 
presented  for  payment  at  a  later  date. 

§  85.     License   Required  for  Collection  of  Income   From 
Foreign  Countries 

All  persons,  firms,  or  corporations  undertaking  for  accom- 
modation or  profit  (this  includes  handling  either  by  way  of 
purchase  or  collection)  the  collection  of  coupons,  checks,  bills 
of  exchange,  etc.,  for  or  in  payment  of  interest  upon  bonds 
issued  in  foreign  countries  and  upon  foreign  mortgages  or  like 
obligations,  and  for  any  dividends  upon  stock  or  interest  upon 
obligations  of  foreign  corporations,  associations,  or  insurance 
companies  engaged  in  business  in  foreign  countries,  are  re- 
quired by  law  to  obtain  a  license  from  the  Commissioner  of 
Internal  Revenue  and  may  be  required  to  give  bond  in  such 
amount  and  under  such  conditions  as  the  Commissioner  of 
Internal  Revenue  may  prescribe.'' 

§  86.     By  Whom  Tax  is  Withheld 

The  licensed  person,  firm,  or  corporation  first  receiving  any 
such  foreign  items  for  collection  or  otherwise  shall  withhold 
therefrom  the  normal  tax  of  1  per  cent,  and  will  be  held  re- 
sponsible therefor.  He  (the  licensee)  shall  thereupon  indorse 
or  stamp  thereon  the  words  "Income  tax  withheld  by"  (giving 
liis  or  their  name,  address,  and  date),  which  shall  be  sufficient 
evidence  to  relieve  subsequent  holders  or  purchasers  from  the 
duty  of  also  withholding  the  income  tax. 

If  the  size  or  nature  of  such  coupons,  checks,  etc.,  makes 
it  impracticable  to  make  said  indorsement  as  above,  a  statement 
identifying  the  item  on  which  tax  is  withheld  and  bearing  said 
indorsement  may  be  attached  thereto  with  the  same  effect  as  if 
the  indorsement  was  made  directly  thereon." 

B  Text  of  the  statute  requiring  license  for  collection  of  interest 
and  dividends  on  foreign  investments,  supra,  §  27.  Complete  Treas- 
ury regulations  in  regard  to  issue  of  licenses  and  duties  of  licensees, 
infra,  §  120. 

«  See  amendment  of  this  regulation,  infra,  §  172. 
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§  87.     List  of  Tax  Collections  on  Foreign  Items 

Such  licensee  shall  obtain  the  names  and  addresses  of  the 
persons  from  whom  such  items  are  received,  and  shall  prepare 
a  list  of  same  and  file  it  with  the  collector  of  internal  revenue 
for  his  district  not  later  than  the  20th  of  the  month  next  suc- 
ceeding the  receipt  of  such  items.  The  list  shall  be  dated,  and 
shall  contain  the  names  and  addresses  of  the  taxable  persons 
and  the  amount  of  tax  deducted,  and  from  what  source  col- 
lected. 

§  88.     Certificates  to  Secure  Tax  Exemption  on  Foreign 
Items 

In  the  event  such  coupons,  checks,  or  bills  of  exchange  above 
mentioned  are  presented  for  collection  by  an  individual  claim- 
ing the  benefit  of  the  deductions  allowable  under  paragraph 
C,  section  II,  of  the  Federal  income-tax  law,  such  individual 
shall  be  permitted  to  avail  himself  of  the  deduction  claimed, 
upon  signing  on  the  form  heretofore  prescribed  for  coupons 
payable  in  the  United  States,  and  no  tax  shall  be  deducted  for 
the  amount  of  the  exemption  so  claimed ;  or  if  such  items  are 
presented  by  corporations,  joint-stock  companies,  or  associa- 
tions and  insurance  companies,  organized  in  the  United  States, 
the  form  of  certificate  heretofore  prescribed  for  such  organ- 
izations shall  be  used,  and  in  such  instances  no  tax  shall  be  de- 
ducted. 

In  both  instances  the  licensee  first  receiving  such  items  shall 
retain  such  certificates  for  delivery  with  the  lists  aforesaid 
to  the  collector  of  internal  revenue  for  his  district  not  later 
than  the  20th  of  the  month  next  succeeding  that  in  which  said 
items  were  received,  and  with  respect  to  said  coupons,  checks, 
or  bills  of  exchange,  said  licensee  shall  attach  thereto  (identify- 
ing the  items)  or  indorse,  or  stamp  thereon  the  words  "Income 
tax  exemption  claimed  through"  (giving  name  and  address  of 
licensee),  which  shall  be  sufficient  evidence  to  relieve  subse- 
quent holders  or  purchasers  from  the  duty  of  also  withhold- 
ing the  tax  thereon. 

The  provisions  for  collection  of  the  tax  on  foreign  obliga- 
tions set  forth  in  this  section  of  the  regulations  includes  the 
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interest  upon  all  foreign  bonds,  even  though  the  coupons  may 
be  at  the  option  of  the  holder,  payable  in  the  United  States 
as  well  as  in  some  foreign  country.' 

§  89.     Accurate  Record  to  be  Kept  by  Licensees 

All  persons  licensed  shall  keep  their  records  in  such  manner 
as  to  show  from  whom  every  such  item  has  been  received, 
and  such  records  shall  be  open  at  all  times  to  the  inspection 
of  internal-revenue  officers. 

§  90.     Penalty  for  Omission  to  Obtain  License 

Failure  to  obtain  license  or  to  comply  with  regulations  is 
punishable  by  a  fine  not  exceeding  $5,000,  or  imprisonment 
not  exceeding  one  year,  or  both,  in  the  discretion  of  the  court. 
Such  licenses  shall  continue  in  force  until  revoked. 

Application  for  such  licenses  should  be  made  to  the  col- 
lectors of  internal  revenue  for  the  district  in  which  they  are 
engaged  in  business,  and  may  be  issued  without  cost  to  such 
persons  as  the  commissioner  may  approve,  upon  their  filing 
with  the  collector  the  bond  herein  provided  for. 

All  persons  in  making  application  to  the  collector  of  in- 
ternal revenue  for  such  licenses  shall  register  their  names  and 
addresses  and  state  the  nature  of  the  business  in  which  they 
are  engaged.  Such  application  for  the  license,  accompanied 
by  a  proper  surety  bond,  when  both  have  been  approved  by 
the  collector,  will  be  considered  a  sufficient  compliance  with 
the  law  to  enable  the  persons  making  application  to  do  business 
until  February  1,  1914,  without  incurring  the  penalties  provid- 
ed by  law  for  failure  to  procure  the  required  license.^ 

1  The  last  clause  of  this  regulation  has  been  amended  (infra,  § 
157)  so  that  the  collection  of  interest  on  bonds  of  a  foreign  corpo- 
ration will  be  treated  as  a  domestic  transaction  where  the  interest 
is  payable  within  the  United  States  at  the  option  of  the  holder  and 
the  corporation  maintains  a  fiscal  agency  within  the  United  Stales 
for  such  purposes,  provided  certificates  of  ownership  are  filed;  if 
they  are  not,  it  is  treated  as  a  foreign  collection. 

8  Penalty  for  failure  to  procure  license,  see,  supra,  §  27.  Applica- 
tion for  license  and  issuance  thereof,  and  requirements  as  to  bonds 
of  licensees,  see,  infra,  §  120. 
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§  91.     Penalty  for  False  Statements 

If  any  person,  for  the  purpose  of  obtaining  any  allowance  or 
reduction  by  virtue  of  a  claim  for  exemption,  either  for  him- 
self or  for  any  other,  knowingly  makes  a  false  statement  or 
false  or  fraudulent  representation,  he  is  liable  under  the  act  to 
severe  penalties." 

§  92.     Partnerships 

Where  coupons  or  interest  orders,  presented  for  payment, 
represent  the  interest  on  bonds,  or  other  similar  obligations, 
owned  by  a  partnership,  they  shall  be  accompanied  by  a  certifi- 
cate of  ownership,  which  shall  be  signed  either  in  the  firm's 
name  by  one  member  of  the  firm  or  by  each  individual  mem- 
ber of  the  partnership,  and  the  normal  tax  shall  be  withheld  by 
the  debtor  with  respect  to  the  income  represented  by  said  in- 
terest.^" 

Said  certificate  of  ownership  shall  be  in  substantially  the 
following  form:    [Form  No.  1003.     See  Appendix,  p.  707.] 

Any  member  of  a  partnership,  who  is  entitled  to  a  deduc- 
tion (under  Paragraph  C,  Section  II,  of  the  Income  Tax  Law) 
of  his  pro  rata  share  of  the  tax  which  may  be  withheld  at 
the  source  on  interest  on  bonds  owned  by  his  copartnership, 
as  above,  may  claim  such  deduction  or  allowance  when  he 
shall  make  his  individual  income  tax  return  for  the  year  in 
which  said  deduction  at  the  source  was  made. 

§  93.     Nonresident    Foreigners    Owning    Interest-Bearing 

Bonds  Not  Subject  to  Taxation  on  Income  from 

Such  Bonds  if  Proper  Certificate  Furnished 

This  tax  will  not  be  deducted  from  the  income  which  may 

be    derived    from   interest   on   bonds,   mortgages,   equipment 

trusts,  receivers'  certificates,  or  other  similar  obligations  of 

which  the  bona  fide  owners  are  citizens  of  foreign  countries 

9  The  penalty  prescribed  by  the  act  is  $300.    See,  supra,  §  23. 

10  Partnerships,  as  such,  are  not  subject  to  the  income  tax.  See, 
supra,  §§  15,  32.  For  further  Treasury  regulations  as  to  partner- 
ships, see,  infra,  §§  117,  145,  162.  Certificates  of  ownership  in  case 
of  partnerships,  infra,  §  356. 
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residing  in  foreign  countries:  Provided,  That  such  interest 
coupons,  or  in  case  of  wholly  registered  bonds,  the  orders  for 
the  payment  of  such  interest,  shall  be  accompanied  by  duly 
certified  certificates  hereinafter  provided  for  to  cover  the  cases 
of  foreign  and  nonresident  owners  of  bonds  and  other  securi- 
ties. 

Unless  such  proof  of  foreign  ownership  is  duly  furnished, 
the  normal  tax  of  1  per  cent  shall  be  deducted  as  herein  pro- 
vided. 

Such  certificate  shall  be  in  substantially  the  following  form : 
[Form  No.  1004.    See  Appiendix,  p.  709.] 

§  94.     Temporary  Provision 

In  view  of  the  fact  that  the  time  required  for  the  interpre- 
tation of  the  law  and  preparation  and  issuance  of  these  regu- 
lations brings  the  date  so  near  November  1,  and  that  many 
coupons  payable  upon  that  date  are  already  in  transit  without 
the  prescribed  certificates  attached,  with  a  desire  to  cause  as 
small  an  amount  of  inconvenience  as  possible  to  bondholders 
and  general  business  as  may  be  compatible  with  the  provisions 
of  the  law  and  of  these  regulations,  the  following  temporary 
provision  is  made : 

On  November  1,  1913,  and  for  15  days  thereafter,  coupons 
presented  to  a  debtor  need  not  be  accompanied  by  certificates 
in  any  of  the  forms  hereinbefore  described,  provided  that  such 
coupons  are  accompanied  by  a  certificate  substantially  in  the 
following  form:  [Form  No.  1005.  See  Appendix,  p.  711. 
Extension  of  time  for  use  of  this  Form,  to  January  IS,  1914, 
see  infra,  §  114.] 

On  or  before  February  1,  1914,  certificates  of  the  owner- 
ship of  any  of  the  bonds  upon  which  was  collected  the  interest 
referred  to  in  such  temporary  certificates,  in  any  of  the  forms 
above  set  forth,  may  be  delivered  to  the  debtor ;  and  said  debt- 
or may  thereupon  return  any  sum  withheld  to  which  the  owner 
of  such  bonds  may  be  entitled  under  the  law  and  regulations 
upon  the  facts  disclosed  by  such  ownership  certificates.  Any 
temporary  certificates  relating  to  bonds,  for  which  certificates 
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of  ownership  shall  not  have  been  substituted  with  the  debtor, 
shall,  on  or  before  March  1,  1914,  be  delivered  to  the  collector 
of  internal  revenue. 

All  forms  of  certificates  herein  provided  for  shall  be  8  inch- 
es wide  and  3%  inches  from  top  to  bottom,  and  printed  on 
paper  corresponding  in  weight  and  texture  to  glazed  bond 
paper  17  by  28,  about  26  pounds  to  the  ream  of  500  sheets,  or 
white  writing  paper  21  by  32,  about  32  pounds  to  the  ream  of 
500  sheets,  and  the  person  or  corporation  first  receiving  cou- 
pons or  interest  orders  for  collection  shall  write  or  stamp  his 
or  its  name  and  address  and  date  on  the  back  of  said  certifi- 
cates. 

§  95.     Definition  of  "Source  " 

The  "source"  in  these  regulations  shall  be  construed  as 
referring  to  the  place  where  the  income  originates. 

§  96.     By  Whom  the  Normal  Tax  Shall  be  Deducted  and 
Withheld 

All  persons,  firms,  etc.,  mentioned  in  paragraph  E  of 
this  law,  hereinafter  referred  to  either  as  "debtors"  or  "with- 
holding agents,"  namely:  copartnerships,  companies,  corpora- 
tions, joint  stock  companies,  or  associations,  insurance  compa- 
nies, in  whatever  capacity  acting,  including  lessees,  mortgagors 
of  real  or  personal  property,  trustees  acting  in  any  trust  capac- 
ity, executors,  administrators,  agents,  receivers,  conservators, 
employers  and  all  officers  and  employees  of  the  United  States 
having  the  control,  receipt,  custody,  disposal  or  payment  of 
interest  (except  income  derived  from  interest  upon  bonds  and 
mortgages,  or  deeds  of  trust,  or  other  similar  obligations  of 
corporations,  upon  which  the  normal  tax  of  one  per  cent  has 
otherwise  been  withheld  at  the  source,  as  provided  by  these 
regulations),  rents,  salaries,  wages,  royalties,  taxable  annuities, 
emoluments,  or  other  fixed  or  determinable  gains,  profits  and 
income  of  another  person,  exceeding  $3,000  for  any  tax- 
able year,  except  as  hereinafter  provided,  shall  deduct  and 
withhold  from  such  annual  gains,  profits  and  income  such  sum 
as  will  be  sufficient  to  pay  the  normal  tax  of  one  per  cent  im- 
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posed  thereon  by  Section  2  of  this  Act,  and  shall  make  lawful 
return  and  pay  the  taxes  so  withheld  to  the  Collector  of  In- 
ternal Revenue  for  the  district  in  which  said  withholding  agent 
resides,  or  has  his,  her  or  its  principal  place  of  business.^ ^ 

The  normal  tax  of  one  per  cent  shall  be  thus  withheld  from 
all  income  derived  from  fixed  annual  periodical  rent  of  realty 
or  personalty,  interest  (except  as  herein  otherwise  provided), 
salaries,  royalties,  taxable  annuities,  and  other  fixed  annual 
periodical  income  exceeding  $3,000. 

§  97.     Items  Upon  Which  Tax  is  Not  to  be  Withheld  at  the 
Source 

(1)  Dividends  on  capital  stock,  or  from  the  net  earnings 
of  corporations  and  joint-stock  companies  or  associations  and 
insurance  companies  subject  to  like  tax,  when  said  withhold- 
ing agents  are  required  to  make  and  render  a  return  in  behalf 
of  another,  as  provided  herein,  to  the  collector  of  his,  her  or  its 
district. 

(2)  Proceeds  of  life  insurance  policies  paid  upon  the  death 
of  the  person  insured  or  payments  made  by  or  credited  to  the 
insured,  on  life  insurance,  endowment,  or  annuity  contracts, 
upon  the  return  thereof  to  the  insured  at  the  maturity  of  the 
term  mentioned  in  the  contract,  or  upon  the  surrender  of 
contract — all  of  which  shall  not  be  included  as  income  under 
this  law — but  this  shall  not  be  construed  to  exempt  said  in- 
surance companies  from  withholding  and  paying  the  normal 
tax  of  one  per  cent  on  interest  income  paid  by  insurance  com- 
panies to  beneficiaries  of  policies  when  said  interest  exceeds 
$3,000. 

(3)  Income  of  an  individual  which  is  not  fixed  or  certain, 
and  payable  at  stated  periods,  or  is  indefinite  or  irregular  as 
to  amount  or  time  of  accrual,  shall  not  be  withheld  at  the  source 
but  shall  be  returned  and  the  tax  shall  be  paid  thereon  by  the 
individual. 


11  Text  of  statute  on  this  point,  supra,  §  22.  General  discussion 
of  kinds  of  income  taxable  at  the  source  under  these  provisions,  in- 
fra, §§  354-369. 

(58) 


Ch.  2)  TREASURY   REGULATIONS  AND   RULINGS  §  97 

Income  derived  from  the  following  professions  and  voca- 
tions come  under  this  head: 

Farmers,  merchants,  agents  compensated  on  the  commission  basis, 
lawyers,  doctors,  authors,  inventors,  and  other  professional  persons. 

Such  persons  shall  make  personal  return  of  all  their  income,  pro- 
vided their  total  income  from  all  sources  exceeds  $3,000. 

For  example:  When  a  lawyer  receives  a  retainer  of  $5,000  as  a 
special  fee,  a  deduction  therefrom  shall  not  be  made  by  the  payer, 
but  when  a  lawyer  receives  a  retainer  of  $5,000  per  annum,  and  the 
exemption  claimed  is  $3,000,  $2,000  of  such  income  would  be  taxed, 
and  the  tax  retained  at  the  source,,  or  if  his  exemption  claimed 
should  be  $4,000,  $1,000  of  such  income  would  be  taxed,  and  the 
tax  thereon  withheld  at  the  source. 

(4)  The  value  of  property  acquired  by  gift,  bequest,  devise, 
or  descent. 

(5)  Interest  upon  the  obligations  of  a  State,  or  any  political 
subdivision  thereof,  and  upon  the  obligations  of  the  United 
States  or  its  possessions ;  also  the  compensation  of  the  present 
President  of  the  United  States  during  the  term  for  which 
he  has  been  elected,  and  of  the  judges  of  the  Supreme  and 
inferior  courts  of  the  United  States  now  in  office,  and  the  com- 
pensation of  all  officers  and  employees  of  a  State  or  any  politi- 
cal subdivision  thereof  paid  by  a  State  or  any  political  sub- 
division thereof,  except  when  such  compensation  is  paid  by 
the  United  States  Government.^^ 

This  exempts  from  the  income  tax  all  salaries  paid  to  an  indi- 
vidual by  a  State  or  any  political  subdivision  thereof,  including  the 
salaries  of  State,  county  and  municipal  officers,  the  salaries  of  pub- 
lic school  teachers,  and  special  compensation  paid  by  States  or  sub- 
divisions thereof  for  professional  services,  whether  in  the  shape  of 
salaries  or  special  fees. 

12  Dividends  of  domestic  corporations,  see,  supra,  §  16  (provision 
of  the  statute.)  Proceeds  of  life  insurance  policies,  supra,  §  6,  (stat- 
utory provisions)  and  infra,  §  289,  discussion  of  subject.  Indeter- 
minate, non-periodical,  or  fluctuating  income,  infra,  §  367.  Earnings 
from  professions  and  salaries,  infra,  §  229.  Property  acquired  by 
gift,  etc.,  exempt  by  statute,  supra,  §  5.  Interest  on  United  States, 
state,  and  municipal  bonds,  not  taxable,  supra,  §  9. 
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§  98.     Normal  Tax  on  the  Same  Income  is  to  be  Withheld 
but  Once 

The  normal  tax  of  one  per  cent  shall  be  deducted  and  with- 
held at  the  source,  and  payment  made  to  the  Collector  of  In- 
ternal Revenue  as  provided  in  the  law,  by  the  debtor  or  his, 
her,  or  its  duly  appointed  agent  authorized  to  make  such  de- 
duction and  payment. 

No  other  person,  firm  or  organization,  in  whatever  capacity 
acting,  having  the  receipt,  custody,  or  disposal  of  any  income, 
as  herein  provided,  shall  be  required  to  again  deduct  and  with- 
hold the  normal  tax  of  one  per  cent  thereon,  provided  that 
any  person,  firm  or  organization,  in  whatever  capacity  acting, 
other  than  the  debtor,  who  has  withheld  said  tax,  shall  file 
with  the  Collector  of  Internal  Revenue  for  his,  her,  or  its 
district,  a  certificate  in  substantially  the  following  form : 
[Form  No.  1006.    See  Appendix,  p.  712.] 

§  99.  Exemptions  Which  May  be  Claimed  by  Individ- 
uals ^^ 
Any  person,  subject  to  the  normal  tax  of  one  per  cent,  the 
amount  of  which  is  withheld  or  is  to  be  withheld  at  the  source, 
wishing  to  avail  himself  or  herself  of  the  exemption  provided 
in  paragraph  C,  Section  2  of  this  Act  ($30qO,  or  $4000,  as 
the  case  may  be)  must  file  with  the  withholding  agent,  not 
later  than  thirty  days  prior  to  the  day  on  which  the  return  on 
his  income  is  due,  a  notice  in  the  following  form :  [Form  No. 
1007.    See  Appendix,  p.  713.] 

§  100.  By  Whom  Exemptions  under  Paragraph  C,  Section 
2,  of  this  Act,  May  Be  Claimed 
Every  single  person,  or  every  married  person  not  living  with 
wife  or  husband,  who  is  liable  for  the  normal  income  tax 
under  this  law,  may  claim  a  total  deduction  of  $3000.00' 
from  net  income,  on  which  deduction  he  or  she  is  exempt 
from  said  normal  tax  of  one  per  cent. 

13  Text  of  statute  as  to  how  exemptions  and  deductions  may  be 
claimed  by  person  whose  income  tax  is  deducted  and  withheld  at 
the  source  of  payment,  see,  supra,  §  23.  Discussion  of  subject,  in- 
fra. §  370. 
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Where  a  husband  and  wife  live  together  and  only  one 
of  them  has  an  annual  income  liable  for  the  normal  tax  of 
one  per  cent,  then  the  husband  or  wife  who  has  the  income, 
shall  make  the  return  and  pay  the  said  tax  and  may  claim 
and  deduct  an  exemption  of  $4,0G0. 

But  if  a  husband  and  wife  live  together,  and  each  has  an 
annual  income  liable  for  the  normal  tax  of  one  per  cent, 
then  in  that  event  they  shall  make  a  separate  return  and 
the  $4,000  exemption  allowed  to  a  husband  and  a  wife  when 
living  together,  may  be  claimed  and  deducted  by  either  the 
husband  or  wife  as  they  may  mutually  agree  (but  not  by  both 
separately),  or  the  said  exemption  shall  be  prorated  between 
them  in  proportion  to  their  net  income.^* 

§  101.     Amount  of  Exemption  Allowable  for  1913 

For  the  present  year  of  1913  (from  March  1st  to  Decem- 
ber 31st)  exemptions  allowed  under  paragraph  C  of  this 
law  will  be  five-sixths  of  those  of  the  calendar  year,  as 
specified  in  paragraph  D,  namely,  $2500  if  the  exemption 
is  $3,000,  or  $3,333.33  if  the  exemption  is  $4,000,  as  the 
case  may  be.^° 

§  102.     When  and  on  What  Amount  the  Normal  Tax  Shall 
be  Withheld 

A  withholding  agent  who  pays  monthly  or  periodically 
during  the  year  interest  (except  income  derived  from  inter- 
est upon  bonds  and  mortgages,  or  deeds  of  trust,  or  other 
similar  obligations  of  corporations,  etc.,  upon  which  the 
normal  tax  of  one  per  cent  has  been  withheld  at  the  source, 
as  provided  by  regulations),  rents,  salaries,  wages,  etc., 
shall  not  withhold  the  said  tax  until  such  time  as  the 
rents,  salaries,  wages,  etc.,  shall  have  reached  an  aggre- 
gate amount  in  excess  of  $3,000.     When  such  amount  has 

1*  Text  of  the  statute  on  this  point,  supra,  §  10.  Rules  for  returns 
by  husband  and  wife,  and  claim  and  allowance  of  exemptions,  in- 
fra, §  129.  General  considerations  as  to  rights  and  liabilities  of  hus- 
band and  wife  under  income  tax  law,  infra,  §§  291,  319. 

15  Provision  of  the  statute  on  this  point,  see,  supra,  §  11.  And 
see,  infra,  §  292. 
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been  reached,  he,  she,  or  it  shall  withhold  the  tax  on  the 
whole  $3,000,  and  excess  thereof,  unless  the  person  to  whom 
the  income  is  due  files  with  him,  her,  or  it,  the  notice  above 
provided,  claiming  exemption  under  paragraph  C  of  Section 
2  of  this  Act,  in  which  case  the  withholding  agent  shall  with- 
hold only  the  tax  on  the  income  in  excess  of  said  exemption 
of  $3,000  or  $4,000  (as  the  case  may  be),  and  the  tax  so  with- 
held shall  be  returned  and  paid  as  required  by  law.^" 

§  103.  Deductions  to  be  Made  in  Computing  Net  Income  " 
Any  person  subject  to  the  normal  income  tax  of  one  per 
cent,  a  part  of  whose  income  is  withheld  or  is  to  be  withheld 
at  the  source,  who  may  wish  to  avail  himself  of  the  deduc- 
tions authorized  in  subsection  B,  Section  2  of  this  Act,  may 
file  either  with  the  Collector  of  Internal  Revenue  for  the 
district  in  which  return  is  made  for  him,  or  with  the  with- 
holding agent,  not  later  than  30  days  prior  to  March  1, 
a  return  and  notice  in  substantially  the  following  form :  [Form 
No.  1008.     See  Appendix,  p.  714.] 

Money  or  other  things  of  value,  disposed  of  by  gift,  dona- 
tion or  endowment,  shall  not  be  deducted  or  be  made  the  basis 
for  a  deduction  from  the  income  of  persons  or  corporations 
in  their  tax  returns  under  the  Income  Tax  Law.^* 

§  104.     Amount  of  Deduction  Allowable  for  1913 

For  the  present  year  of  1913  (from  March  1  to  December 
31)  the  deductions  allowed  under  paragraph  B  shall  be  five- 
sixths  of  the  deductions  allowable  for  a  calendar  year,  as  speci- 
fied in  paragraph  D  of  this  law.^* 

18  General  discussion  of  collection  of  income  tax  at  the  source,  as 
applied  to  rents,  mortgage  interest,  salaries,  etc.,  infra,  §  361.  As 
applied  to  note  given  for  interest,  and  rights  and  liabilities  of  par- 
ties thereto  when  discounted  before  maturity,  infra,  §§  108,  362. 

17  Provision  of  the  statute  as  to  allowable  deductions,  supra,  §  7. 
13  Deduction  of  sums  expended  in  gifts,  charities,  pensions  to  em- 
ployes, etc.,  see,  infra,  §  295. 

19  Deductions  allowed  under  "paragraph  B,"  see,  supra,  §  7.  "As 
specified  in  paragraph  D  of  this  law,"  see,  supra,  §  11. 
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§  105.     Amount  of  Tax  to  be  Withheld  for  1913  and  When 
Withheld 

The  withholding  agent  is  not  required  to  deduct  and  with- 
hold prior  to  November  1,  1913,  the  normal  tax  of  one  per 
cent  for  which  an  individual  is  liable. 

Whenever  the  total  amount  of  income  paid  to  any  person  by 
a  withholding  agent,  after  October  31,  1913,  shall  be  in  ex- 
cess of  $3,000,  then,  in  that  event,  the  withholding  agent  shall 
be  liable  for  and  shall  deduct  and  withhold  the  tax  on  such 
amount,  unless  such  person  shall  file  a  claim  for  an  exemp- 
tion as  allowed  in  paragraph  D  of  this  act,  the  amount  of 
exemption  allowable  being  $2,500,  if  the  annual  exemption  is 
$3,000,  or  $3,333.33,  if  the  annual  exemption  is  $4,000,  as  the 
case  may  be. 

§  106.     Persons  Physically  Unable  to  Make  Returns 

If  a  person  subject  to  said  tax,  part  of  whose  income  is 
withheld,  or  is  to  be  withheld,  is  a  minor  or  insane  person, 
or  is  absent  from  the  United  States,  or  unable  to  make  the 
application  or  return  because  of  serious  illness,^"  the  applica- 
tion or  return  may  be  made  by  the  withholding  agent  who 
shall  make  the  following  oath  under  the  penalties  of  this 
act:    [Form  No.  1009.    See  Appendix,  p.  716.] 

§  107.     Penalties 

Subsection  F  of  Section  2  of  the  Income  Tax  Law  pro- 
vides inter  alia  as  follows : 

Any  person  or  any  officer  of  any  corporation  required  by 
law  to  make,  render,  sign  or  verify  any  return,  who  makes 
any  false  or  fraudulent  return  or  statement  with  intent  to 
defeat  or  evade  the  assessment  required  to  be  made,  shall 
be  guilty  of  a  misdemeanor  and  shall  be  fined  not  exceed- 
ing $2,000  or  be  imprisoned  not  exceeding  one  year,  or  both, 
in  the  discretion  of  the  court,  with  the  costs  of  prosecution.^^ 

20  Provision  of  statute  as  to  making  return  and  claim  for  minor, 
sick,  insane,  and  absent  persons,  supra,  §  24.  Discussion  of  subject, 
infra,'  §§  315,  371. 

21  Penalties  for  failure  to  make  and  render  income  tax  return,  see 
§§  81,  56,  142,  331 ;   for  non-payment  of  tax,  §§  21,  54,  344 ;   for  false 
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§  108.     Income  Tax  on  Notes  Given  for  Interest,  Rents,  etc. 

When  a  note  shall  have  been  given  in  payment  of  interest, 
rents,  or  other  income  accruing  after  March  1,  1913,  and  said 
note  matures  on  or  after  November  1,  1913,  the  maker  of  the 
note,  as  the  "debtor"  and  as  the  "source"  where  the  income 
originates,  is  required,  in  paying  such  note,  to  withhold  the  nor- 
mal tax  of  1  per  cent  on  the  entire  amount  of  the  note,  if  said 
note  is  in  excess  of  $3,000,  unless  a  claim  shall  be  made  for 
exemption  of  $3,000  or  $4,000  (as  the  case  may  be)  under  the 
provisions  of  paragraph  C,  section  2,  of  the  act;  and  if  such 
claim  for  exemption  shall  be  made  (as  provided  for  on  Form 
1007),  then  the  said  tax  shall  be  withheld  only  on  the  amount 
of  said  note  in  excess  of  the  exemption  claimed  in  said  cer- 
tificate. 

If  any  person  who  has  purchased  or  discounted  any  of  said 
notes  may  have  omitted,  in  acquiring  them  from  previous 
holder,  to  make  a  deduction  or  allowance  for  said  tax,  such 
purchaser  can  only  look  for  relief  to  the  person  from  whom 
he  shall  have  gotten  the  notes,  and  the  "debtor,"  the  maker  of 
said  notes,  will  be  held  liable  for  and  be  required  to  deduct, 
withhold,  and  pay  to  the  collector  of  internal  revenue  the 
amount  of  the  normal  tax  of  1  per  cent  which  may  be  due 
thereon  under  the  law  and  these  regulations. 

To  illustrate:  A  (unmarried,  and  who  does  not  claim  the 
$3,000  exemption  provided  in  paragraph  C  of  section  2  of  the 
income-tax  law)  borrows  on  May  1,  1912,  $120,000  from  B  at 
6  per  cent  per  annum  interest  on  two  years'  time,  and  gives  B 
his  bond  for  $120,000  for  the  principal  and  four  $3,600  notes, 
each  representing  six  months'  interest,  for  the  maturing  in- 
terest, payable  May  1  and  November  1  each  year.  On  Octo- 
ber 1,  1913,  B  takes  A's  interest  note  for  $3,600,  due  No- 
vember 1,  1913  (which  bears  no  mark  to  indicate  that  it  rep- 
resents interest),  to  the  Richmond  National  Bank ;  the  bank  is 
not  informed  that  the  note  represents  interest,  but  being  satis- 
fied that  A,  the  maker  of  the  note,  is  good  without  additional 

or  fraudulent  return,  §§  31,  56,  107,  331.     Increasing  amount  of  re- 
turn understated,  see,  supra,  §  18,  and  infra,  |§  836,  339. 
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indorsement,  discounts  the  note  for  B  at  the  rate  of  6  per 
cent  per  annum  and  pays  to  B  the  proceeds — $3,582. 

On  November  1,  1913,  the  note  matures  and  the  bank  calls 
on  A,  the  maker,  to  pay  the  note.  A  offers  the  bank  $3,564, 
which  is  equal  to  $3,600  less  the  1  per  cent  tax  of  $36,  inform- 
ing the  bank  that  the  note  represents  interest  which  he  owes 
and  that,  under  the  Federal  income-tax  law,  he  is  required  to 
deduct  this  tax  from  the  face  of  the  note  in  making  payment. 

The  bank  claims  that  it  was  not  informed  that  the  note  rep- 
resented interest  and,  therefore,  subject  to  this  tax;  but  A 
is,  nevertheless,  required  under  the  law  to  withhold  the  tax. 

If  A  under  his  contract  with  B  had  agreed  to  pay  the  in- 
terest without  deduction  for  any  income  tax  which  might  be 
imposed  by  the  government  he  would,  of  course,  after  de- 
ducting the  1  per  cent  tax  for  the  government,  pay  the  bank 
as  holder  of  the  note  the  full  amount  of  $3,600.  But  if  the 
contract  between  A  and  B  did  not  provide  that  A  would  pay 
the  full  interest  without  deducting  such  income  tax  as  the  gov- 
ernment might  impose,  and  if  the  bank  should,  therefore,  de- 
sire to  reimburse  itself  for  the  amount  of  the  tax  thus  de- 
ducted by  A,  the  bank  can  look  only  to  B,  for  whom  it  dis- 
counted the  note,  and  the  question  as  to  whether  this  ^36  de- 
duction should  be  borne  by  B  or  by  the  bank  is  a  question 
which  must  be  settled  mutually  between  the  bank  and  B.  (T. 
D.  No.  1891,  November  3,  1913,  addressed  to  Collectors  of 
Internal  Revenue.) 

§  109.     Exemption  from  Income  Tax  of  Interest  on  Obliga- 
tions of  United  States,  States,  Municipalities,  etc. 
It  has  been  called  to  the  attention  of  this  office  that  banks 
in  certain  sections  are  refusing  to  pay  coupons  for  interest 
on  bonds  of  states,  counties,  cities,  or  other  political  subdivi- 
sions of  the  United  States,  when  such  coupons  are  not  ac- 
companied by  certificates  of  ownership,  without  deducting  the 
normal  income  tax  of  one  per  cent,  which  the  law  and  the 
regulations  of  this  Department  require  shall  be  deducted  at 
Bl.Inc.Tax.  (2d  Ed.) — 5  (Go) 
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the  source  in  paying  the  interest  on  bonds  of  corporations, 
joint  stock  companies,  or  associations  and  insurance  compa- 
nies. 

Please  inform  all  parties  interested,  giving  the  information 
wide  publicity,  that  the  income  derived  from  the  interest  upon 
the  obligations  of  a  State,  county,  city,  or  any  other  political 
subdivision  thereof,  and  upon  the  obligations  of  the  United 
States  or  its  possessions,  is  not  subject  to  the  income  tax,  and 
a  certificate  of  ownership  in  connection  with  the  coupons  or 
registered  interest  orders  for  such  interest  will  not  be  required. 

The  interest  coupons  should  clearly  show  on  their  face 
whether  they  are  issued  by  the  United  States  or  any  political 
subdivision  thereof.  If,  however,  they  do  not  clearly  show 
this,  then  of  course,  an  ownership  certificate  should  be  re- 
quired." (T.  D.  No.  1892,  November  6,  1913,  addressed  to 
Collectors  of  Internal  Revenue.) 

§  110.     Tax  on  Interest  on  Bank  Deposits  and  Certificates 
of  Deposit  Not  Withheld  at  Source 

Banks,  bankers,  trust  companies,  and  other  banking  in- 
stitutions receiving  deposits  of  money,  are  not  required  under 
the  Treasury  Regulations  (part  2),  approved  October  31,  1913, 
to  withhold  at  the  source  the  normal  income  tax  of  one  per 
cent  on  the  interest  paid,  or  accrued  or  accruing  to  depositors, 
whether  on  open  accounts  or  on  certificates  of  deposit;  but 
all  such  interest,  whether  paid,  or  accrued  and  not  paid,  must 
be  included  in  his  tax  return  by  the  person  or  persons  entitled 
to  receive  such  interest,  whether  on  open  account  or  on  the 
certificate  of  deposit.'^  (T.  D.  No.  1893,  November  6,  1913, 
addressed  to  Collectors  of  Internal  Revenue.) 

2  2  Provision  of  the  statute  on  this  point,  supra,  §  9.  As  to  what 
are  "political  subdivisions"  of  a  state,  see,  infra,  §§  141,  277.  Con- 
struction of  the  terms  "State"  and  "United  States"  as  including  the 
territories,  Alaska,  the  District  of  Columbia,  Porto  Eico,  and  the 
Philippines,  see,  supra,  §  57. 

23  And  see,  infra,  §  369. 
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§111.  Signature  of  Ownership  Certificates  Accompanying 
Coupons,  etc.,  Owned  by  Nonresident  Aliens 

Coupons  (or  orders  for  registered  interest)  payable  in  the 
United  States,  representing  the  interest  on  bonds  owned  by 
non-resident  aliens,  must  be  accompanied  by  the  prescribed 
Certificate — Form  1004,  as  per  Treasury  Regulations  of  Octo- 
ber 25,  1913^ — but  this  certificate  may  be  signed  either  by  the 
owner  himself  (herself  or  themselves)  or  in  behalf  of  the 
owner  by  a  reputable  bank  or  bankers,  or  other  responsible 
collecting  agency,  certifying  to  the  ownership  of  the  bonds 
and  giving  the  name  and  address  of  the  bona  fide  non-resi- 
dent and  alien  owners,  and  when  such  certificate  is  thus  at- 
tached the  normal  tax  of  one  per  cent  on  such  coupons  or 
interest  orders  need  not  be  withheld  at  the  source  by  the 
debtor  or  collecting  agency.^*  (T.  D.  No.  1894,  November  12, 
1913,  addressed  to  Collectors  of  Internal  Revenue.) 

§  112.  Instructions  to  Collectors  Relative  to  Corporations 
Making  Returns  for  Their  Fiscal  Years  Instead 
of  Calendar  Year 

The  Federal  income-tax  law  (sec.  2,  subsec.  D,  act  of  Oct. 
3,  1913,  Comp.  St.  1913,  §  6324)  authorizes  corporations,  joint- 
stock  companies,  etc.,  under  certain  conditions  to  make  their 
returns  on  the  basis  of  an  established  "fiscal  year,"  or  consecu- 
tive 12-months'  period,  which  may  be  other  than  the  calendar 
year.^° 

Pursuant  to  this  provision,  the  following  instructions  are 
issued  for  the  guidance  of  collectors  and  other  interested  par- 
ties: 

Any  corporation,  joint-stock  company  or  association,  or  any 
insurance  company,  subject  to  the  tax  imposed  by  this  act, 
may,  at  its  option,  have  the  tax  payable  by  it  computed  upon 
the  basis  of  the  net  income  received  (accrued)  from  all  sources 

2*  Requirement  that  coupons,  etc.,  owned  by  non-resident  aliens 
shall  be  accompanied  by  ownership  certificates,  supra,  §  93. 

25  Provision  of  the  statute  authorizing  corporations  to  designate 
fiscal  year,  supra,  §  43.  Additional  and  supplementary  regulations 
on  this  point,  infra,  §§  163,  175. 

(67) 


§  112  INCOME  TAXATION  (Ch.  2 

during  its  fiscal  year,  provided  that  it  shall  designate  the  last 
day  of  the  month  selected  as  the  month  in  which  its  fiscal  year 
shall  close  as  the  day  of  the  closing  of  its  fiscal  year,  and  shall, 
not  less  than  thirty  days  prior  to  the  date  upon  which  its  an- 
nual return  is  to  be  filed,  give  notice,  in  writing,  to  the  collector 
of  internal  revenue  of  the  district  in  which  its  principal  place 
of  business  is  located,  of  the  day  it  has  thus  designated  as  the 
closing  of  such  fiscal  year. 

In  pursuance  of  this  provision,  a  corporation  or  like  organ- 
ization subject  to  this  tax  may,  for  example,  designate  the  30th 
day  of  September  as  the  day  for  the  closing  of  its  fiscal  year, 
whereupon  its  return  of  annual  net  income  shall  be  filed  with 
the  collector  of  internal  revenue  of  the  district  in  which  its 
principal  place  of  business  is  located  not  later  than  60  days 
after  the  close  of  its  said  proposed  fiscal  year;  that  is  to  say, 
on  or  before  the  29th  day  of  November  next  succeeding. 

The  date  of  the  closing  of  the  fiscal  year  having  been  desig- 
nated, notice  thereof  must  be  given  to  the  collector  not  less 
than  thirty  days  prior  to  the  last  day  of  such  sixty-day  period. 
In  the  case  just  instanced,  the  notice  must  be  given  not  later 
than  October  31. 

If  such  designation  (Sept.  30,  1913),  had  been  made  and  no- 
tice given,  as  hereinbefore  indicated,  as  to  the  closing  of  the 
fiscal  year  1913,  the  corporation  would  be  authorized  to  make 
its  return  and  have  the  tax  payable  by  it  computed  upon  the 
basis  of  the  net  income  received  (accrued)  by  it  during  the 
period  from  January  1  to  September  30,  1913,  both  dates  in- 
clusive. 

In  the  absence  of  such  designation  and  notice  of  the  closing 
of  the  fiscal  year  corporations  and  like  organizations  subject  to 
this  tax  will  be  required  to  make  their  returns  and  have  the 
tax  computed  upon  the  basis  of  the  net  income  for  the  calendar 
year. 

Collectors  of  internal  revenue  receiving  notices  of  the  selec- 
tion and  designation  of  the  "fiscal  years,"  as  above  indicated, 
will  make  record  of  the  same,  recording  (a)  the  name  of  the 
corporation  or  like  organization,  (&)  the  date  when  the  notice 
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was  given,  (c)  the.  day  designated  for  the  closing  of  the  fiscal 
year,  and  (d)  the  date  when  the  return  under  such  designation 
must  be  filed,  which  must  be,  as  above  stated,  not  later  than  the 
last  day  of  the  60-day  period  next  following  the  day  designated 
as  the  close  of  the  fiscal  year. 

If  it  shall  appear  that  for  the  current  year  the  notice  was 
given  within  the  prescribed  time — that  is,  within  30  days  of  the 
last  day  of  the  60-day  period — the  1913  return  may  be  made  as 
of  the  fiscal  year  so  established ;  otherwise  it  will  be  made  on 
the  basis  of  the  calendar  year  until  such  time  as  the  designation 
shall  be  dtily  made  and  notice  thereof  properly  given. 

The  designation  and  notice  can  not  be  retroactive ;  that  is  tO' 
say,  if  a  corporation  now  designates  April  30,  1914,  as  the  date 
of  the  closing  of  its  fiscal  year  and  gives  notice  of  such  desig- 
nation, it  would  not  be  authorized  to  make  a  return  for  the  4 
months  ended  April  30,  1913,  and  then  for  the  fiscal  year 
ended  April  30,  1914,  nor  would  it  be  authorized  to  make  one 
return  covering  the  entire  16  months  ended  April  30,  1914. 
In  the  case  of  such  corporation  the  return  for  the  current  year 
must  be  made  for  the  calendar  year  ended  December  31,  1913, 
and  then,  assuming  that  designation  and  notice  had  been  prop- 
erly made  and  given,  it  may  make  a  return  for  the  4  months 
ended  April  30,  1914,  and  thereafter  the  return  will  be  made 
on  the  basis  of  the  fiscal  year  so  established. 

In  all  cases  where  a  fiscal  year  is  not  established  as  above 
prescribed  returns  must  be  made  on  the  basis  of  the  calendar 
year,  in  which  case  such  returns  must  be  filed  on  or  before  the 
1st  day  of  March  next  succeeding  such  calendar  year. 

Such  returns,  for  the  period  covered,  must  be  true  and  ac- 
curate, definite  and  complete,  and,  in  as  far  as  consistent  with 
the  provisions  of  the  law,  must  conform  to  the  showing  made 
by  the  books  of  the  company,  and  must  be  verified  under  oath 
or  affirmation  of  its  president  or  other  principal  officer,  and  its 
treasurer  or  assistant  treasurer ;  that  is  to  say,  by  two  different 
persons  acting  in  the  official  capacity  indicated. 

If  it  shall  appear  in  any  case  that  returns  have  been  made 
to  the  collector  on  the  basis  of  a  fiscal  year  not  designated  as 
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above  indicated,  the  corporations  making  such  returns  will  be 
advised  that  such  returns  can  not  be  accepted,  but  must  be 
made  to  cover  the  business  of  the  calendar  year. 

Returns  made  under  this  act  and  pursuant  to  these  instruc- 
tions must  be  made  on  the  new  forms  prescribed  by  this  depart- 
ment. 

The  forms  heretofore  in  use,  under  the  special  excise-tax 
law,  can  not  be  used  for  making  returns  for  either  the  fiscal  or 
calendar  year  1913. 

If  returns  of  such  corporations  as  have  properly  established 
a  fiscal  year  are  due  to  be  made  before  the  new  forms  are  avail- 
able, the  collector  will  be  authorized  to  grant  an  extension  of 
time  to  such  corporations,  not  exceeding  30  days,  for  the  filing 
of  such  returns,  by  which  time  the  new  forms  prescribed  will 
be  available  for  distribution.  (T.  D.  No.  1897,  November  14, 
1913,  addressed  to  Collectors  of  Internal  Revenue.) 

§  113.  Temporary  Waiver  of  Requirement  as  to  Filling  in 
Serial  Numbers  of  Bonds,  on  Ownership  Certifi- 
cates 

Notice  is  hereby  given  that  the  Treasury  Regulations  here- 
tofore issued,  which  require  that  the  numbers  of  the  bonds,  or 
other  like  obligations  of  corporations,  etc.,  from  which  interest 
coupons  are  detached,  or  upon  which  registered  interest  is  to  be 
paid,  shall  be  filled  in  on  the  certificates,  are  hereby  waived,  so 
far  as  the  filling  in  of  the  numbers  of  the  bonds  or  other  such 
obligations  on  the  certificate  is  concerned,  until  March  31, 
1914.^« 

In  all  other  respects,  the  certificates  referred  to  must  be  filled 
in  in  accordance  with  the  Treasury  Regulations,  before  the 
coupons  or  orders  for  registered  interest  to  which  they  may 
be  attached  shall  be  paid.  (T.  D.  No.  1901,  November  28, 
1913.    And  see  also  T.  D.  1955,  March  10,  1914,  by  which  the 

2  6  The  requirement  as  to  filling  in  the  serial  numbers  of  bonds  on 
ownership  certificates  was  not  prescribed  by  a  distinct  regulation, 
but  the  form  originally  provided  (No.  1000)  contained  a  blank  line 
for  this  purpose.  This  is  omitted  from  the  forms  of  certificates  now 
in  use,  viz..  No.  1000  A,  revised,  and  No.  1000  B,  revised. 
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provisions  of  the  foregoing  regulation  were  further  extended 
to  June  30,  1914,  and  T.  D.  No.  1985,  May  28,  1914,  by  which 
the  same  provisions  were  further  extended  to  October  31, 
1914,  and  T.  D.  No.  2022,  October  3,  1914,  by  which  the  re- 
quirement as  to  filling  in  the  serial  numbers  of  bonds,  in  own- 
ership certificates,  was  waived  "until  further  notice.") 

§  114.  Extension  of  Time  for  Use  of  Temporary  Form  No. 
1005 

The  time  fdr  the  use  of  temporary  certificate  (Form  1005) 
shall  be  extended  from  November  16,  1913,  to  January  15, 
1914,  when  signed  by  a  person,  firm,  or  corporation  licensed 
under  paragraph  E  of  the  income-tax  law,  provided  such  form 
shall  only  be  used  in  cases  where  the  coupons  to  which  it  shall 
relate  shall  have  been  received  by  such  licensed  person,  firm, 
or  corporation  from  a  foreign  country.  (T.  D.  No.  1902,  No- 
vember 28,  1913.) 

§  115.  Permissible  Substitution  of  Certificates  of  Banks 
and  Collecting  Agents  for  Owners'  Certificates 
Attached  to  Coupons 

Treasury  Regulations  of  October  25,  1913,  and  those  sup- 
plementary thereto,  require  that,  under  the  conditions  therein 
prescribed,  there  shall  be  attached  to  interest  coupons,  matur- 
ing on  bonds  and  other  similar  obligations  of  corporations,  etc., 
which  may  be  presented  for  collection,  certain  certificates  of 
ownership  signed  by  the  owners  of  the  bonds  from  which  the 
coupons  were  detached  or  by  their  duly  authorized  agents.^  ^ 

Notice  is  hereby  given  that  responsible  banks,  bankers,  and 
collecting  agents  receiving  coupons  for  collection  with  the 
aforesaid  certificates  of  ownership  attached  may  either  present 
the  coupons  with  the  attached  certificates  to  the  debtor  or  with- 
holding agent  for  collection,  or,  at  the  option  of  the  collecting 

27  Requirement  that  ownership  certificates  shall  be  signed  by  the 
owner  or  his  agent,  supra,  §§  79,  80.  Particular  directions  as  to  sig- 
nature by  duly  authorized  agent,  infra,  §  116.  Regulation  authoriz- 
ing use  of  certain  forms  for  substituted  certificates  by  collecting 
agents,  infra,  §  124. 
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agent,  the  certificates  above  referred  to  may  be  detached  from 
such  coupons  and  forwarded  direct  to  the  Commissioner  of 
Internal  Revenue  at  Washington,  D.  C,  as  hereinafter  set 
forth,  provided  such  bank,  banker,  or  collecting  agent  shall 
thereupon  substitute  for  said  ovk^ners'  certificate  and  attach  to 
said  coupons,  in  lieu  of  said  certificate  of  owner,  a  certificate 
signed  by  said  bank,  banker,  or  collecting  agent,  to  whom  said 
coupons  may  have  been  first  presented  for  collection,  in  sub- 
stantially the  following  form:  [Form  No.  1000a.  See  Ap- 
pendix, p.  700.] 

The  certificate  of  the  owner,  for  which  the  foregoing  cer- 
tificate of  the  collecting  agent  may  be  thus  substituted  by  the 
collecting  agent  first  receiving  said  coupons  for  collection,  must 
be  given  the  following  indorsement  by  the  collecting  agents  and 
should  be  made  preferably  with  a  rubber  stamp : 

Owner's  certificate  No 

(Name  of  collecting  agency.) 

191-. 

(Give  date  of  certificate.) 

The  counterpart  of  the  within  certificate 
bearing  like  number  was  attached  to  the 
coupons  within  mentioned  for  delivery  to 
the  debtor  or  withholding  agent,  by  whom 
the  coupons  are  payable. 

Certificates  of  owners  for  which  collecting  agents'  certificates 
are  substituted  must  be  forwarded  to  the  Commissioner  of 
Internal  Revenue  at  Washington,  D.  C,  by  the  collecting 
agency  receiving  them  not  later  than  the  20th  day  of  the  montli 
succeeding  that  in  which  said  coupons  were  thus  received  for 
collection. 

All  banks,  bankers,  or  other  collecting  agents  who  may  sub- 
stitute their  certificates  for  the  certificates  of  owners  under  the 
foregoing  plan  will  be  required  to  keep  a  complete  recoi-d  of  all 
such  transactions  and  substitutions  of  certificates,  showing  all 
certificates  for  which  the  collecting  agents'  certificates  have 
been  issued  in  lieu  of  the  owners'  certificates. 

This  record  should  be  kept  by  months  and  should  give  the 
following  information : 
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Serial  number  of  item  received. 

Date  received. 

Name  of  person  from  whom  received. 

Address. 

Name  of  debtor  corporation. 

Class  of  bond  from  which  coupons  were  cut. 

Face  amount  of  coupons  collected. 

Deductions  from  tax  claimed  by  owners  under  paragraph  C 
of  Federal  income-tax  law. 

Amount  of  interest  collected. 

Until  the  further  ruling  by  this  department,  the  banks,  bank- 
ers, and  other  collecting  agents  who  may  substitute  their  cer- 
tificates for  the  certificates  of  owners  under  the  foregoing  plan 
will  not  be  required  to  secure  a  license  from  the  Treasury  De- 
partment for  being  permitted  to  make  such  substitutions  of 
their  own  certificates  for  those  of  the  owners,  provided  these 
regulations  are  strictly  complied  with. 

The  permission  to  banks,  bankers,  and  collecting  agents  to 
substitute  their  own  certificates  under  the  above  regulations  for 
those  of  the  owners  of  the  bonds,  etc.,  will  extend  to  respon- 
sible banks,  bankers,  and  collecting  agents  in  foreign  countries, 
as  well  as  to  those  in  the  United  States.  (T.  D.  No.  1903,  No- 
vember 28,  1913.) 

§  116.  Signature  of  Ownership  Certificates  by  Duly  Au- 
thorized Agents 

Certificates  of  ownership  which  are  required  to  accompany 
all  coupons  or  registered  interest  orders  under  regulations 
made  in  pursuance  of  section  2,  subsec.  D,  act  of  October  3, 
1913  (Comp.  St.  1913,  §  6324)  may  be  signed  in  the  name  of 
the  owner  of  the  bonds,  by  his  duly  authorized  agent,  and  the 
said  certificates  shall  give  the  full  name  and  address  of  both 
the  owner  and  his  authorized  agent. ^^ 

If  the  person,  firm,  or  organization  to  whom  the  certificate 

28  Eequirement  that  ownership  certificates  shall  be  signed  by  the 
owner  or  his  duly  authorized  agent,  supra,  §§  79,  80.  For  regulation 
authorizing  the  use  of  certain  forms  for  substituted  certificates  by 
collecting  agents,  see,  infra,  §  124. 
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thus  signed  is  presented  for  collection  is  reasonably  satisfied  as 
to  the  identity  and  responsibility  of  the  person  signing  as  duly 
authorized  agent,  he  or  it  shall  stamp  or  write  on  the  face  of 
said  certificate,  "Satisfied  as  to  identity  and  responsibility  of 
agent,"  giving  name  and  address  of  person  thus  certifying,  and 
said  certificate  may  then  be  accepted  by  persons,  firms,  or  or- 
ganizations to  whom  presented,  without  requiring  further  evi- 
dence as  to  authority  of  agent. 

If  the  person,  firm,  or  organization  first  receiving  certificate 
of  ownership  signed  by  an  agent  is  not  satisfied  or  can  not  sat- 
isfy himself  or  itself  as  to  the  agent's  identity  and  responsi- 
bility, then,  in  that  event,  the  authorized  agent  shall  furnish 
evidence  of  his  authority  so  to  act,  which  evidence  will  be  re- 
tained by  the  person,  firm,  or  organization  receiving  it,  and  the 
certificate  of  ownership  shall  then  be  indorsed  as  provided 
herein.    (T.  D.  No.  1904,  November  28,  1913.) 

§  117.     Supplemental  Regulations  Relative  to  Partnerships 

Inasmuch  as  individual  members  of  a  partnership  are  hable 
for  income  tax  upon  their  respective  interest  in  the  net  earn- 
ings of  said  partnership  and  are  required  to  include  said  net 
earnings  in  their  personal  returns,  the  partnership  may  file  with 
the  debtor  corporation,  or  with  a  withholding  agent,  a  notice, 
signed  in  the  name  of  the  partnership,  by  a  member  thereof, 
claiming  a  deduction  of  a  specific  amount  on  account  of  the 
legitimate  expenses  (not  including  the  personal  or  living  ex- 
penses of  the  partners)  incurred  in  conducting  the  business  of 
said  partnership,  and,  upon  receipt  of  said  notice,  said  with- 
holding agent  shall  not  withhold,  and  shall  not  be  held  liable 
for,  the  normal  tax  on  the  amount  of  income  equal  to  the 
amount  of  deduction  claimed  in  said  notice,  but  in  no  event 
shall  the  total  of  the  amounts  claimed,  as  provided  herein,  be 
in  excess  of  the  total  amount  of  the  actual  legitimate  annual 
expenses  incurred  by  said  partnership  in  the  conduct  of  its 
business.  Application  for  such  deduction  shall  be  made  in 
substantially  the  following  form :  [Form  No.  1011.  See  Ap- 
pendix, p.  717.] 
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Partnerships  are  not  subject  as  partnerships  to  the  income 
tax  and  are  required  to  make  statements  of  their  income  and 
earnings  as  partnerships  only  when  requested  to  do  so  by  the 
Commissioner  of  Internal  Revenue  or  the  collector  of  internal 
revenue  for  the  district  in  which  said  partnership  has  its  prin- 
cipal place  of  business,  and  when  such  a  statement  is  required, 
as  aforesaid,  the  said  statement  shall  give  a  complete  and  cor- 
rect report  of  the  gross  income  of  the  said  partnership  and  also 
a  complete  account  of  the  actual  legitimate  annual  expenses 
of  conducting  the  business  of  said  partnership  (not  including 
living  and  personal  expenses  of  the  partners)  and  the  net  profits 
and  the  name  and  address  of  each  of  the  members  of  said 
partnership  and  their  respective  interest  in  the  net  profits  thus 
reported. 

The  net  annual  income  of  a  partnership  when  apportioned 
and  paid  to  the  members  thereof,  shall  be  returned  by  each  in- 
dividual partner  receiving  same,  in  his  annual  return  of  net 
income,  and  the  tax  shall  be  paid  thereon  by  said  individual 
partner,  as  required  by  law. 

When  the  annual  income  of  a  partnership  is  not  distributed 
and  paid  to  the  members  thereof,  the  respective  interest  of 
each  member  in  said  profits  shall  be  ascertained,  and  the  indi- 
viduals entitled  thereto  shall  include  the  said  amount  in  their 
annual  return  as  part  of  their  gross  income,  the  same  as  if  said 
profits  had  been  distributed  and  paid  to  them. 

Undivided  annual  net  income  of  partnerships  thus  returned 
by  the  individual  members  thereof,  upon  which  the  tax  shall 
have  been  paid,  shall  not,  when  said  profits  are  actually  dis- 
tributed and  paid  to  the  partners,  be  again  included  in  their 
annual  return  as  a  part  of  their  gross  income. 

Foreign  partnerships  or  firms,  all  the  members  of  which 
are  both  citizens  or  subjects  and  residents  of  a  foreign  country, 
which  are  the  owners  of  bonds  and  mortgages  or  deeds  of 
trust  or  other  similar  obligations,  including  equipment  trust 
agreements,  receivers'  certificates,  and  stocks,  of  corporations, 
joint-stock  companies  or  associations,  and  insurance  com- 
panies, organized  or  doing  business  in  the  United  States,  may 
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file  with  the  debtor  or  withholding  agent,  with  their  coupons 
or  orders  for  registered  interest,  or  orders  for  other  income 
derived  from  property  or  investments  in  the  United  States, 
certificate  and  notice  of  ownership,  setting  forth  the  facts  as  to 
nonresidence  and  alienship,  and  the  debtor  or  withholding 
agent  shall  not  withhold  any  part  of  their  said  income. 

Where  a  foreign  partnership  or  firm  is  composed  of  both 
nonresident  foreigners  and  citizens  of  the  United  States,  or 
foreigners  resident  in  the  United  States  or  its  possessions,  the 
certificate  of  ownership  shall  show  this  fact,  and  the  name  and 
legal  address  of  each  member  of  said  partnership,  who  is  a 
citizen  of  the  United  States  or  who  is  a  foreigner  residing  in 
the  United  States  or  its  possessions,  shall  be  given  on  the  said 
certificate,  and  no  part  of  said  income  shall  be  withheld  by  the 
paying  agent.^° 

The  said  certificate  and  notice  of  ownership  shall  be  in  sub- 
stantially the  following  form:  [Form  No.  1014.  See  Ap- 
pendix, p.  723].     (T.  D.  No.  1905,  November  28,  1913.) 

§  118.  Duties  of  Guardians,  Trustees,  Executors,  etc.,  as 
to  Collecting  Income  Tax  and  Making  Returns 
Guardians,  trustees,  executors,  administrators,  agents,  re- 
ceivers, conservators,  and  all  persons,  corporations,  or  associa- 
tions acting  in  any  fiduciary  capacity  hereinafter  referred  to 
and  known  as  the  fiduciary,  who  hold  in  trust  an  estate  of  an- 
other person  or  persons  shall  be  designated  the  "source"  for 
the  purpose  of  collecting  the  income  tax,  and  by  filing  the  fol- 
lowing notice  with  other  debtors  or  withholding  agents,  said 
fiduciary  shall  be  exempt  from  having  any  income  due  to  them 
as  such,  withheld  for  any  income  tax  by  any  other  debtor  or 
withholding  agent.^° 

29  These  regulations  are  supplementary  to  those  set  forth  in  §  92, 
supra.  See,  also,  infra,  §§  145,  162.  Provisions  of  the  statute  ex- 
empting partnerships  as  such  from  income  taxation,  supra,  §§  15, 
32.     Discussion  of  the  subject,  infra,  §  263. 

30  Provision  of  the  statute  in  reference  to  the  duty  of  trustees,  ex- 
ecutors, and  other  fiduciaries,  in  making  returns  for  their  bene- 
ficiaries, and  deducting  and  withholding  the  tax,  supra,  §§  13,  22. 
Instructions  and  rulings  as  to  returns  to  be  made  by  fiduciaries,  in- 

(76) 


Ch.  2)  TEBASUET  REGULATIONS  AND  RULINGS  §  118 

Other  debtors  or  withholding  agents,  upon  receipt  of  this 
notice,  shall  refrain  from  withholding  any  part  of  such  income 
from  said  fiduciary  and  will  not,  in  such  case,  be  held  liable  for 
normal  tax  of  1  per  cent  due  thereon.  The  form  of  notice  to 
he  filed  with  the  debtor  or  withholding  agent  by  the  fiduciary 
shall  be  substantially  as  follows:  [Form  No.  1015.  See  Ap- 
pendix, p.  725.] 

RETURNS  MADS  BY  FIDUCIARY  AGENTS 

Said  fiduciaries  shall,  on  or  before  March  1  of  each  year, 
when  the  annual  interest  of  any  beneficiary  in  said  income  is  in 
•excess  of  $3,000,  make  and  render  a  return  of  the  income  of 
the  person  or  persons  for  whom  they  act  to  the  collector  of 
internal  revenue  of  the  district  in  which  the  fiduciary  resides. 

This  return  shall  give  an  itemized  statement  of  the  gross  in- 
come and  deductions  claimed  and  shall  be  in  the  same  form 
as  prescribed  for  annual  return  made  by  individuals. 

Said  fiduciary  acts  for  and  in  behalf  of  the  beneficiaries  of 
said  trust,  and  the  annual  return  required  as  above  in  behalf  of 
said  beneficiaries  has  reference  only  to  the  income  accruing  and 
payable  through  said  fiduciary,  and  not  the  income  of  said  ben- 
eficiaries from  other  sources,  unless  the  said  fiduciary  is  legally 
authorized  to  act  for  said  beneficiaries  in  their  individual  ca- 
pacity, in  which  case  said  fiduciary,  acting  as  duly  authorized 
agent  of  the  individual,  shall  also  make  the  personal  annual 
return  as  provided  by  law. 

There  shall  accompany  the  annual  return  of  said  fiduciary  a 
list  giving  the  name  and  full  address  of  each  beneficiary  and 
the  share  of  said  iricome  to  which  each  may  be  entitled. 

LIST  RETURNS  EILED  BY  FIDUCIARY  AGENTS 

Fiduciary  agents,  in  addition  to  the  annual  return  of  income 
required  by  these  regulations,  shall  make  an  annual  list  return, 
as  provided  by  regulations  for  withholding  agents,  whenever 

fra,  §  139.  Certificates  of  ownership  filed  by  fiduciaries,  infra,  §  146. 
Form  of  certificate  for  use  of  fiduciaries  claiming  exemption  from 
deduction  of  tax  at  source,  infra,  §  162. 
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payments  of  income  to  any  beneficiary  is  in  excess  of  $3,000. 
Said  list  return  shall  be  made  on  or  before  March  1  of  each 
year  to  the  collector  of  internal  revenue  for  the  district  in 
which  said  fiduciary  resides  or  has  his  principal  place  of  busi- 
ness, giving  name  and  address  of  each  beneficiary  of  said  trust, 
to  whom  annual  income  in  excess  of  $3,000  is  paid,  the  amount 
of  income  paid  to  each  beneficiary,  giving  source  of  income,  the 
amount  of  exemption  claimed  by  each  beneficiary,  if  any,  and 
the  amount  of  income  withheld  for  tax,  and  the  said  list  return 
shall  be  signed  by  the  fiduciary  making  same,  stating  in  what 
capacity  acting,  and  give  his  name  and  full  address. 

Fiduciaries  having  an  annual  income  that  is  not  distributed 
or  paid  to  the  beneficiaries  of  the  trust  under  which  said  fidu- 
ciary acts  shall  make  an  annual  list  return,  as  provided  herein, 
and  said  list  return  shall  show  the  name  and  address  of  each 
beneficiary  having  a  distributive  interest  in  said  income  in  ex- 
cess of  $3,000,  stating  the  distributive  amount  -of  each  benefi- 
ciary, and  shall  give  all  information  as  required  in  said  list  re- 
turns, and  shall  withhold  and  pay  to  the  collector,  as  provided 
by  law,  the  normal  tax  of  1  per  cent  upon  the  distributive  in- 
terest of  each  of  said  beneficiaries  in  excess  of  $3,000,  the  same 
as  if  said  income  was  actually  distributed  and  paid;  exemp- 
tion under  paragraph  C,  however,  may  be  claimed  by  the  bene- 
ficiary or  his  legal  representative  by  filing  his  claim  for  exemp- 
tion with  the  fiduciary  agent. 

When  the  fiduciary  agents  deduct,  withhold,  and  pay  the 
normal  tax  on  undivided  annual  net  income  as  provided  herein, 
they  shall  not  be  required  to  withhold  and  pay  again  the  nor- 
mal tax  on  said  income  when  actually  distributed  and  paid  to 
said  beneficiaries,  nor  shall  the  beneficiaries  be  required  again 
to  pay  the  normal  tax  on  the  amounts  on  which  the  tax  has 
been  paid  when  such  amounts  are  distributed. 

Where  the  normal  tax  is  withheld  and  paid  by  fiduciary 
agents  on  undivided  annual  income,  beneficiaries  (or  their  legal 
representatives)  in  whose  behalf  said  tax  is  paid  may  file  no- 
tice with  said  fiduciary  and  claim  the  benefit  of  any  annual 
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exemption  they  may  be  entitled  to  under  paragraph  C  of  the 
act  of  October  3,  1913,  as  provided  by  regulations,  the  same  as 
if  their  distributive  interest  in  said  income  was  actually  paid. 
(T.  D.  No.  1906,  November  28,  1913.) 

§  119.     Regulation    as    to    Acceptance    of    Original    and 
Amended  Forms  of  Ownership  Certificates 

Certificates  of  ownership,  Form  1000,  as  originally  pre- 
scribed in  regulations  of  October  25,  1913,  shall  be  accepted 
by  debtors  or  withholding  agents  when  properly  filled  in  and 
signed  by  the  owner  of  the  bonds  or  his  duly  authorized  agent 
until  December  10,  1913,  and  after  that  date  only  the  amended 
Form  1000,  as  prescribed  by  regulations,  shall  be  accepted.^ "^ 

Form  1000,  original  and  amended,  as  it  has  been  adapted  to 
the  use  of  guardians,  trustees,  executors,  administrators, 
agents,  receivers,  conservators,  and  all  persons,  corporations, 
or  associations  acting  in  a  fiduciary  capacity,  when  properly 
filled  in  and  signed  and  giving  the  information  required  by  the 
regulations,  shall  be  accepted  by  debtors  or  withholding  agent's 
until  regulations  giving  a  prescribed  form  of  certificate  of 
ownership  for  fiduciary  agents  are  issued,  and  for  30  days 
thereafter. 

Forms  1001,  1003,  and  1004,  as  they  have  been  adapted  to, 
the  use  of  foreign  organizations  and  foreign  partnerships, 
when  properly  filled  in  and  signed  and  giving  the  information 
required  by  regulations,  shall  be  accepted  by  debtors  or  with- 
holding agents  until  regulations  giving  a  prescribed  form  of 
certificate  of  ownership  for  foreign  organizations  and  foreign 
partnerships  are  issued,  and  for  thirty  days  thereafter.  (T. 
D.  No.  1907,  November  26,  1913.) 

31  Form  No.  1000,  as  originally  prescribed,  did  not  contain  a  state- 
ment of  the  total  amount  of  specific  exemption  to  which  the  taxpayer 
was  entitled  ($3,000  or  $4,000,  as  the  case  might  be.)  This  was 
added  In  the  amended  Form  No.  1000.  Both  these  forms  are  now 
superseded  by  revised  Form  1000  A  and  revised  Form  1000  B.  All 
these  forms  may  be  seen  printed  in  full  in  the  Appendix  to  this  vol- 
ume. 
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§:  120.  Licenses  for  Collection  of  Income  Received  from 
Foreign  Countries'^ 
All  persons,  firms,  or  corporations  undertaking  for  accom- 
modation or  profit  (this  includes  handling  either  by  way  of  pur- 
chase or  collection)  the  collection  of  coupons,  checks,  bills  of 
exchange,  etc., 

(a)  for  or  in  payment  of  interest  upon  bonds  issued  in  for- 

eign countries,  and 

(b)  upon  foreign  mortgages  or  like  obligations,  and 

(c)  for  any  dividends  upon  stock  or  interest  upon  obliga- 

tions of  foreign  corporations,  associations,  or  insur- 
ance companies  engaged  in  business  in  foreign  coun- 
tries, 
who  are  required  by  law  to  obtain  a  license  from  the  Commis- 
sioner of  Internal  Revenue,  shall  make  application  to  the  col- 
lector of  internal  revenue  for  the  district  in  which  they  do 
business,  for  such  license  in  the  following  form:  [Form  No. 
1017.    See  Appendix,  p.  '730.] 

The  collector  of  internal  revenue,  upon  receipt  of  such  appli- 
cation, shall  satisfy  himself  that  the  person,  firm,  or  corpora- 
tion making  application  is  considered  to  be  of  good  character 
and  business  standing  and  may  require  that  he  or  they  shall  be 
able  to  show  a  financial  rating  in  one  or  more  of  the  recognized 
mercantile  agencies  of  the  United  States,  equal  to  at  least  one- 
tenth  of  the  estimated  amount  of  annual  collections  of  foreign 
income  as  stated  in  the  application. 

The  collector  of  internal  revenue  having  thus  satisfied  him- 
self of  the  business  and  financial  reliability  of  the  person,  firm, 
or  corporation  making  application  for  license,  may  issue  the  li- 
cense without  requiring  a  bond  for  the  faithful  performance 
of  duty  and  compliance  with  the  law  and  regulations. 

In  cases  where  the  person,  firm,  or  corporation  shall  fail  to 
satisfy  the,  collector  of  internal  revenue  of  his  or  their  business 
or  financial  reliability,  the  collector  may  refuse  to  issue  license 

32  Provision  of  statute  requiring  licenses  for  collection  of  foreign 
items,  supra,  §  27.  Preliminary  regulation  on  this  subject,  supra,  § 
S5.     Penalty  for  failure  to  take  out  license,  supra,  §§  27,  90. 
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or  may  issue  a  license  upon  the  applicant  filing  a  surety  bond 
satisfactory  to  the  Commissioner  of  Internal  Revenue  for  a 
penal  sum  equal  to  2  per  cent  of  the  estimated  amount  of  col- 
lections stated  in  the  application,  the  minimum  penal  sum,  how- 
ever, to  be  $1,000,  and  the  maximum  not  in  excess  of  $100,000. 

The  bond,  when  required,  shall  be  executed  in  duplicate,  one 
of  which  shall  be  retained  in  the  office  of  the  collector  of  inter- 
nal revenue  with  whom  the  bond  is  filed,  and  the  other  shall  be 
forwarded  by  the  collector  to  the  Commissioner  of  Internal 
Revenue  at  Washington,  D.  C. 

The  form  of  license  to  be  issued  shall  be  as  follows :  [See 
Form  No.  1010,  Appendix,  p.  716.] 

This  license,  made  up  in  the  form  of  bound  books  containing 
50  each,  with  appropriate  stubs,  will  be  furnished  in  blank  to 
the  collectors  of  internal  revenue,  with  the  facsimile  signature 
of  the  Commissioner  of  Internal  Revenue  thereon,  and  shall 
not  be  valid  until  countersigned  by  the  collector  of  internal 
revenue  by  whom  issued. 

This  license  may  be  issued  without  cost  to  the  persons  to 
whom  issued  and  shall  continue  in  full  force  until  revoked. 
Failure  to  give  or  renew  the  bond  in  cases  where  a  bond  is  re- 
quired will  automatically  revoke  the  license. 

In  cases  where  licenses  are  issued  without  bond,  the  collector 
shall,  at  stated  yearly  periods,  inquire  into  and  satisfy  himself 
of  the  financial  responsibility  of  all  licensees. 

When  any  person,  firm,  or  corporation  has  branch  offices  and 
desires  to  collect  said  foreign  interest  or  dividend  income 
through  said  branch  offices,  the  application  for  license  or  li- 
censes shall  be  made  (and  bond  furnished,  when  a  bond  is  re- 
quired) by  the  person,  firm,  or  corporation  through  its  princi- 
pal office  for  its  branch  office  or  offices. 

The  bond  in  such  cases  shall  be  based  on  the  total  amount 
of  such  foreign  business  transacted  by  both  the  home  office  and 
its  branch  office  or  offices. 

This  application  for  licenses  shall  be  made  (and  bond  fur- 
nished when  bond  is  required)  to  the  collector  of  internal  reve- 
nue for  the  district  in  which  the  principal  or  home  office  is  lo- 
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cated.  The  names  and  addresses  of  the  branch  offices  shall  be 
furnished  to  the  collector  in  the  application  of  the  said  prin- 
cipal, and  if  the  requirements  of  the  Bureau  of  Internal  Reve- 
nue are  complied  with  to  the  satisfaction  of  the  said  collector, 
then  said  collector  shall  certify  this  fact  to  the  collector  of  in- 
ternal revenue  for  the  district  in  which  the  branch  office  for 
which  the  license  is  desired  is  located,  and  the  collector  to 
whom  this  certification  is  made  shall  thereupon  issue  a  license 
as  provided  herein  to  such  branch  office. 

No  bond  will  be  required  in  any  case  for  the  month  of  De- 
cember, 1913,  but  the  required  license  may  be  issued  by  col- 
lectors of  internal  revenue  immediately  upon  receipt  of  the 
blank  licenses  in  all  cases  where  the  applications  for  licenses 
which  may  have  been  filed  shall  have  been  duly  approved. 

The  bond,  if  required,  must  be  filed  for  the  calendar  year 
1914  and  for  each  calendar  year  thereafter. 

All  bonds  must  be  renewed  or  new  bonds  furnished  on  or 
before  January  1  of  each  successive  year. 

The  applications  for  these  licenses  and  the  stubs  of  the  li- 
censes issued  shall  be  retained  and  preserved  in  the  offices  of 
the  collectors  of  internal  revenue.  (T.  D.  No.  1909,  November 
28,  1913.) 

§  121.  Form  of  Certificate  for  Fiduciaries  Not  Claiming 
Exemption  From  Deduction  of  Income  lax  at 
the  Source 

Fiduciary  agents  may,  if  they  so  desire,  use  instead  of  Form 
1015  prescribed  in  supplemental  regulations  (T.  D.  1906)  of 
November  28,  1913,  a  certificate  in  substantially  the  following 
form:    [Form  No.  1019.     See  Appendix,  p.  733.] 

When  the  fiduciary  uses  the  above  form  of  certificate  the 
debtor  organization  shall  be  the  source  for  the  deduction  and 
withholding  of  the  normal  tax  of  1  per  cent,  as  required  by 
regulations,  and  fiduciaries  receiving  the  income  described  in 
the  said  certificate  from  which  the  1  per  cent  normal  tax  has 
thus  been  withheld,  shall  not  be  required  to  again  deduct  and 
withhold  the  normal  tax  of  1  per  cent  upon  the  said  income. 
(T.  D.  No.  1911,  December  8,  1913.) 
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§  122.     Extension  of  Time  for  Use  of  Certain  Forms 

The  time  in  which  Forms  1000  (original  and  amended),  1001, 
1003,  and  1004,  as  provided  in  T.  D.  1907,  issued  November 
26,  1913,  may  be  used  shall  be  extended  to  January  15,  1914. 
(T.  D.  No.  1912,  December  8,  1913.    See  supra,  §  119.) 

§  123.     Monthly  and  Annual  List  Returns  of  Debtors  and 
Withholding  Agents 

Debtors  or  withholding  agents  are  required  by  regulations 
made  in  pursuance  to  section  2,  subsec.  D,  act  of  October  3, 
1913  (Comp.  St.  1913,  §  6324)  to  make  both  a  monthly  and 
an  annual  list  return.^' 

The  required  monthly  list  return  shall  give  a  list  of  all  cou- 
pon or  interest  payments  made,  on  which  the  normal  tax  of  1 
per  cent  was  deducted  and  withheld  and  shall  show  the  name 
and  address  in  full  of  the  owners  of  the  bonds,  amount  of  the 
income,  amount  of  exemption  claimed,  amount  of  income  on 
which  withholding  agent  is  liable  for  tax,  and  the  amount  of 
tax  withheld,  and  shall  be  made  in  substantially  the  following 
form:    [Form  No.  1012.    See  Appendix,  p.  718.] 

The  annual  hst  return  to  be  made  by  debtors  or  withholding 
agents  of  the  normal  tax  of  1  per  cent  withheld  from  interest 
payments  made  upon  bonds  or  other  similar  obligations  shall 
be  made  on  or  before  March  1  of  each  calendar  year  and  in 
substantially  the  following  form:  [Form  No.  1013.  See  Ap- 
pendix, p.  722.] 

The  monthly  list  return  in  the  form  as  required  herein  shall 
constitute  a  part  of  the  annual  list  return  to  be  made  by  debt- 
ors or  withholding  agents,  and  the  debtor  or  withholding  agent 
will  not  be  required  in  making  an  annual  list  return  of  the  tax 
withheld  from  income  derived  from  interest  upon  bonds  and 
mortgages  or  deeds  of  trust,  or  other  similar  obligations  of  cor- 
porations, joint  stock  companies,  or  associations  and  insurance 
companies,  to  again  make  an  itemized  list  of  the  amount  of 


3  3  Extension  of  time  for  filing  list  returns,  infra,  §  131.  Revised 
form  for  list  returns  prescribed,  infra,  §  152.  Wlien  list  returns  re- 
quired to  be  verified,  infra,  §  161. 
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tax  withheld  from  each  person,  but  will  give  in  the  annual  list 
return  the  totals  of  the  monthly  list  return  for  each  month 
of  the  year  for  which  annual  list  return  is  made. 

All  substitute  certificates  of  collecting  agents  authorized  by 
regulations  that  are  received  by  debtors  or  withholding  agents 
will  be  considered  the  same  as  certificates  of  owners,  and  in 
entering  same  in  making  monthly  list  returns,  debtors  or  with- 
holding agents  will  enter  the  name  and  address  of  the  collect- 
ing agent  and  the  number  of  the  substitute  certificate  issued  in 
lieu  of  the  original  certificate  containing  the  name  and  address 
of  the  owner  of  the  bonds. 

Until  the  further  ruling  on  this  subject  by  this  department 
no  list  return  is  required  to  be  made  of  certificates  of  owner- 
ship accompanying  coupons  or  registered  interest  orders  filed 
with  a  debtor  or  withholding  agent,  when  the  owners  of  the 
bonds  are  not  subject  to  having  the  normal  tax  withheld  at  the 
source,  but  all  such  certificates  of  ownership  shall  be  for- 
warded by  the  debtor  or  withholding  agent  to  the  collector  of 
internal  revenue  for  his  or  its  district,  on  or  before  the  20th 
day  of  the  month  succeeding  that  in  which  said  certificates  of 
ownership  were  received  by  him  or  it. 

All  forms  of  monthly  and  annual  list  returns  herein  pro- 
vided for  shall  be  10%  inches  wide  and  16  inches  from  top  to 
bottom.    (T.  D.  No.  1914,  December  9,  1913.) 

§  124.     Forms  of  Certificates  of  Collecting  Agents,  Substi- 
tuted for  Owners'  Certificates 

Subject  to  the  provisions  of  the  regulations  in  T.  D.  1903, 
dated  November  28,  1913,  collecting  agents  may  substitute 
Form  1000a,  properly  filled  in  and  numbered,  for  the  certifi- 
cate of  the  owner  on  Form  1000.'* 

When  collecting  agents  substitute  their  own  certificate  in 
lieu  of  owner's  certificate  on  Form  1001,  said  substitute  certifi- 
cate shall  be  in  substantially  the  following  form:  [Form  No. 
1001a.     Provision   is   also   made  in   this   regulation    for  the 

3*  Regulation  permitting  use  of  substitute  certificates  by  collecting 
agents  for  owners'  certificates,  supra,  §  115. 
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use  of  Forms  1003a,  1004a,  1011a,  1014a,  101  Sa,  1016a,  and 
1018a,  as  substitutes  to  be  filed  by  collecting  agents  for  the 
corresponding  owners'  certificates.  All  these  forms  may  be 
seen  in  the  Appendix  to  this  volume,  infra,  pp.  708  to  732.] 
All  of  the  forms  prescribed  herein  to  be  used  by  collecting 
agents  for  substitution  in  lieu  of  the  owner's  certificate,  ac- 
companying coupons  to  be  presented  for  collection,  shall  be 
subject  to  all  of  the  provisions  of  the  regulations  as  published 
in  T.  D.  1903  of  November  28,  1913,  the  same  as  the  said  regu- 
lations are  made  to  apply  to  Form  1000a,  as  given  therein.  (T. 
D.  No.  1915,  December  5,  1913.) 

§  125.  Form  of  Certificate  for  Foreign  Organizations  En- 
gaged in  Business  in  the  United  States  and  Sub- 
ject to  Income  Tax,  Claiming  Exemption  from 
Collection  of  Tax  at  the  Source 

Foreign  organizations  engaged  in  business  within  the  United 
States  are  subject  to  the  normal  tax  of  1  per  cent  per  annum 
upon  the  amount  of  net  income  accruing  from  business  trans- 
acted and  capital  invested  within  the  United  States ;  but  said 
organizations  shall  be  exempt  from  having  any  part  of  their 
income  withheld  by  a  debtor  or  withholding  agent. ^^ 

The  certificate  to  be  furnished  by  foreign  organizations  en- 
gaged in  business  in  the  United  States  shall  be  in  substantially 
the  following  form:  [Form  No.  1018.  See  Appendix,  p. 
731].    (T.  D.  No.  1916,  December  5,  1913.) 

§  126.     Extension  of  Time  for  Filing  Monthly  List  Returns 

The  time  for  filing  itemized  monthly  list  returns  of  coupon 
and  registered  interest  payments  for  the  month  of  November, 
1913,  which  are  required  by  regulations  to  be  filed  on  or  before 
December  20,  1913,  is  extended  to  January  5,  1914.  (T.  D. 
No.  1917,  December  16,  1913.) 

S5  When  foreign  corporations  subject  to  income  tax,  see,  supra,  § 
32.  Collection  of  interest  on  bonds  of  foreign  corporations  payable 
within  the  United  States,  infra,  §  157.  Meaning  of  "foreign  corpo- 
rations" and  "fiscal  agents"  in  Treasury  regulations,  infra,  §  166. 
General  discussion  of  income  taxation  on  foreign  corporations,  in- 
fra, §  266. 
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§  127.     Form  of  Signature  to  Ownership  Certificates 

Certificates  of  ownership,  heretofore  executed  by  the  own- 
ers of  bonds,  etc.,  or  their  duly  authorized  agents,  in  compli- 
ance with  the  income-tax  regulations,  and  signed  either  with 
the  Christian  name  or  the  ordinary  or  usual  business  signa- 
ture, and  giving  the  full  address  of  the  owner,  shall  be  ac- 
cepted by  debtor  organizations  or  their  duly  authorized  with- 
holding agents.  ^° 

Hereafter  it  will  not  be  required  that  ownership  certifi- 
cates be  signed  with  the  full  Christian  names  of  the  owners  by 
the  owners  or  their  duly  authorized  agents,  but  the  said  own- 
ers or  agents  may  use  their  ordinary  or  usual  business  signa- 
tures, provided  it  identifies  them  and  is  accompanied  by  their 
complete  address.    (T.  D.  No.  1920,  December  20,  1913.) 

§  128.     Interest  on  State  and  Municipal  Securities  Not  Tax- 
able at  the  Source 

Until  January  IS,  1914,  and  thereafter  until  further  instruc- 
tions are  issued,  the  income  derived  in  the  shape  of  interest 
from  the  obligations,  general  or  special,  of  any  State,  or  of 
any  county,  municipality,  or  taxing  district  therein,  shall  be 
exempt  from  the  collection  of  the  income  tax  at  the  source, 
whether  the  payment  of  such  obligation  is  provided  for  by 
general  or  local  taxation  or  out  of  a  general,  special,  or  sep- 
arate fund.'' 

3  8  The  original  requirement  of  the  Department  was  that  owner- 
ship certificates  "must  be  signed  by  the  claimants  with  their  lull 
name."  Supra,  §  80.  -  Signature  of  ownership  certificates  when  made 
by  partnerships,  infra,  §  368 ;  on  behalf  of  non-resident  aliens,  su- 
pra, §  111 ;   in  case  of  joint  owners,  infra,  §  357. 

3  7  The  act  of  Congress  exempts  from  the  income  tax  interest  upon 
"the  obligations  of  a  state  or  any  political  subdivision  thereof." 
Supra,  §  9.  The  Treasury  department  was  at  first  disposed  to  hold 
that  special  assessment  districts  (such,  for  instance,  as  irrigation 
districts)  were  not  political  subdivisions  of  a  state.  The  opinion 
of  the  Attorney  General  having  been  requested  on  this  point,  the 
foregoing  temporary  regulation  was  issued.  Afterwards,  the  At- 
torney General  having  ruled  that  all  such  special  assessment  dis- 
tricts were  within  the  intent  of  Congress  in  making  the  exemption, 
a  general  regulation  conforming  to  that  opinion  was  issued.  See, 
infra,  §  141.    For  general  discussion  of  this  subject,  see,  infra,  §  277. 
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Any  regulation  or  ruling  of  the  Bureau  of  Internal  Revenue 
in  conflict  herewith  is  hereby  suspended  as  above  provided. 
(T.  D.  No.  1922,  December  24,  1913.) 

§  129.     Specific  Exemption  in  Case  of  Husband  and  Wife 

Every  single  person  and  every  married  person  not  living 
with  husband  or  wife  in  the  sense  below  defined  who  has  a  net 
income  exceeding  $3,000  per  annum  is  liable  to  pay  the  normal 
income  tax  under  this  law,  but  in  making  return  for  such  tax 
may  claim  an  exemption  of  $3,000  from  their  total  net  income. 

Husband  and  wife  living  together  are  entitled  to  an  exemp- 
tion of  $4,000  only  from  the  aggregate  net  income  of  both, 
which  may  be  deducted  in  making  the  return  of  such  aggregate 
income  for  taxation.  However,  when  the  husband  and  wife 
are  separated  and  living  permanently  apart  from  each  other 
each  shall  be  entitled  to  the  exemption  of  $3,000. 

If  the  husband  and  wife  not  living  apart  have  separate  es- 
tates, the  income  from  both  may  be  made  on  one  return,  but 
the  amount  of  income  of  each  and  the  full  name  and  address 
of  both  must  be  shown  in  such  return. 

The  husband,  as  the  head  and  legal  representative  of  the 
household  and  general  custodian  of  its  income,  should  make 
and  render  the  return  of  the  aggregate  income  of  himself  and 
wife,  and  for  the  purpose  of  levying  the  income  tax  it  is  as- 
sumed that  he  can  ascertain  the  total  amount  of  said  income. 

If  a  wife  has  a  separate  estate  managed  by  herself  as  her 
own  separate  property  and  receives  an  income  of  more  than 
$3,000,  she  may  make  return  of  her  own  income,  and  if  the 
husband  has  other  net  income,  making  the  aggregate  of  both 
incomes  more  than  $4,000,  the  wife's  return  should  be  attached 
to  the  return  of  her  husband,  or  his  income  should  be  included 
in  her  return,  in  order  that  a  deduction  of  $4,000  may  be  made 
from  the  aggregate  of  both  incomes.  The  tax  in  such  case, 
however,  will  be  imposed  only  upon  so  much  of  the  aggregate 
income  of  both  as  shall  exceed  $4,000. 

If  either  husband  or  wife  separately  has  an  income  equal  to 
or  in  excess  of  $3,000,  a  return  of  annual  net  income  is  re- 
quired under  the  law,  and  such  return  must  include  the  income 
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of  both,  and  in  such  case  the  return  must  be  made  even  though 
the  combined  income  of  both  be  less  than  $4,000. 

If  the  aggregate  net  income  of  both  exceeds  $4,000,  an  an- 
nual return  of  their  combined  incomes  must  be  made  in  the 
manner  stated,  although  neither  one  separately  has  an  income 
of  $3,000  per  annum.  They  are  jointly  and  separately  liable 
for  such  return  and  for  the  payment  of  the  tax. 

The  single  or  married  status  of  the  person'  claiming  the 
specific  exemption  shall  be  determined  as  of  the  time  of  claim- 
ing such  exemption  if  such  claim  be  made  within  the  year  for 
which  return  is  made  otherwise  the  status  at  the  close  of  the 
year.'* 

These  regulations  hereby  supersede  the  regulations  relative 
to  paragraph  C  of  the  income-tax  law,  as  prescribed  on  page  4 
of  Regulations,  part  2,  issued  under  date  of  October  31,  1913. 
(T.  D.  No.  1923,  December  27,  1913.) 

§  130.     Use  of  Bi-Lingual  Texts  in  Ownership  Certificates 
of  Aliens  and  Foreign  Corporations 

Certificates  of  ownership  required  to  be  filed  with  interest 
coupons  or  orders  for  registered  interest  by  nonresident  for- 
eigners on  Form  1004,  by  foreign  partnerships  on  Form  1014, 
and  by  foreign  organizations  on  Form  1016  shall  be  printed,  as 
prescribed  by  regulations,  in  the  English  language,  and  directly 
under  each  line  of  the  English  text  on  each  of  the  above- 
mentioned  certificates  there  may  be  printed  the  text  of  said 
certificate  in  a  foreign  language. 

In  executing  these  certificates,  however,  all  blanks  to  be 
filled  in,  with  amounts,  shall  be  filled  in,  using  United  States 
dollar  values. 

These  certificates  shall  be  of  the  same  size  as  prescribed  by 
regulations  for  all  certificates  of  ownership.  (T.  D.  No.  1926, 
December  30,  1913.) 

88  Provision  of  the  statute  on  this  subject,  see,  supra,  §  10.  Gen- 
eral discussion  of  subject,  infra,  §§  291,  319. 

(88) 


Ch.  2)  TREASUEI   REGULATIONS  AND   RULINGS  §  132 

§  131.     Extension  of  Time  for  Filing  Monthly  List  Returns 

The  time  for  filing  the  (a)  monthly  list  return  '°  required  of 
the  first  bank  or  collection  agency  accepting  coupons  or  inter- 
est orders  for  collections,  when  not  accompanied  by  a  certifi- 
cate of  ownership,  and  the  (b)  monthly  list  return  required  of 
licensed  banks  or  collection  agencies  collecting  incomes  from 
bonds,  etc.,  issued  in  a  foreign  country,  as  provided  in  T.  D. 
1887  (pp.  5  and  6),  which  are  required  to  be  filed  on  the  20th 
day  of  the  month  next  succeeding  that  in  which  said  items 
were  received,  is  hereby  extended  to  January  20,  1914.  (T. 
D.  No.  1927,  January  2,  1914.) 

§  132.  Prescribing  Additional  Forms  on  Which  to  Make 
Returns  of  Annual  Net  Income  for  the  Income 
Tax 

The  forms  numbered  and  described  below,  in  addition  to 
those  previously  approved,  are  prescribed  by  this  department 
for  the  purposes  indicated  in  connection  with  the  administra- 
tion of  the  federal  income-tax  law  (sec.  2  of  the  act  of  Oct.  3, 
1913) : 

Forms  1030,  1031,  1032,  1033,  1034,  and  1035  are  to  be  used 
by  corporations  in  making  their  returns  of  annual  net  income, 
as  follows:  No.  1030  by  insurance  companies;  No.  1031  by 
banks  and  other  financial  institutions  (class  A);  No.  1032  by 
pubhc  service  corporations  (class  B);  No.  1033  by  manufac- 
turing corporations  (class  C) ;  No.  1034  by  mercantile  corpo- 
rations (class  D);  No.  1035  by  miscellaneous  corporations 
(class  E). 

Form  1040  is  to  be  used  by  individuals,  or  their  duly  au- 
thorized agents,  in  making  the  personal  return  of  annual  net 
income. 

Form  1041  is  to  be  used  by  fiduciaries  in  making  returns  of 
annual  net  income  in  behalf  of  their  beneficiaries  and  as  with- 
holding agents. 

3  9  General  regulations  as  to  monthly  and  annual  list  returns,  see, 
supra,  §  123. 
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Form  1042  is  the  annual  list  return  of  withholding  agents 
of  taxes  withheld  by  them  on  income  other  than  that  derived 
from  corporate  obligations. 

Form  1043  is  a  monthly  list  return  of  taxes  withheld  on 
foreign  income  by  licensed  banks  or  collecting  agents. 

Form  1043a  is  the  annual  list  return  to  be  made  by  licensed 
banks  and  collecting  agents  of  taxes  withheld  by  them  during 
the  year  on  foreign  items. 

Form  1044  is  a  monthly  list  return  of  taxes  withheld  by  the 
first  bank  or  collecting  agency  receiving  coupons  or  interest 
orders  not  accompanied  by  certificates  of  owners. 

Form  1044a  is  the  annual  list  return  of  taxes  withheld  dur- 
ing the  year  by  the  first  bank  or  collecting  agency  receiving 
coupons  or  interest  orders  not  accompanied  by  certificates  of 
owners. 

Form  23a  will  be  used  by  collectors  in  listing,  for  assess- 
ment, the  corporations  showing  net  income  upon  which  the  tax 
is  to  be  computed,  this  form  to  be  prepared  in  duplicate. 

Form  23&  will  be  used  by  collectors  in  listing,  for  assess- 
ment, withholding  agents,  fiduciaries,  etc.,  and  individuals  who 
return  a  taxable  income.  (T.  D.  No.  1928,  January  2,  1914. 
Forms  1030-1035,  1040-1044a,  here  mentioned  are  printed  in 
the  Appendix  to  this  volume,  infra,  pp.  736-794.) 

§  133.  Form  of  Ownership  Certificate  in  Case  of  Fiducia- 
ries Not  Claiming  Exemption  at  Source 

Subject  to  the  provisions  of  the  regulations,  in  T.  D.  1903, 
dated  November  28,  1913,  collecting  agents  may  substitute 
Form.  1019a,  properly  filled  in  and  numbered,  for  the  certifi- 
cate of  the  owner  on  Form  1019. 

When  collecting  agents  substitute  their  own  certificate  in 
lieu  of  owner's  certificate  on  Form  1019,  said  substitute  certifi- 
cate shall  be  in  substantially  the  following  form:  [Form  No. 
1019a.  See  Appendix,  p.  '735.]  (T.  D.  No.  1929,  January 
3,  1914.) 
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§  134.     Taxability  of  Mutual  Telephone  Companies 

Sir:  This  office  is  in  receipt  of  your  letter  of  the  31st  ulti- 
mo, asking  advice  as  to  whether  or  not  mutual  telephone  com- 
panies will  be  required  to  file  returns  of  annual  net  income  un- 
der the  provisions  of  section  2,  act  of  October  3,  1913. 

In  reply  you  are  informed  that  under  the  provisions  of  the 
act  above  cited,  every  corporation,  joint-stock  company,  and 
every  insurance  company,  no  matter  how  created  or  organized, 
is  subject  to  the  income  tax  and  will  be  required  to  make  re- 
turns of  annual  net  income,  except  such  as  are  specifically 
enumerated  in  the  act  as  exempt  from  its  provisions.  In  the 
list  of  those  so  enumerated  as  exempt  do  not  appear  mutual 
telephone  companies  or  similar  organizations.*" 

Since  under  this  act  no  exemption  is  provided,  either  express 
or  implied,  for  mutual  telephone  and  like  companies,  and  lia- 
bility is  not  dependent  upon  whether  or  not  the  corporation  is 
organized  for  profit,  it  is  held  that  all  corporations  not  specif- 
ically enumerated  as  exempt  will  be  required  to  make  returns 
of  annual  net  income  and  to  pay  any  tax  that  may  be  assessed 
upon  the  net  income  returned. 

This  ruling  will  comprehend  all  telephone  companies,  local 
insurance  companies,  and  like  corporations  whether  or  not  they 
are  organized  primarily  for  thejnutual  benefit  of  their  mem- 
bers.   (T.  D.  No.  1933,  January' 12,  1914.) 

§  135.     Minimum  Income  Returnable  for  1913 
Section  2,  subsec.  D,  act  of  October  3,  1913  (Comp.  St. 

1913,  §  6324),  provides  that  on  or  before  the  1st  day  of  March, 

1914,  and  the  1st  day  of  March  in  each  year  thereafter,  a 
true  and  accurate  return,  under  oath  or  affirmation,  shall  be 
made  to  the  collector  of  internal  revenue  by  each  person  of 
lawful    age  who  may  be  subject  to  the  tax  imposed  by  this 

*»  What  corporations  and  organizations  exempt  from  income  tax, 
see,  supra,  §  33.  Cooperative  dairies  and  other  like  organizations 
not  exempt,  infra,  §  160.  Exempt  organizations  not  required  to  act 
as  withholding  agents,  infra,  §  151.  General  discussion  as  to  ex- 
empt corporations,  infra,  §  279  et  seq. 
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section  who  has  a  net  income  of  $3,000  or  over  for  the  taxable 
year. 
It  is  further  provided  that  for  the  year  ending  December  31, 

1913,  the  tax  shall  be  computed  on  the  net  income  accruing 
from  March  1  to  December  31,  1913,  both  dates  inclusive,  after 
deducting  five-sixths  only  of  the  specific  exemption  and  deduc- 
tions allowable  for  an  entire  taxable  year.*^ 

Since  the  return  of  annual  net  income  for  the  year  1913, 
as  applied  to  individuals,  is  for  but  five-sixths  of  the  calendar 
year,  and  as  the  law  provides  that  returns  shall  be  made  on  the 
basis  of  five-sixths  of  the  year,  it  is  held  that  individuals  whose 
net  income  is  $2,500  or  more  for  the  10  months  constituting 
the  taxable  period  of  1913  shall  make  returns  of  annual  net  in- 
come in  accordance  with  the  general  provisions  of  the  law 
covering  the  1913  taxable  period.  (T.  D.  No.  1934,  January 
16,  1914.) 

§  136.     Extension  of  Time  for  Use  of  Certain  Forms 

Notice  is  hereby  given  that  Forms  1001,  1003,  and  1004,  as 
adapted  to  the  use  of  foreign  organizations,  foreign  partner- 
ships, and  foreign  fiduciaries,  when  properly  filled  in  and  sign- 
ed, and  giving  the  information  required  by  regulations,  may  be 
accepted  by  debtors  or  withholding  agents  until  March  31, 

1914.  (T.  D.  No.  1938,  January  2^,  1914.) 

§  137.  Blank  Forms  to  be  Furnished;  Authorization  to- 
Private  Parties  to  Print  Their  Own  Forms 
Collectors  of  internal  revenue  are  instructed  that  the  depart- 
ment will  furnish  blank  forms  of  certificates  and  other  forms 
to  be  used  in  connection  with  the  collection  of  the  income  tax 
and  the  making  of  their  returns  by  taxpayers  to  such  parties  as 
may  make  application  for  the  same.  Private  corporations  and 
others  desiring  to  have  these  forms  printed  for  themselves  may 
do  so  if  they  will  strictly  observe  the  requirements  of  the  de- 
partment as  to  size,  print,  and  contents  of  the  forms  and  certifi- 

*i  Text  of  the  statute  on  this  point,  supra,  §  11. 
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cates  as  prescribed  by  the  regulations.  (T.  D.  No.  1939,  Janu- 
ary 28/1914.) 

§  138.     Effect  of  Tax-Exemption  Clause  in  Bonds 

This  office  is  in  receipt  of  numerous  letters  asking  whether 
income,  tax  on  which  is  paid  or  to  be  paid  at  the  source,  al- 
though not  withheld  at  the  source,  can  be  placed  in  column  A, 
page  2,  of  Form  1040,  and  in  reply  to  this  inquiry  you  [collec- 
tors of  internal  revenue]  will  advise  as  follows : 

The  stipulation  in  bonds  whereby  the  tax  which  may  be 'as- 
sessed against  them  or  the  income  therefrom  is  guaranteed,  is 
a  contract  wholly  between  the  corporation  and  the  bondholder, 
and  in  so  far  as  the  income-tax  law  applies,  the  Government 
will  not  differentiate  between  coupons  from  bonds  of  .this  char- 
acter and  those  from  bonds  carrying  no  such  guaranty.  The 
debtor  corporation,  or  its  duly  authorized  withholding  agent, 
will  be  held  responsible  for  the  normal  tax  due  in  such  cases 
when  no  tax  has  been  withheld  and  no  exemption  claimed. 
Income  paid  by  "debtors"  from  March  1  to  November  1, 

1913,  shall  be  included  in  the  return  of  the  individual  (under 
column  B,  page  2,  of  Form  1040)  as  income  upon  which  the 
normal  tax  of  1  per  cent  has  not  been  withheld  and  paid  at  the 
source.  Income  received  by  individuals  between  November  1 
and  December  31,  1913,  upon  which  the  normal  tax  has  been 
withheld  at  the  source  shall  be  included  in  their  annual  return 
(under  column  A,  page  2,  of  Form  1040)  as  income  upon  which 
the  tax  has  been  withheld.*^      (T.  D.  No.  1942,  February  3, 

1914,  as  amended  by  T.  D.  No.  1948,  February  12,  1914.) 

§  139.     Fiduciaries  and  Their  Returns  on  Form  1041 

T.  D.  1908  provides  that  all  fiduciaries  shall  on  or  before 
March  1  of  each  year,  when  the  annual  interest  of  any  benefi- 
ciary in  the  income  of  the  estate  or  trust  is  in  excess  of  $3,000 

*2  Contracts  or  covenants  for  payment  of  interest  on  bonds  "free 
of  taxes,"  see,  supra,  §  39  (provision  of  the  statute)  and  infra,  § 
360,  discussion  of  subject.  Interest  on  tax-free  bonds,  paid  by  cor- 
poration, not  deductible  by  it  in  making  annual  return  for  purposes 
of  income  tax,  infra,  §  303. 
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($2,500  for  the  year  1913),  make  and  render  a  return  of  the  in- 
come of  the  person  or  persons  (the  beneficiaries)  for  whom 
they  act  to  the  collector  of  internal  revenue  of  the  district  in 
which  the  fiduciary  resides. 

Where  a  decedent  died  after  March  1  in  the  year  1913,  and 
from  March  1  up  to  the  date  of  his  death  had  a  net  income  of 
$2,500  or  more,  the  fiduciary  (i.  e.,  the  executor  or  administra- 
tor) should  make  a  return  for  the  decedent  on  Form  1040,  and 
the  income  tax,  both  normal  and  additional,  shown  to  be  due 
thereon  will  be  a  debt  against  the  estate  of  the  decedent.  The 
same  principle  will  apply  to  subsequent  years  if  the  net  income 
of  the  decedent  from  January  1  to  the  date  of  his  death 
amounts  to  $3,000  or  more.  No  other  return  is  required  to  be 
made  by  the  fiduciary  until  the  settlement  of  the  estate  has 
reached  the  stage  when  the  beneficiaries  thereof  and  their  re- 
spective interests  in  the  income  derived  from  the  estate  are 
determinable,  and  then  the  fiduciary  is  required  to  file  a  return 
on  or  before  March  1  of  each  year,  as  prescribed  by  the  regula- 
tions. 

The  fiduciary  will  enter  on  page  2  of  Form  1041,  under  the 
appropriate  heads,  all  income  accruing  to  the  beneficiaries  of 
the  trust  or  estate  from  March  1  to  December  31,  1913,  inclu-. 
sive ;  but  the  interest  derived  from  the  obligations  of  a  State 
or  any  political  subdivision  thereof  and  the  obligations  of  the 
United  States  or  its  possessions,  is  not  to  be  included. 

The  fiduciary  will  enter  on  page  3  of  Form  1041  for  the  year 
1913  five-sixths  of  the  deductions  allowable  under  paragraph  B 
of  the  law,  and  on  line  1  it  will  be  proper  for  the  fiduciary  to 
enter  all  legitimate  expenses  incurred  in  administering  the  es- 
tate or  trust.  If  the  fiduciary  holds  and  rents  business  or  resi- 
dential property  and  pays  insurance,  water  rents,  commissions 
for  the  collection  of  rents,  or  any  other  necessary  expenses  in 
managing  the  estate  or  trust,  it  will  be  proper  to  enter  same  on 
line  1  as  an  allowable  deduction. 

The  amount  to  be  shown  on  page  1,  line  3,  will  represent  the 
total  amount  of  income  accruing  through  the  fiduciary  to  the 
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beneficiaries  of  the  estate  or  trust  which  is  subject  to  the  nor- 
mal tax,  and  when  the  interest  of  any  one  beneficiary  in  this 
amount  from  November  1  to  December  31,  1913,  inclusive,  was 
in  excess  of  $3,000,  whether  distributed  or  not,  the  fiduciary 
was  required  to  withhold  and  pay  the  normal  tax  on  the  whole 
$3,000  and  excess  thereof,  unless  the  beneficiary  filed  with  the 
fiduciary  Form  1007,  as  prescribed  by  the  regulations  claiming 
exemption  under  paragraph  C,  and  in  that  event  the  fiduciary 
was  only  required  to  withhold  and  pay  the  normal  tax  on  the 
amount  in  excess  of  the  exemption  claimed. 

T.  D.  1906  prescribes  that  when  fiduciaries  make  their  an- 
nual return  they  shall  give  the  name  and  full  address  of  each 
beneficiary  and  the  share  of  income  to  which  each  may  be  en- 
titled, which  information  shall  be  given  on  page  1  of  Form 
1041.  In  the  column  "Amount  of  income  paid  or  accrued  to 
beneficiaries"  should  be  entered  the  respective  interest  of  the 
beneficiary  in  the  amount  of  income  as  shown  on  page  1, 
line  3. 

When  the  interest  of  any  beneficiary  in  the  amount  of  in- 
come subject  to  the  normal  tax,  as  shown  on  Form  1041,  page 
1,  line  3,  is  in  excess  of  $3,000,  and  the  same  was  paid  to  the 
beneficiary  within  the  period  from  November  1  to  December 
31,  1913,  both  dates  inclusive,  the  fiduciary  was  required  to 
withhold  and  pay  the  normal  tax  as  prescribed  by  the  regula- 
tions, and  the  information  required  should  be  given  on  Form 
1041,  page  1,  ^ving  the  name  and  full  address  of  each  benefi- 
ciary, the  amount  of  income  paid  or  payable  to  each  beneficiary 
(this  amount  would  be  the  beneficiary's  interest  in  the  amount 
of  income  subject  to  the  normal  tax  as  shown  on  line  3),  the 
amount  of  exemption  claimed  under  paragraph  C  (if  any),  and 
the  amount  of  tax  withheld,  all  to  be  given  in  the  respective 
columns  in  the  order  named. 

A  fiduciary  acting  for  a  minor  or  insane  person  who  had  a 
net  income  of  $2,500  or  more  for  the  year  1913  will  make  the 
return  for  his  ward  on  Form  1040  and  will  not  be  required  to 
file  a  return  on  Form  1041,  unless  he  has  more  than  one  ward 
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by  reason  of  the  same  estate  or  trust ;  then  in  that  event  a  re- 
turn will  be  required  on  Form  1041,  and  a  separate  return  on 
Form  1040  for  each  ward  having  a  net  income  of  $2,500  or 
more  for  the  year  1913. 

The  income  accruing  or  paid  to  a  beneficiary  through  a  fidu- 
ciary may  be  composed  in  part  of  dividends,  or  income  upon 
which  the  normal  tax  has  been  withheld  and  paid  or  to  be  paid 
at  the  source,  or  income  derived  from  the  obligations  of  a  State 
or  any  political  subdivision  thereof  or  from  the  obligations  of 
the  United  States  or  its  possessions  (income  from  the  obliga- 
tions of  a  State  or  any  political  subdivision  thereof  and  from 
obligations  of  the  United  States  or  its  possessions  is  not  subject 
to  the  tax  and  should  not  be  included.)  If  a  beneficiary  has 
other  income  which,  added  to  the  income  accruing  to  him 
through  his  fiduciary,  gives  him  a  net  income  of  $2,500  or  more 
for  the  period  from  March  1  to  December  31,  1913,  inclusive, 
he  should  make  a  return  of  his  gross  income  on  Form  1040,  as 
required  by  the  regulations. 

To  illustrate:  If  a  fiduciary's  gross  income  was  $10,000,  de- 
rived from  the  following  sources : 

1.  Interest  upon  the  obligations  of  the  United  States $  1,000 

2.  Dividends  on  stock  or  net  earnings  of  corporations 2,000 

3.  Interest  from  bonds  containing  "tax-free  covenant  clause," 

upon  which  the  fiduciary  did  not  claim  any  exemption  at 
source  and  which  he  entered  on  Form  1041,  on  page  2, 
Column  A,  as  income  on  which  normal  tax  was  withheld      2,000 

4.  Income  from   rents,  etc 5,000 

10,000 

The  fiduciary's  return  on  Form  1041  would  show  as  follows : 

Page  2.     Line  3,  Column  B,  amount  of  rents $5,000 

Line  5,  interest     from     bonds,     "tax-free     clause," 

Column  A 2,000 

Line  10,  dividends 2,000 

Aggregate  total  of  gross  Income 9,000 


(No  entry  of  interest  on  United  States  bonds,  $1,000.) 
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Page  8.  Line  1,  necessary  expenses  actually  paid  in  carry- 
ing on  business,  including  compensation  of  fidu- 
ciary, water  rents,  insurance,  etc 450 

Line  3,  taxes    paid 400 

Line  6,  actual  repairs  made  on  building,  or  amount 

allowed  for  wear  and  tear 150 

Line  7,  dividends  not  subject  to  normal  tax 2,000 

Line  8,  amount  of  income  on  which  normal  tax  has 
been  deducted  and  withheld  at  source,  bonds  with 
"tax-free  clause" 2,000 

Total  deductions 5,0U0 


Page  1.    Line  1,  gross    income 9,000 

Line  2,  total  deductions 5,000 

Line  3,  amount  of  income  due  beneficiary,  which  is 
subject  to  normal  tax 4,000 

The  beneficiary  has  filed  with  the  fiduciary  as  a  withholding 
agent  a  claim  for  exemption  under  paragraph  C  for  $2,500  (ex- 
emption of  single  person  for  1913),  and  the  return  on  Form 
1041  would  show  on  page  1,  in  addition  to  the  foregoing  en- 
tries, the  following: 

John  Doe,  76  B.  Street,  New  York  City. 
In  third  column,  amount  of  income  paid  or  accrued  to  bene- 
ficiary    $4,000 

In  fourth  Column,  amount  of  exemption  claimed 2,500- 

In  fifth  column,  amount  of  income  on  which  fiduciary  is  liable 

to  tax 1,500 

In  sixth  column,  amount  of  normal  tax  withheld 15 

In  the  foregoing  illustration  the  beneficiary,  in  his  return  on 
Form  1040,  would  make  no  return  of  item  1,  interest  on  Unit- 
ed States  bonds.  Item  2,  dividends,  would  be  entered  on  page 
2,  line  11,  and  for  the  purpose  of  calculating  the  normal  tax 
would  be  an  allowable  deduction  on  page  1,  line  4.  Item  3,  in- 
terest on  bonds,  would  be  entered  on  page  2,  line  7,  column  A, 
and  for  the  purpose  of  calculating  the  normal  tax  would  be  an 
allowable  deduction  on  page  1,  line  5.  Item  4,  rents,  would  be 
entered  on  page  2,  line  7;  $1,500  in  column  A,  and  $2,500  in 
Bl.Ino.Tax.  (2d  Ed.)  —7  (97) 
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column  B  (exemption  of  $2,500  claimed  and  no  tax  withheld  on 
this  amount).    This  would  show — 

Income  received  from  fiduciary  subject  to  be  returned  on 

Form    1040 $8,000 

Deductions  and  exemption  allowable  in  calculating  normal  tax    8,000 
No  normal  tax  due,  it  having  been  paid  at  the  source  by  the 
fiduciary  as  shown  by  his  return  on  Form  1041. 

In  making  the  foregoing  entry  on  Form  1040,  on  line  11, 
there  should  be  written  just  above  the  printed  heading  "Amount 
received  from  fiduciary,"  and  the  amount  should  be  entered  in 
the  appropriate  column.*' 

No  illustration  is  given  of  income  accruing  to  the  beneficiary 
from  other  sources,  an  illustration  of  this  sort  not  being  deem- 
ed necessary,  as  such  income  is  entered  in  the  usual  way.  (T. 
D.  No.  1943,  February  4,  1914.) 

§  140.     Persons  Subject  to  Normal  Tax  Only  Not  Required 
to  Return  Income  Derived  from  Dividends 

Referring  to  that  provision  of  the  income-tax  law  which 
reads  as  follows:  "Provided  further,  that  persons  liable  for 
the  normal  income  tax  only,  on  their  own  account  or  in  be- 
half of  another,  shall  not  be  required  to  make  return  of  the 
income  derived  from  dividends  on  the  capital  stock  or  from 
the  net  earnings  of  corporations,  joint  stock  companies  or  as- 
■  sociations,  and  insurance  companies  taxable  upon  their  net 
income  as  hereinafter  provided,"  you  [collectors  of  internal 
revenue]  are  informed  that  returns  of  individuals,  when  such 
individuals  are  subject  to  the  normal  tax  only,  need  not  in- 
clude the  income  derived  from  the  dividends  or  net  earnings 
referred  to  above.     When  individuals  are  subject  to  the  ad- 

43  Provision  of  the  statute  in  reference  to  the  duty  of  trustees, 
executors,  and  other  fiduciaries,  In  making  returns  for  their  bene- 
ficiaries, and  deducting  and  withholding  the  income  tax,  supra,  §§ 
13,  22.  Regulation  regarding  duties  of  guardians,  trustees,  execu- 
tors, etc.,  as  to  collecting  income  tax  and  making  returns,  supra,  § 
118.  Certificates  of  ownership  filed  by  fiduciaries,  infra,  §  146. 
Form  of  certificate  for  use  of  fiduciaries  claiming  exemption  from 
deduction  of  tax  at  source,  infra,  §  162. 
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ditional  tax,  such  income  derived  from  said  dividends  or  net 
earnings  must  be  shown  oh  the  return. 

Persons  having  an  annual  net  income  of  $3,000  or  more, 
including  the  income  derived  from  dividends  or  net  earnings 
of  corporations,  etc.,  but  whose  total  net  income  is  less  than 
$20,000,  and  whose  net  income,  exclusive  of  the  income  de- 
rived from  dividends  or  net  earnings  of  such  corporations, 
etc.,  is  less  than  $3,000  for  the  taxable  year  ($2,500  for  the 
year  1913),  shall  not  be  required  to  make  a  return  of  annual 
net  income. 

Returns  which  have  been  or  may  be  received  from  persons 
subject  to  the  normal  tax  only,  in  which  such  dividends  are 
included  and  deducted,  need  not  be  changed  to  meet  the  pro- 
visions of  this  regulation.**  All  previous  rulings  of  the  de- 
partment, including  the  general  regulations  No.  33,  are 
amended  accordingly.  (T.  D.  No.  1945,  February  7,  1914. 
By  a  subsequent  regulation,  T.  D.  No.  1947,  February  12, 
1914,  the  provisions  of  the  foregoing  regulation  were  specifi- 
cally extended  so  as  to  include  and  apply  to  returns  made  by 
fiduciaries  as  such.) 

§  141.  Special  Assessment  Districts  Under  State  Laws  for 
Public  Purposes  are  Political  Subdivisions  of  a 
State 

Referring  to  paragraph  B,  section  2,  of  the  income-tax  law, 
which  reads  as  follows :  "That  in  computing  net  income  there 
shall  be  excluded  interest  upon  the  obligations  of  a  State  or 
any  political  subdivision  thereof,"  you  [collectors  of  internal 
revenue]  are  informed  that  under  date  of  January  30,  1914, 
the  honorable  the  Attorney  General  held  that  special  assess- 
ment districts  created  under  the  laws  of  the  several  states  for 
public  purposes,  such  as  the  improvement  of  streets  and  pub- 
lic highways,  the  provision  for  sewerage,  gas,  and  light,  and 
the  reclamation,    drainage,    or   irrigation   of   bodies    of   land 

44  Provision  of  the  statute  on  tMs  subject,  see  supra,  §  16.  Dis- 
cussion of  subject,  infra,  §  245. 
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within  such  special  assessment  districts,  when  such  districts 
are  for  public  use,  are  political  subdivisions  of  the  State  with- 
in the  meaning  of  the  above  proviso. 

It  is  held  that  the  term  "political  subdivision"  includes  spe- 
cial assessment  districts  or  divisions  of  a  State  created  by  the 
proper  authority  of  the  State  acting  within  its  constitutional 
powers  and  under  its  general  laws,  for  the  purpose  of  carry- 
ing out  a  portion  of  those  functions  of  the  State  which  by 
long  usage  and  inherent  necessities  of  government  have  al- 
ways been  regarded  as  public. 

Levee  and  school  districts  when  lawfully  created  under  the 
authority  of  the  State  and  which  are  authorized  by  the  laws 
of  the  State  to  levy  a  tax  to  meet  the  obligations  of  such 
districts  are  also  held  to  be  political  subdivisions  of  a  State 
within  the  meaning  of  the  income-tax  law. 

The  income  derived  from  interest  upon  the  obligations  of 
all  such  public  districts  shall  therefore  be  excluded  in  comput- 
ing net  income  for  the  income  tax.^"*  This  decision  super- 
sedes T.  D.  1910.    (T.  D.  No.  1946,  February  10,  1914.) 

§  142.     Time  for  Filing  Returns  and  Penalties  in  Connec- 
tion Therewith 

To  collectors  of  internal  revenue :  You  are  advised,  and 
will  so  announce  from  your  respective  ofiSces,  that  the  law 
and  regulations  require  returns  of  income  for  the  taxable 
period,  March  1  to  December  31,  1913,  to  be  made  and  filed 
on  or  before  March  1,  1914.  The  law  is  mandatory  and  al- 
lows no  discretion  to  be  exercised  by  any  officer.  Section  3176, 
Revised  Statutes  of  the  United  States,  (Comp.  St.  1913,  § 
5899)  as  amended  and  made  part  of  the  income-tax  law, 
gives  to  collectors  of  internal  revenue  (they  being  satisfied  as 
to  the  merits  of  the  claim,  and  in  the  reasonable  exercise  of 
their  judgment  and  discretion)  authority  to  grant  extension 
of  time  not  to  exceed  30  days  from  the  time  prescribed  by 

4  5  Provision  of  the  statute  with  reference  to  exemption  of  interest 
on  obligations  of  political  subdivisions  of  states,  see,  supra,  §  9. 
Discussion  of  subject,  infra,  §  277. 
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law  in  which  to  file  a  return  of  net  income,  and  then  only 
in  cases  where  such  failure,  neglect,  or  refusal  is  the  result 
of  "sickness  or  absence." 

You  are  also  advised,  and  will  so  announce,  that  there  will 
be  no  change  in  income-tax  regulations  as  they  now  exist 
prior  to  March  1,  1914,  and  that  all  persons  and  corporations 
required  to  make  a  return  which  have  not  as  yet  done  so 
should  make  and  file  their  returns  at  the  earliest  opportunity 
and  on  or  before  March  1. 

Collectors  will  forward  to  this  office  immediately  a  report 
showing  the  number  of  returns  filed  in  their  respective  offices 
as  of  February  20,  1914. 

Penalties  and  additional  tax,  in  connection  with  refusal  or 
neglect  to  Me  return  of  income  within  the  prescribed  time 

As  to  corporations. — For  neglect  or  refusal  to  make  a  re- 
turn within  the  prescribed  time,  corporations  are  liable  to  a 
penalty  not  to  exceed  $10,000;  and  in  case  of  neglect  or  re- 
fusal to  make,  or  for  a  false  or  fraudulent  return  made,  100' 
per  cent  is  to  be  added  to  the  tax ;  and  in  the  case  of  neglect 
or  refusal  to  make  and  verify  a  return  within  the  prescribed 
time  (except  in  case  of  sickness  or  absence)  50  per  cent  is  tO' 
be  added  to  the  tax ;  and  in  case  of  an  officer  of  a  corporation 
or  like  institution  charged  with  the  duty  and  responsibility 
of  making  and  verifying  a  return  who  makes  a  false  or  fraudu- 
lent return  with  the  intent  to  defeat  or  evade  any  assessment 
or  tax,  he  shall, be  guilty  of  a  misdemeanor,  and  be  subject 
to  a  fine  not  to  exceed  $2,000,  or  to  imprisonment  not  to  ex- 
ceed one  year,  or  both,  at  the  discretion  of  the  court,  together 
with  costs. 

As  to  individuals. — For  neglect  or  refusal  to  make  a  re- 
turn within  the  prescribed  time,  the  penalty  is  not  less  than  $20 
nor  more  than  $1,000;  and  in  case  of  intentional  neglect  or 
refusal  to  make,  or  for  a  false  or  fraudulent  return  made, 
there  shall  be  added  100  per  cent  to  the  tax;  and  in  case  of 
neglect  or  refusal  to  make  a  return  within  the  prescribed 
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time  (except  in  case  of  sickness  or  absence)  there  shall  be 
added  50  per  cent  to  the  tax."  (T.  D.  No.  1950,  February  19, 
1914.  Note,  however,  that  the  statute  itself— Rev.  Stat.  § 
3176  [Comp.  St.  1913,  §  5899]  as  amended  and  made  a  part 
of  the  income-tax  law — authorizes  the  addition  of  100  per 
cent  of  the  tax  as  a  penalty  only  in  case  of  a  "false  or  fraudu- 
lent list  intentionally"  returned,  not  in  case  of  "intentional 
neglect  or  refusal"  to  make  a  return,  as  specified  in  the  fore- 
going regulation.  For  the  "refusal  or  neglect,  except  in  case 
of  sickness  or  absence,  to  make  a  list  or  return,  or  to  verify 
the  same  as  aforesaid,"  the  statute  authorizes  the  addition  of 
50  per  cent  to  the  tax  as  a  penalty.  And  see  General  Income 
Tax  Regulations  No.  33,  art.  164.) 

§  143.     Extension  of  Time  for  Filing  Returns  by  American 
Citizens  Living  Abroad 

To  collectors  of  internal  revenue :   Referring  to  that  portion 

of  section  3176,  of  the  Revised  Statutes  (Comp.  St.  1913,  § 

5899)  as  incorporated  in  the  income-tax  law,  which  provides 

that— 

In  case  of  neglect  occasioned"  by  sickness  or  absence  as  aforesaid, 
the  collector  may  allow  such  further  time  for  making  and  delivering 
such  list  or  return  as  he  may  deem  necessary,  not  exceeding  thirty 
days — 

you  are  informed  as  follows : 

Various  citizens  of  the  United  States  living  abroad  were 
unable  through  such  absence  from  this  country  to  inform  them- 
selves as  to  the  requirements  of  the  law,  and  were  also  unable 
to  obtain  the  necessary  blank  forms  on  which  to  make  their 
returns  of  annual  net  income  for  the  income  tax.  You  are 
therefore  authorized  to  mark  the  returns  received  from  for- 
eign countries  after  March  2  and  up  to  and  including  March 
31  as  having  the  time  extended  to  cover  the  period  of  filing 
such  return. 


46  As  to  time  for  filing  income  tax  returns,  see,  supra,  §  12  (text 
of  statute),  and  infra,  §  321.  Penalties  for  neglect  or  refusal  to 
make  return  and  for  false  and  fraudulent  returns,  supra,  §  31  (text 
of  statute)  -and   infra,  §§  331,  332,  discussion  of  subject. 
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The  State  Department  has  cabled  the  consular  service  and 
others  residing  in  foreign  countries  that  they  shall  forward  a 
letter,  in  which  their  income  shall  be  stated,  and  that  such 
letter  will  be  received  in  lieu  of  the  return  so  far  as  the  date 
of  filing  is  concerned. 

Such  letters  are  now  coming  to  this  office,  and  they  are  be- 
ing forwarded  to  the  various  collection  districts  to  be  held  as 
tentative  returns  until  the  returns  on  Form  1040  shall  be  re- 
ceived. The  regular  returns  on  Form  1040  when  received 
should  be  attached  to  the  tentative  returns  and  both  should 
be  forwarded  to  this  office  with  the  assessment  lists  on  which 
the  same  shall  be  listed.  The  date  of  filing  the  returns  should 
be  considered  that  on  which  such  tentative  returns  were  filed.*^ 
(T.  D.  No.  1953,  March  2,  1914.) 

§  144.  Collectors  to  Furnish  Information  Concerning  In- 
come Tax  Regulations  and  Rulings 
A  large  part  of  the  volume  of  correspondence  coming  to 
this  office,  asking  for  information  relative  to  making  return 
and  ascertainment  of  net  income,  etc.,  for  the  income  tax,  is 
sufficiently  covered  by  regulations,  and  should  be  answered 
in  the  offices  of  collectors.  Collectors  have  been  furnished 
with  copies  of  Regulations  No.  33,**  and  will  be  advised  from 
time  to  time  of  additional  rulings  in  income-tax  matters.  Col- 
lectors are  therefore  advised  that  letters  coming  to  this  office 
asking  for  information  which  should  be  supplied  by  collectors 
in  accordance  with  instructions  and  regulations  furnished  them, 
will  be  referred  to  collectors  for  reply  and  writers  of  the  let- 
ters advised  of  the  reference.  Collectors,  upon  receipt  of  let- 
ter referred  to  them  by  this  office,  will  give  immediate  atten- 
tion to  the  subject-matter  of  the  inquiry,  in  accordance  with 
the  regulations  and  instructions  bearing  upon  the  same.  (T. 
D.  No.  1956,  February  14,  1914.) 

4  7  Time  for  payment  of  tax  by  American  citizens  living  abroad, 
infra,  §  174.  Taxation  of  incomes  of  non-resident  citizens,  infra,  § 
255. 

*8  Internal  Revenue  Regulations  No.  33,  printed  in  full  In  the  next 
(third)  chapter  of  this  volume. 
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§  145.  Partnerships  Not  Subject  to  Income  Tax,  But  Re- 
quired to  File  Certificates  of  Ownership  of 
Bonds,  etc. 

Referring  to  the  following  provision  in  paragraph  D  of 
the  income-tax  law  (Comp.  St.  1913,  §  6324) — 

That  any  persons  carrying  on  business  in  partnership  shall  be 
liable  for  income  tax  only  in  their  individual  capacity,  and  the  share 
of  the  profits  of  a  partnership  to  which  any  taxable  partner  would 
be  entitled  if  the  same  were  divided,  whether  divided  or  otherwise, 
shall  be  returned  for  taxation  and  the  tax  paid,  under  the  provi- 
sions of  this  section,  and  any  such  firm,  when  requested  by  the 
Commissioner  of  Internal  Revenue,  or  any  district  collector,  shall 
forward  to  him  a  correct  statement  of  such  profits  and  the  names 
of  the  individuals  who  would  be  entitled  to  the  same,  if  distributed — 

it  is  held  that  the  income  of  partnerships  per  se  is  not  subject 
to  the  income  tax.  The  provisions  of  the  law  "relating  to  the 
deduction  and  payment  of  the  tax  at  the  source  of  income" 
do  not  apply  to  the  income  of  partnerships  as  such.  Taxable 
members  of  partnerships  will  be  required  to  account,  in  their 
individual  returns,  for  their  respective  shares  or  interest  in 
the  partnership  profits,  whether  the  same  are  divided  and  dis- 
tributed or  not. 

Partnerships  owning  "bonds  and  mortgages,  or  deeds  of 
trust,  and  other  similar  obligations  of  corporations,  joint  stock 
companies  or  associations,  and  insurance  companies,"  shall 
file  certificates  of  ownership,  in  Form  1001  evidencing  the  fact 
of  partnership  ownership  when  presenting  for  collection  or 
payment  coupons  or  interest  orders  for  interest  upon  said  ob- 
ligations ;  and  when  such  certificates  are  filed,  the  tax  on  such 
interest  payments  to  partnerships  shall  not  be  withheld.*' 

The  last  sentence  in  article  14,  page  35,  and  article  47  of 
Income  Tax  Regulations  No.  33,  providing  for  claim  by  part- 
nerships   for   deduction    for   legitimate   expense   incurred   in 

*»  For  earlier  regulations  on  this  subject,  see,  supra,  §§  92,  117. 
See  also,  infra,  §  162.  Provisions  of  the  statute  exempting  partner- 
ships as  such  from  income  taxation,  supra,  §§  15,  32.  Discussion  of 
the  subject,  infra,  §  263.  The  provision  in  "paragraph  D  of  the 
income-tax  law,"  above  referred  to,  may  be  seen  in  §  15,  supra. 
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conducting  the  business  of  a  partnership,  are  hereby  super- 
seded and  repealed.    (T.  D.  No.  1957,  March  12,  1914.) 

§  146.     Certificates  of  Ownership  Filed  by  Fiduciaries 

Under  income  tax  regulations  No.  33,  articles  39  and  70,'^° 
fiduciaries  are  required  to  file  certificates  on  Form  1015  or 
Form  1019,  according  to  the  nature  of  the  claim  to  be  made 
by  the  fiduciary,  for  each  issue  of  bonds  and  for  each  trust. 
It  is  therefore  provided  that  where  fiduciaries  have  the  custody 
and  control  of  more  than  one  estate  or  trust,  and  said  estates 
or  trusts  have  as  assets  bonds  of  corporations,  etc.,  of  the  same 
issue,  said  fiduciaries  may  adapt  certificates  [on]  Form  1015 
or  Form  1019,  by  changing  the  words  "estate  or  trust"  in  lines 
2  and  3  of  said  forms  to  the  plural,  and  inserting  in  the  blank 
space  provided  in  line  3  of  said  forms  for  the  description  of 
the  estate  or  trust  the  words  "as  noted  on  the  back  hereof." 
In  such  cases  the  notation  on  the  back  of  the  certificate  should 
show  for  each  estate  or  trust  (a)  the  name  of  the  estate  or 
trust,  (b)  the  amount  of  the  bond,  (c)  the  amount  of  the  inter- 
est. In  all  other  respects  the  certificates  should  be  filled  out 
as  indicated  thereon  (T.  D.  No.  1961,  March  19,  1914.) 
[NOTE.  The  forms  above  referred  to  having  been  revised 
by  T.  D.  No.  1976,  dated  May  2,  1914,  it  was  considered  nec- 
essary to  provide,  by  a  new  regulation,  that  the  foregoing  pro- 
visions allowing  the  adaptation  or  modification  of  Forms  1015 
and  1019  should  be  applicable  to  these  Forms  in  their  revised 
forms,  as  well  as  in  their  original  forms.  This  was  done  by 
T.  D.  No.  1987,  dated  May  29,  1914.] 

§  147.     Deduction   by   Corporations    of   Interest   Actually 

Paid;   Calculation  of  Amount 

To  collectors  of  internal  revenue:    Your  attention  is  called 

to  that  provision  of  the  income  tax  law  designated  as  the  third 

deduction,   subdivision   b,   paragraph   G   (Comp.   St.    1913,   § 

6328)  reading  as  follows  : 

The  amount  of  interest  accrued  and  paid  within  the  year  on  its 
indebtedness  to  an  amount  of  such  indebtedness  not  exceeding  one- 


6  0  Infra,  §  180,  art.  39,  and  §  184,  art.  70. 
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half  Of  the  sum  of  its  interest-bearing  indebtedness  and  its  paid-up 
capital  stock  outstanding  at  the  close  of  the  year,  and  if  no  paid-up 
capital  stock,  the  amount  of  interest  paid  within  the  year  on  an 
amount  of  its  indebtedness  not  exceeding  the  amount  of  capital 
employed  in  the  business  at  the  close  of  the  year. 

It  is  held  that  in  the  case  of  a  corporation  having  capital 
stock  this  deductible  interest  is  interest  actually  accrued  and 
paid  within  the  year  on  an  amount  of  indebtedness  not  exceed- 
ing the  paid-up  capital  stock  outstanding  at  the  close  of  the 
year,  increased  by  the  addition  thereto  of  one-half  the  interest- 
bearing  indebtedness  outstanding  at  the  close  of  the  year. 

The  qualifying  phrase,  "outstanding  at  the  close  of  the 
year,"  appearing  in  the  foregoing  quotation,  is  held  to  apply 
to  both  paid-up  capital  stock  and  indebtedness,  and  "one-half 
the  sum  of"  qualifies  only  the  indebtedness,  which  indebted- 
ness, like  the  paid-up  capital  stock,  is  required  by  the  law  to  be 
reported,  in  making  return  of  annual  net  income,  as  outstand- 
ing at  the  close  of  the  year. 

If  no  indebtedness  is  outstanding  at  the  close  of  the  year;  the 
maximum  deduction  allowable  on  account  of  interest  paid  will 
be  the  amount  of  interest  actucdly  accrued  and  paid  on  an 
amount  of  indebtedness  not  exceeding  at  any  time  within  the 
year  the  entire  paid-up  capital  stock  outstanding  at  the  close  of 
the  taxable  year ;  that  is,  in  such  case,  the  paid-up  capital  stock 
outstanding  at  the  close  of  the  year  measures  the  highest 
amount  of  indebtedness  upon  which  deductible  interest  can  be 
computed. 

For  the  purpose  of  an  allowable  deduction,  interest  on  the 
maximum  amount  of  indebtedness,  determined  in  the  manner 
above  indicated,  can  be  computed  upon  such  amount  only  for 
the  time  during  which  such  amount  of  indebtedness  is  not  in 
excess  of  the  paid-up  capital  stock,  increased  by  one-half  the 
sum  of  the  interest-bearing  indebtedness  outstanding  at  the 
close  of  the  year. 

In  any  event,  the  amount  of  interest,  in  order  to  constitute 
an  allowable  deduction,  must  not  only  be  within  the  limit  of 
the  law  as  herein  defined,  but  must  have  actually  accrued  and 
been  paid  within  the  year  for  which  the  return  is  made. 
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In  cases  where  no  capital  stock  exists,  the  limitation  as  to  de- 
duction is  confined  to  interest  actually  paid  on  an  amount  of 
indebtedness  not  exceeding  at  any  time  during  the  year  the 
capital  employed  in  the  business  at  the  close  of  the  year.^^ 

Any  provision  in  the  regulations  heretofore  issued  incon- 
sistent with  the  foregoing  is  hereby  revoked.  (T.  D.  No. 
1960,  March  18,  1914.) 

§  148.     Income  Tax  Returns  Inviolably  Confidential 

The  attention  of  collectors  of  internal  revenue,  internal-rev- 
enue agents,  and  other  officers  concerned  is  invited  to  section 
3167  of  the  United  States  Revenue  Statutes  (Comp.  St.  1913, 
§  5887)  which  prohibits  the  disclosure  of  information  con- 
tained in  income  and  other  returns  of  internal-revenue  tax- 
payers.^^ 

All  internal-revenue  officers  will  preserve  as  inviolably  con- 
fidential all  income-tax  returns,  as  the  slightest  infraction  of 
law  upon  this  subject  will  be  severely  punished.  (T.  D.  No. 
1962,  March  20,  1914.) 

§  149.     Acceptance  of  Certified  Checks  in  Payment  of  Tax 

Sir:  This  office  is  in  receipt  of  your  letter  of  the  16th 
instant  in  reference  to  certified  checks  offered  in  payment  of 
internal-revenue  taxes  and  to  the  refusal  of  your  depository 
to  accept  such  checks  where  you  indorse  the  same  "without 
recourse." 

In  reply  you  are  informed  that  such  qualified  indorsement 
is  unnecessary,  and  that  any  instructions  on  Forms  17,  21,  and 
647  contrary  to  this  view  are  hereby  rescinded. 


51  Provisions  of  statute  as  to  deduction  of  interest  on  indebted- 
ness, in  case  of  individuals,  supra,  §  7,  in  ease  of  corporations,  supra, 
§  39.  Deduction  of  interest  on  indebtedness  secured  by  collateral 
the  subject  of  sale,  see,  infra,  §  158.  Interest  paid  as  allowable  de. 
duction,  see,  in  general,  infra,  §  302. 

52  Text,  of  statute  regarding  publicity  and  inspection  of  income 
tax  returns,  supra,  §  55.  Penalty  for  unlawfully  divulging  contents 
of  returns,  supra,  §  59.  Executive  order  and  Treasury  regulations 
concerning  inspection  of  returns,  infra,  §  170.  Discussion  of  sub- 
ject, infra,  §  324. 
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In  this  connection  attention  is  called  to  the  act  of  March  2, 
1911  (Comp.  St.  1913,  §  5711),  respecting  such  checks  not  duly 
paid  by  the  bank  certifying  to  the  same.  (T.  D.  No.  1963, 
March  18,  1914.) 

In  this  connection,  the  Treasury  Department  has  also  pub- 
lished (as  T.  D.  No.  1990,  dated  June  1,  1914)  the  following 
letter  addressed  by  the  Commissioner  of  Internal  Revenue  to 
the  Collector  of  Internal  Revenue  in  the  Sixth  District: 

Your  letter  of  the  28th  ultimo  has  been  received  in  which 
you  quote  a  letter  of  the  27th  idem,  addressed  to  you  by  the 
president  of  the  First  National  Bank  of  Abingdon,  calling  at- 
tention to  the  fact  that  you  are  receiving  from  taxpayers  in 
payment  of  income  tax  certified  checks  from  various  points 
in  your  district.  The  bank  requests  you  to  require,  the  income 
tax  to  be  paid  in  New  York,  Washington,  Baltimore,  or  Phila- 
delphia funds  which  can  be  used  in  New  York  at  par,  for  the 
reason  that  they  are  required  to  remit  every  day  in  New  York 
funds. 

You  call  attention  to  the  instructions  on  Form  647,  "Notice 
of  assessment  of  special  excise  and  income  tax,"  which  you 
state  instruct  taxpayers  that  they  may  remit  by  certified  check 
and  that  most  of  them  are  doing  so.  You  ask  what  steps  shall 
be  taken  by  you  in  case  the  bank  declines  to  accept  certified 
checks  for  deposit. 

In  reply  to  your  request  as  to  what  action  should  be  taken 
in  case  the  bank  declines  to  accept  certified  checks,  your  care- 
ful attention  is  invited  to  the  regulations  published  as  Depart- 
ment Circular  No.  11,  dated  March  27,  1913,  copy  inclosed. 
You  will  note  that  you  are  required  to  accept  in  payment  of 
all  internal-revenue  taxes  certified  checks  drawn  in  your  favor 
on  national  and  State  banks  and  trust  companies  located  in  the 
city  of  Abingdon,  and  in  addition  such  "out  of  town"  certified 
checks  as  you  can  cash  without  cost  to  the  Government.  In 
the  event  that  the  depositary  will  not  accept  for  deposit  "out 
of  town"  certified  checks,  you  are  not  required  by  law  or  reg- 
ulations to  accept  such  checks  in  payment  of  internal-revenue 
taxes. 
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■  The  law  does  not  specifically  authorize  the  acceptance  of  any 
form  of  exchange  in  payment  of  internal-revenue  taxes  other 
than  currency  and  such  certified  checks  as  are  specifically  de- 
scribed in  Department  Circular  No.  11,  reference  to  which  is 
made  above.  If,  however,  the  collector  elects  to  accept  drafts 
or  other  mediums  of  exchange  not  specifically  authorized  by 
law,  he  does  so  at  his  own  risk,  but  it  may  be  said  that,  if  the 
depositary  bank  will  accept  such  forms  of  exchange  indorsed 
by  the  collector  without  recourse  and  issue  therefor  regular 
certificates  of  deposit,  the  monetary  responsibility  would  ap- 
pear to  be  shifted  from  the  collector  to  the  depositary,  inas- 
much as  the  collector  would  be  entitled  to  credit  in  his  accounts 
by  reason  of  the  issuance  of  such  certificates  of  deposit  (see 
sec.  3211,  Rev.  St.  Comp.  St.  1913,  §  5934,  and  notation  found 
on  page  108  of  Compilation  of  Internal  Revenue  L,aws,  1911)." 

§  150.     Time  for  Paying  Over  Tax  Deducted  by  Withhold- 
ing Agents 

Attention  is  directed  to  note  A  appearing  on  the  bottom  of 
Forms  1012,  1012c,  1043,  and  1044,  providing  that- 
Withholding  agents  may,  if  they  so  desire,  pay  at  the  time  this 
list  is  filed,  to  the  collector  of  internal  revenue  with  whom  the  list 
is  filed,  the  amount  of  tax  withheld  during  the  month  for  which  the 
list  is  made. 

And  to  note  A,  Form  1042,  providing  that — 

The  amount  of  the  tax  withheld  during  the  year  for  which  the 
list  is  made,  may  be  paid  to  the  collector  at  the  time  the  list  is  filed. 

In  order  that  persons  whose  income  tax  is  deducted  and 
withheld  and  is  to  be  paid  at  the  source,  may  have  an  oppor- 
tunity to  file  with  the  source  which  is  required  to  withhold  and 
pay  tax  for  them  certificates  claiming  the  benefit  of  deductions 
and  exemptions  provided  for  in  paragraph  B  and  allowed  in 
paragraph  C  of  the  law  (Comp.  St.  1913,  §§  6322,  6323)=* 
withholding  agents  will  not  pay  to  collectors  of  internal  rev- 

53  Medium  of  payment  of  income  taxes,  see,  infra,  §  343. 

54  Claims  for  deductions  and  exemptions  made  by  persons  whose 
income  (or  part  of  whose  income)  is  taxed  at  the  source,  see,  supra, 
§§  99,  103,  and  infra,  §  370. 
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enue  the  tax  withheld  by  them  under  the  law  until  after  the 
time  for  filing  claims  for  deductions  and  exemptions  has 
expired.  See  Regulations  No.  33,  art.  33,  (a)  and  (b).  (T.  D. 
No.  1965,  March  23,  1914.) 

§  151.    Exempt   Organizations   Not   Required   to   Act   as 
Withholding  Agents 

This  office  is  in  receipt  of  several  communications  relative 
to  the  duty  as  withholding  agents  of  religious  corporations  and 
other  organizations  which  are  specifically  enumerated  in  the 
first  proviso  of  paragraph  G  of  section  2,  subd.  a,  of  the  act  of 
October  3,  1913  (Comp.  St.  1913,  §  6327). 

The  language  of  said  proviso  is  as  follows: 

That  nothing  in  this  section  shall  apply  to  labor,  agricultural,  or 
horticultural  organizations,  or  to  mutual  savings  banks  not  having 
a  capital  stock  represented  by  shares,  or  to  fraternal  beneficiary 
societies,  orders,  or  associations  operating  under  the  lodge  system 
or  for  the  exclusive  benefit  of  the  members  of  a  fraternity  itself 
operating  under  the  lodge  system,  and  providing  for  the  payment  of 
life,  sick,  accident,  and  other  benefits  to  the  members  of  such  socie- 
ties, orders,  or  associations  and  dependents  of  such  members ;  nor  to 
domestic  building  and  loan  associations;  nor  to  cemetery  com- 
panies, organized  and  operated  exclusively  for  the  mutual  benefit  of 
their  members;  nor  to  any  corporation  or  association  organized  and 
operated  exclusively  for  religious,  charitable,  scientific,  or  education- 
al purposes,  no  part  of  the  net  income  of  which  Inures  to  the  benefit 
of  any  private  stockholder  or  individual ;  nor  to  business  leagues ; 
nor  to  chambers  of  commerce  or  boards  of  trade,  not  organized  for 
profit  or  no  part  ol  the  net  income  of  which  inures  to  the  benefit  of 
the  private  stockholder  or  individual;  nor  to  any  civic  league  or 
organization  not  organized  for  profit  but  operated  exclusively  for  the 
promotion  of  social  welfare.su 

You  are  therefore  advised  that  the  words  "this  section"  are 
held  to  refer  to  and  mean  the  whole  of  section  2  of  the  act  of 
October  3,  1913,  which  section  comprises  the  income-tax  law, 
and  that  the  words  "nothing  in  this  section  shall  apply  to"  were 

6  5  Text  of  statute  exempting  certain  classes  of  corporations  and 
organizations,  supra,  §  33.  General  di'icussion  of  exempt  corpora- 
tions, infra,  §  279.  Taxability  of  mutual  telephone  companies,  supra, 
§  134 ;  of  cooperative  dairies  and  other  like  organizations,  infra, 
§  160. 

(110) 


Ch.  2)  TREASURY  REGULATIONS  AND  RULINGS  §  152 

intended  to  relieve  such  organizations,  etc.,  as  properly  come 
within  the  classifications  referred  to  in  the  proviso  quoted,  not 
only  from  the  payment  of  an  income  tax  but  from  every  obli- 
gation or  requirement  imposed  by  any  or  all  of  the  provisions 
of  said  section  upon  withholding  agents.  (T.  D.  No.  1967, 
March  25,  1914.) 

§  152.     Revision  of  Form  for  Monthly  List  Return  by  Col- 
lecting Agencies 

Collectors  are  hereby  advised  that  Form  1044,  for  monthly 
list  return  of  amount  of  normal  tax  withheld  by  first  bank  or 
collecting  agency,^''  has  been  revised  in  the  following  particu- 
lars, so  that  the  tax  withheld  from  interest  on  bonds  of  differ- 
ent classes  or  of  more  than  one  organization  can  be  reported 
thereon : 

In  the  section  of  reading  matter  beginning,  "To  be  made  in 
duplicate,"  in  the  fourth  line  thereof,  change  "coupon"  to 
"coupons,"  and  strike  out  "and  interest  orders." 

In  the  last  line,  next  above  the  tabular  list,  strike  out  the 
blank  lines  and  the  words  thereunder,  "Describe  the  particular 
issue  of  bonds,"  and  "State  name  and  address  of  debtor  organ- 
ization." 

Strike  out  the  headings  in  the  tabular  list  and  substitute 
therefor,  in  separate  columns,  "Party  presenting  coupons,''  and 
immediately  thereunder,  in  separate  columns,  "Name"  and 
"Address,"  "Name  of  debtor  corporation,"  "Name  of  particu- 
lar issue  of  bonds,"  "Amount  of  income  subject  to  tax,"  and 
"Amount  of  tax  withheld." 

Immediately  after  and  under  the  line  of  totals  of  the  tabu- 
lar list  there  shall  be  a  double  rule  line.  Strike  out  the  words 
now  appearing  below  the  total  line  of  the  tabular  list  on  Form 
1044,  viz,  "Amount  of  tax  remitted  herewith  (if  any)  to  col- 
lector," and  strike  out  the  dotted  line  following  these  words, 

6  6  Monthly  and  annual  list  returns  by  collecting  agencies,  supra, 
§  123 ;  extension  of  time  for  filing,  supra,  §  131 ;  when  required  to 
be  verified,  infra,  §  161. 
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and  also  the  dollar  mark  on  the  same  line,  and  strike  out  the 
double  rule  line  appearing  immediately  thereunder. 

Strike  out  all  of  Note  A  appearing  at  the  bottom  of  the 
form.    (T.  D.  No.  1973,  April  21,  1914.) 

§  153.  Change  of  Regulations  as  to  Certificates  of  Owner- 
ship in  Connection  with  Interest  Orders  or 
Checks  for  Interest  on  Registered  Bonds 

Articles  41  to  46  of  the  regulations  ^'  are  hereby  amended 
so  as  to  require,  in  the  case  of  interest  payments  on  bonds  reg- 
istered as  to  both  principal  and  interest,  that  debtors  in  such 
cases  shall  deduct  the  normal  tax  of  1  per  cent,  from  accruing 
interest  on  all  such  bonds  before  sending  out  orders  or  checks 
for  said  interest  to  registered  owners,  unless  there  shall  be  filed 
with  said  debtors,  at  least  five  days  before  the  due  date  of  said 
interest,  the  prescribed  certificates  claiming  exemption. 

Where  such  certificates  are  so  filed  the  said  debtors  shall 
stamp  or  write  on  the  interest  orders  or  checks,  as  the  case 
may  be,  "Exemption  claimed  by  certificate  filed  with  debtor." 

Where  prescribed  certificates  are  not  so  filed,  said  debtor 
shall  deduct  and  withhold  the  normal  tax  of  1  per  cent,  from 
the  amount  of  such  payment,  and  shall  stamp  or  write  on  the 
interest  order  or  check,  as  the  case  may  be,  "Income  tax  with- 
held by  debtor." 

Responsible  banks,  bankers,  or  collecting  agents  receiving 
for  collection  interest  orders  or  checks  bearing  the  aforesaid 
indorsements  may  present  said  interest  orders  or  checks  for 
collection  without  requiring  that  certificates  of  ownership  be 
filed  therewith. 

Certificates  of  ownership  are  not  required  to  accompany 
interest  orders  or  checks  in  payment  of  interest  on  fully  reg- 
istered bonds,  as  information  as  to  ownership  of  bonds  will  be 
furnished  by  debtor  organizations  on  monthly  list  returns, 
Form  1012 ;  but  claim  for  exemption  must  be  filed  with  debt- 
ors, or  the  tax  must  be  withheld;  and  the  form  of  certificate 

5  7  The  reference  is  to  Internal  Revenue  Regulations  No.  33,  print- 
ed in  full  as  the  third  (next)  chapter  of  this  book.  The  articles 
mentioned  above  may  be  seen  in  §  180,  infra. 
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provided  for  use  of  owners  of  coupon  bonds  may  be  used  by 
owners  of  registered  bonds  for  the  purpose  of  claiming  this 
exemption. 

Where,  because  of  failure  to  file  certificates  claiming  exemp- 
tion, in  compliance  with  above  regulations,  a  part  of  the  income 
from  interest  on  registered  bonds  has  been  withheld  for  the 
payment  of  the  normal  income  tax,  debtors  may,  upon  the  filing 
of  the  proper  certificates  as  provided  in  article  42,  Income  Tax 
Regulations,  to  the  extent  of  exemption  claimed,  release  and 
pay  to  the  persons  entitled  thereto  the  amount  of  such  income 
so  withheld.    (T.  D.  No.  1974,  April  21,  1914.) 

§  154.     Banks  and  Bankers  Authorized  to  Execute  Owner- 
ship Certificates  For  Non-Resident  Aliens 

For  the  purpose  of  complying  with  income  tax  regulations 
requiring  the  filing  of  certificates  of  ownership  of  bonds  when 
presenting  coupons  or  interest  orders  for  collection  of  interest 
on  bonds  of  domestic  corporations  of  the  United  States  owned 
by  non-resident  aliens  as  to  the  United  States,  "^  a  certificate  in 
the  form  following  is  provided  [Form  1060,  see  infra,  p.  797] 
which  may  be  executed  by  responsible  banks  or  bankers  in 
foreign  countries  for  and  in  behalf  of  non-resident  alien  owners 
of  bonds  of  United  States  corporations. 

When  foreign  banks  or  bankers  shall  use  the  foregoing  cer- 
tificate, they  may  include  in  one  certificate  all  the  coupons  from 
bonds  of  the  same  class  and  same  issue,  and  may  include  in 
one  certificate  all  the  interest  orders  or  checks  for  interest  on 
registered  bonds  of  the  same  class  and  same  issue. 

The  above  certificate  shall  be  in  size  8  by  31^  inches,  and 
shall  be  printed  to  read  from  left  to  right  along  the  8-inch 
dimension. 

The  certificate  shall  be  printed  on  yellow  paper  and  such 
paper  shall  correspond  in  weight  and  texture  to  white  writing 
paper  21  by  32,  about  40  pounds  to  the  ream  of  500  sheets. 

6  8  Tax  not  to-be  deducted  from  interest  due  to  non-resident  aliens, 
see,  supra,  §  93 ;  how  certificates  of  ownership  may  be  signed  on 
behalf  of,  supra,  §  111 ;  claiming  pxemption  from  deduction  of  tax 
at  source,  form  of  certificate  for  use  of,  infra,  §  162. 
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The  revised  certificate  hereby  authorized  will  be  printed  by 
the  Government  and  furnished  without  cost. 

Individuals  or  organizations  desiring  to  furnish  their  own 
certificates  may  do  so,  but  certificates  so  printed  must  conform 
in  size  to  that  prescribed  above  and  be  printed  in  similar  type 
upon  the  same  color,  shade,  and  weight  of  paper  as  used  by 
the  Government.  (T.  D.  No.  1977,  May  2,  1914.)  Note: 
Whereas  the  foregoing  regulation  applied  only  to~  "banks  or 
bankers  in  foreign  countries,"  it  was  amended  by  T.  D.  No. 
1988,  June  2,  1914,  so  as  to  extend  the  same  authority  to 
"responsible  banks  or  bankers  in  the  United  States." 

§  155.  Directions  for  Execution  of  Substitute  Certificates 
by  Banks  or  Collecting  Agents 
To  collectors  of  internal  revenue :  You  are  advised  that  as  a 
convenience  to  banks  and  collecting  agents  who  desire  to  sub- 
stitute their  certificates.  Forms  1058  and  1059,  for  the  owner's 
certificate  accompanying  the  coupons  deposited  for  collection, 
it  is  hereby  provided  that  the  name  of  the  bank  or  collecting 
agent  may  be  printed  or  stamped,  and  that  a  facsimile  of  the 
signature  of  the  person  authorized  to  sign  the  substitute  certifi- 
cate for  the  bank  or  collecting  agent  may  also  be  printed  or 
stamped  on  the  certificate :  Provided,  That  in  all  cases  the  bank 
shall  first  file  with  the  Commissioner  of  Internal  Revenue  a 
certificate  of  its  authorization  in  substantially  the  form  follow- 
ing: 

(City.)  (Date.) 

The   COMMISSIONEB   OF  INTEBNAL   EEVENXIB, 

WasMngton,  D.  C. 

The  undersigned  hereby  authorizes  the  use  of  the  facsimile  signa- 
tures shown  below  upon  all  substitute  income  tax  certificates  Issued 
in  its  name  until  this  authorization  is  revoked  by  written  notice  to 
you.  

(Name  of  bank  or  collecting  agent.) 

By 

(Signature  of  person  autliorized  to  sign.) 

(Facsimile  signature  of  person  au-  (Official  position.) 

thorized  to  sign.) 
(T.  D.  No.  1986,  May  29,  1914.) 
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§  156.     What   Deductions  Allowable  under  the   Head  of 
"Losses" 

Several  letters  have  been  received  in  which  inquiry  has  been 
made  as  to  whether  losses  resulting  from  the  sale  of  real  es- 
tate by  individuals  are  properly  deductible  from  gross  income 
in  the  returns  of  annual  net  income  of  individuals  for  the  in- 
come tax.  Under  paragraph  B  of  the  income  tax  law  (Comp. 
St.  1913,  §  6322)  it  is  provided  that  among  the  deductions  to 
be  allowed  shall  be  "losses  actually  sustained  during  the  year, 
incurred  in  trade  or  arising  from  fires,  storms,  or  shipwreck, 
and  not  compensated  for  by  insurance  or  otherwise."  L,osses 
arising  from  fires,  storms,  or  shipwreck,  and  not  compensated 
for  by  insurance  or  otherwise,  are  easily  ascertained,  and  there 
would  not  appear  to  be  any  chance  of  an  erroneous  construc- 
tion as  to-  these.  Losses  actually  sustained  during  the  year 
incurred  in  trade  are  limited  by  the  language  of  the  act  itself. 
"In  trade"  is  synonymous  with  "business."  "Business"  has 
been  defined  as  "that  which  occupies  and  engages  the  time,  at- 
tention, and  labor  of  any  one  for  the  purpose  of  livelihood, 
profit,  or  improvement;  that  which  is  his  personal  concern  or 
interest ;  employment ;  regular  occupation ;  but  it  is  not  neces- 
sary that  it  should  be  his  sole  occupation  or  employment." 
The  doing  of  a  single  act  incidentally  or  of  necessity  not  per- 
taining to  the  particular  business  of  the  person  doing  the 
same  will  not  be  considered  engaging  in  or  carrying  on  the 
business.  It  is  therefore  held  that  no  losses  are  deductible  in  a 
return  of  income  save  only  those  losses  permitted  and  provided 
for  by  the  statute,  viz.,  those  actually  sustained  during  the  year 
which  are  "incurred  in  trade,"  or  which  arise  from  "fires, 
storms,  or  shipwreck,  and  not  compensated  for  by  insurance 
or  otherwise."  =»    (T.  D.  No.  1989,  June  2,  1914.) 

5  9  Text  of  statute  as  to  allowance  of  deductions  for  losses  and  for 
depreciation,  in  case  of  individuals,  supra,  §  7,  In  case  of  domestic 
corporations,  supra,  §  36,  in  case  of  foreign  corporations,  supra,  § 
41.  Additional  regulation  on  the  subject  of  deduction  for  losses,  In- 
fra, §  165.  General  discussion  of  deductions  for  losses  and  deprecia- 
tion, infra,  §§  304,  306. 
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§  157.  Collection  of  Interest  on  Bonds  of  Foreign  Corpo- 
rations Payable  Within  the  United  States 
Where  foreign  corporations  have  an  issue  of  bonds,  the  in- 
terest upon  which  is  payable  wholly  within  the  United  States, 
or  within  or  without  the  United  States,  at  the  option  of  the 
owner  of  the  bonds,  in  all  cases  where  said  foreign  corporations 
have  fiscal  agents  within  the  United  States,  and  the  said  bonds 
are  owned  by  citizens  of  the  United  States  or  aliens  resident 
within  the  United  States,  the  collection  of  interest  on  said 
bonds  shall  be  considered  to  be  and  be  treated  as  a  domestic 
transaction  upon  the  filing  with  said  coupons  certificates  of 
ownership  properly  executed:  Provided,  That  whenever  cou- 
pons from  foreign  bonds  not  accompanied  by  certificates  of 
ownership  are  presented  for  collection,  they  shall  be  treated  as 
foreign  items,  and  the  first  bank  or  collecting  agency  receiving 
or  accepting  the  same  for  collection  or  otherwise  shall  deduct, 
withhold,  and  pay  the  tax  as  provided  by  income-tax  regula- 
tions for  the  collection  of  foreign  income.  Where  a  foreign 
corporation  has  an  issue  of  registered  bonds,  the  interest  on 
which  is  payable  through  a  fiscal  agent  in  the  United  States, 
certificates  of  exemption  may  be  filed  with  said  fiscal  agent  in 
manner  and  form  as  prescribed  by  T.  D.  No.  1974  [supra,  § 
153]  and  payment  by  said  fiscal  agent  shall  be  made  in  accord- 
ance with  the  provisions  of  T.  D.  No.  1974.°"  (T.  D.  No.  1992, 
June  4,  1914.) 

§  158.     Deduction  of  Interest  on  Indebtedness  Secured  by 
Collateral,  the  Subject  of  Sale 

This  office  is  in  receipt  of  numerous  letters  asking  a  ruling  of 
this  office  as  to  the  application  of  the  following  proviso  quoted 
from  subdivision  (b)  of  subsection  G  of  section  2,  act  of  Con- 
gress approved  October  3,  1913  (Comp.  St.  1913,  §  6328)  to 
wit: 

Provided,  That  In  the  case  of  indebtedness  wholly  secured  by  col- 
lateral the  subject  of  sale  in  the  ordinary  business  of  such  corpora- 
tion, joint-stock  company  or  association,  the  total  interest  secured 

6  0  Tax  on  interest  or  dividends  from  foreign  corporations,  how 
collected  when  not  payable  in  the  United  States,  see,  supra,  §§  85-88. 
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and  paid  by  such  company,  corporation,  or  association,  witliin  the 
year  on  any  such  indebtedness  may  be  deducted  as  a  part  of  Its 
expense  of  doing  business. 

Many  of  these  inquiries  come  from  corporations  engaged  in 
buying  and  selling  real  estate,  which  real  estate  is  pledged  for 
the  payment  of  indebtedness,  and  the  question  submitted  is 
whether  or  not  such  real  estate  is  "collateral"  within  the  mean- 
ing of  the  proviso  quoted  and  whether  or  not  tjie  corporations 
paying  interest  on  indebtedness  wholly  secured  by  such  col- 
lateral may  deduct  from  gross  income  as  "an  expense  of  doing 
business"  the  amount  of  interest  paid  on  such  indebtedness. 

Relative  to  this  you  are  informed  that  "collateral,"  as  used 
in  this  proviso,  comprehends  and  includes  real  estate  or  any 
form  of  physical  or  tangible  property  bound  for  the  perform- 
ance of  certain  covenants,  the  payment  of  certain  obligations, 
and  if  such  real  estate  or  other  physical  or  tangible  property 
is  the  "subject  of  sale  in  the  ordinary  business  of  the  corpora- 
tion" owning  the  same,  that  is,  if  such  corporation  is,  as  a  mat- 
ter of  its  ordinary  business,  engaged  in  buying  and  selling,  or 
dealing  in  such  property,  the  interest  actually  paid  within  the 
year  on  indebtedness  wholly  secured  by  such  collateral  (a  mort- 
gage on  such  property),  may  be  allowably  deducted  from 
gross  income  under  item  4  (a)  of  the  return  form  as  an  ex- 
pense of  doing  business,  without  regard  to  the  limit  of  deducti- 
ble interest  as  set  out  in  subdivision  "Third,"  paragraph  (b), 
subsection  G  of  the  Federal  income  tax  law  hereinbefore  cited. 

This  construction  of  the  proviso  quoted  is  not  intended  to 
and  does  not  authorize  the  deduction  as  "an  expense  of  doing 
business"  of  any  interest  paid  or  indebtedness  secured  by  prop- 
erty, real  or  personal,  which  is  not  the  "subject  of  sale  in  the 
ordinary  business  of  the  corporation,"  but  which  is  held  by  it 
for  the  purpose  of,  or  as  an  instrument  in  carrying  on,  its  ordi- 
nary business — such  as  the  rights  of  way  and  other  property 
of  public  utility  companies,  permanent  office  buildings  and 
property  of  like  character  held  or  occupied  for  their  own  par- 
ticular use  or  purpose  in  the  furtherance  of  the  objects  of  the 
corporation,  but  which  property  is  not  the  subject  of  sale  in 
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their  ordinary  business,  and  which  is  simply  occupied  or  used 
as  an  instrument  or  means  of,  or  essential  to,  the  carrying  on 
of  the  ordinary  business  for  the  transaction  of  which  they  are 
organized.  The  fact  that  suph  property  may  be  subject  to  sale 
under  extraordinary  or  peculiar  conditions  does  not  qualify, 
but  rather  disqualifies,  it  as  "collateral"  such  as  is  contem- 
plated by  this  provision  of  the  act  cited. 

The  only  corporations,  joint-stock  companies,  or  associa- 
tions which  will  be  allowed  under  this  proviso  as  herein  inter- 
preted to  deduct  as  "an  expense  of  doing  business"  interest 
paid  on  indebtedness  wholly  secured  by  mortgage  on  real 
estate,  or  other  physical  and  tangible  property,  are  those  cor- 
porations, joint-stock  companies,  or  associations  which  are 
organized  and  operated  for  the  exclusive  purpose  of  buying, 
selling,  and  dealing  in  the  particular  kind  of  property  upon 
which  the  mortgage  is  given,  and  the  particular  property  pledg- 
ed for  the  debt  upon  which  the  interest  is  paid  must  be  the 
"subject  of  sale  in  the  ordinary  business  of  the  corporation." 

Any  corporation  whose  indebtedness  is  secured  by  a  trust, 
mortgage,  or  by  any  form  of  indenture  which  covers  and  in- 
cludes in  the  lien  any  property  which  is  not  the  subject  of  sale 
in  the  ordinary  business  of  such  corporation,  will  be  and  is 
excluded  from  the  benefit  of  this  proviso,  as  hereinbefore  con- 
strued, and  its  interest  deduction  will  be  limited  to  the  amount 
authorized  in  subdivision  "third'*  above  referred  to — that  is, 
the  interest  actually  paid  within  the  year  at  the  contract  rate 
on  an  amount  of  bonded  or  other  indebtedness  at  no  time  with- 
in the  year  in  excess  of  a  sum  ascertained  by  adding  to  the 
paid-up  capital  stock  outstanding  at  the  close  of  the  year  one- 
half  of  the  total  amount  of  the  interest-bearing  indebtedness 
also  then  outstanding. 

Corporations  which  under  this  ruling  are  entitled  to  deduct 
as  "an  expense  of  doing  business"  the  total  amount  of  interest 
paid  within  the  year  on  "indebtedness  wholly  secured  by  col- 
lateral the  subject  of  sale  in  the  ordinary  business  of  such  cor- 
porations," are  required  to  state  separately  in  their  returns  the 
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amount  of  indebtedness  upon  which  such  interest  is  paid,  seg- 
regating it  from  the  indebtedness  not  so  secured  and  upon" 
which  the  interest  paid  is  taken  credit  for  or  deducted  under 
item  6  (a)  of  the  return  form.  The  interest-bearing  indebted- 
ness stated  under  item  2  of  the  return  form  as  one  of  the 
bases  for  determining  the  amount  of  interest  which  may  be 
allowably  deducted  under  item  6  (a)  must  not  include  any 
"indebtedness  wholly  secured  by  collateral  the  subject  of  sale 
in  the  ordinary  business  of  the  corporation."  Failure  to  seg- 
regate the  two  forms  of  indebtedness  will  render  the  interest 
deduction  under  item  6,  a,  subject  to  suspension  and  disallow- 
ance.«^    (T.  D.  No.  1993,  June  5,  1914.) 

§  159.  Collector's  Notice  and  Demand  for  Payment  of  Tax 
It  appears  that  certain  collectors  hold  that  notice  of  assess- 
ment and  demand.  Form  17,  is  not  necessary  to  create  a  lia- 
bility to  5  per  cent  penalty  and  interest  at  1  per  cent  per 
month  in  the  case  of  income  tax  remaining  unpaid  after  June 
30  or  other  due  date.  This  view  as  to  the  requirements  of  the 
law  is  clearly  wrong  and  contrary  to  the  instructions  (art.  197, 
Regs.,  33)  issued  on  the  subject. 

The  necessity  of  issuing  Form  17  is  twofold — first,  to  de- 
termine the  date  when  5  per  cent  penalty  accrues  and  interest 
at  1  per  cent  per  month  begins  to  run,  and,  second,  to  complete 
the  Government's  lien  on  property  belonging  to  the  taxpayer. 
In  special  excise  and  income-tax  assessments  a  notice  on 
Form  647  is  required  to  be  given  in  all  cases  where  the  required 
return  is  filed  in  due  time.  This,  however,  is  simply  a  pre- 
liminary notice  of  assessment,  to  be  followed,  in  case  of  non- 
payment, by  a  formal  notice  and  demand  which  the  law  clearly 
contemplates  and  which  the  courts  hold  to  be  necessary  before 
the  delinquent  taxpayer  becomes  chargeable  with  penalty  and 
interest. 

61  Provisions  of  statute  as  to  deduction  of  interest  on  Indebted- 
ness, in  case  of  individuals,  supra,  §  7,  in  case  of  corporations, 
supra,  §  39.  Calculation  of  amount  of  interest  deductible  by  cor- 
porations, supra,  §  147.  General  considerations  as  to  deduction  for 
interest  paid,  infra,  §  302. 
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In  all  cases,  therefore,  where  an  assessed  tax  remains  unpaid 
after  it  becomes  due  a  notice  on  Form  17  should  be  at  once 
issued,  to  be  followed,  when  necessary,  by  Forms  21  and  69,  in 
their  order.  The  fact  that  a  claim  for  abatement  is  pending 
or  the  tax  is  in  litigation  does  not  relieve  the  collector  from 
issuing  the  notices,  demands,  etc.,  required  by  law.°^ 

A  misunderstanding  on  the  part  of  certain  collectors  as  to 
these  requirements  has  occasioned  a  considerable  loss  to  the 
Government  of  penalty  and  interest,  especially  where  claims 
for  abatement  were  pending.    (T.  D.  No.  1995,  June  12,  1914.) 

§  160.     Cooperative  Dairies  and  Like  Organizations  Not 
Exempt 

Attention  is  called  to  article  92  of  Regulations  No.  33,  ap- 
proved January  5,  1914,  in  which  it  is  provided  that  coopera- 
tive dairies  not  issuing  stock  and  allowing  patrons  dividends 
based  on  the  percentage  of  butter  fat  in  milk  furnished  are 
not  liable  to  the  requirements  of  section  2,  act  of  October  3, 
1913  (Comp.  St.  1913,  §  6328). 

This  article  is  amended  to  the  effect  that  cooperative  dairy 
associations,  whether  issuing  capital  stock  or  not,  are  required 
to  make  returns  of  annual  net  income  pursuant  to  the  require- 
ments of  this  act. 

The  only  corprarations,  joint-stock  companies  or  associations, 
or  insurance  companies,  exempt  from  the  requirements  of  this 
act  are  those  which  fall  within  one  or  another  of  the  classes 
specifically  enumerated  in  the  first  proviso  of  subsection  G  of 
the  act  cited  as  exempt."^ 

6  2  Provision  of  the  statute  requiring  notice  of  assessment  of  tax, 
supra,  §  19 ;  requiring  demand  of  payment  as  condition  to  attach- 
ing of  penalty  for  delinquency,  supra,  §  21.  Further  as  to  necessity 
and  form  of  notice  and  demand,  see,  infra,  §§  164,  340,  342. 

63  Text  of  statute  exempting  certain  classes  of  corporations  and 
organizations,  supra,  §  33.  General  discussion  as  to  exempt  cor- 
porations, infra,  §  279,  et  seq.  Exempt  corporations  not  required 
to  act  as  withholding  agents,  supra,  §  151.  Exemption  of  mutual 
telephone  companies,  supra,  §  134.  The  reference  at  the  beginning 
of  this  section  is  to  Internal  Revenue  Regulations  No.  33,  printed 
in  full  in  the  next  (third)  chapter  of  this  book.  Article  92  of  such 
regulations  may  be  seen  in  §  185,  infra, 
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Cooperative  dairies,  no  matter  how  organized,  do  not 
appear  to  fall  within  any  of  these  exempted  classes,  and  will, 
therefore,  be  required  to  make  returns. 

In  the  preparation  of  their  returns,  cooperative  dairies  may 
include  in  their  deductions  from  gross  income  the  amount  actu- 
ally paid  to  members  and  patrons  for  milk,  but  any  amount 
retained  at  the  end  of  the  year  over  and  above  expenditures 
will  be  returned  as  net  income,  upon  which  the  tax  will  be 
computed  and  assessed. 

In  so  far  as  article  92,  hereinbefore  referred  to,  is  in  con- 
flict with  this  ruling,  it  is  hereby  revoked,  and  collectors  will 
require  all  organizations  of  this  character  to  make  returns  of 
annual  net  income  and  in  other  respects  comply  with  the  re- 
quirements of  the  Federal  income  tax  law  as  it  applies  to 
corporations,  joint-stock  companies  or  associations,  and  insur- 
ance companies. 

In  so  far  as  applicable,  this  ruling  also  applies  to  mutual  or 
cooperative  telephone  companies,  farmers'  insurance  compa- 
nies, and  like  organizations.    (T.  D.  No.  1996,  June  IS,  1914.) 

§  161.     Monthly  List  Returns  Not  Required  to  be  Under 
Oath 

The  requirement  that  monthly  list  returns  be  made  under 
oath  (as  provided  by  articles  35,  50,  53,  and  59,  Income  Tax 
Regulations  No.  33,  when  filed  by  withholding  agents  on  or 
before  the  20th  of  the  month  following  that  in  which  with- 
holding occurred)  is  hereby  waived.  In  all  cases  the  annual 
list  return  required  of  withholding  agents  (of  which  the  month- 
ly list  returns  will  form  a  part  as  required  by  regulations)  will 
be  made,  sworn  to,  and  filed  as  now  required  by  existing  reg- 
ulations, and  the  jurat  for  the  annual  list  return  will  cover  the 
entire  return  as  thus  made  up.°*  (T.  D.  No.  1997,  June  16, 
1914.) 

»*  Monthly  and  annual  list  returns  by  collecting  agents,  supra,  § 
123;  extension  of  time  for  filing,  supra,  §  131;  revised  forms  for, 
prescribed,  supra,  §  152. 
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§  162.  Exemption  Certificate  for  Firms,  Organizations, 
and  Fiduciaries 
The  following  certificate  is  hereby  provided  for  use  of 
firms,*  ^  organizations,  and  fiduciaries  for  the  purpose  of  es- 
tablishing their  identity  and  nonliability  to  withholding  at  the 
source  of  income  (other  than  interest  on  bonds)  payable  to 
them.  Said  certificates  shall  be  of  the  size  and  be  printed  on 
yellow  paper  of  the  weight  and  texture  all  as  provided  by 
T.  D.  1976,  the  requirements  of  which  are  hereby  made  appli- 
cable to  the  certificate  hereby  provided. 

(Form  1063.) 

Exemption  Cebtificate — Fibms,  Oeganizations,  or  Fiduciakies. 

(For  use  of  firms,  organizations,  or  fiduciaries  entitled  to  receive  income  other 
than  from  interest  on  bondSj  to  establisli  tlieir  identity  and  nonliability  to 
withholding  at  the  source.) 

(Give  name  of  debtor.) 

(Character  of  income,  other  than   interest  on  bonds,   as  rent,  dividends  from 
foreign  corporations, '  etc.) 

I  do  solemnly  declare  that  the  firm,  organization,  or  person  named 
below  is  entitled  to  receive  the  above-described  income  and  that 
under  the  provisions  of  the  income  tax  lavy  and  regulations  said 
Income  is  exempt  from  having  the  tax  withheld  at  the  source,  and  that 
all  the  information  given  herein  is  true  and  correct. 

Date,    191..  

(Name  of  firm,  organization,  or  fiduciary.) 

By 

(Signature  of  person  duly  authorized 
to  sign  for  firm  or  organization  and 
his  olficial  position  or  name  of  trust.) 

Address 

(Give    full  post-office  address  of  firm 
or  organization  or  fiduciary.) 

The  exemption  certificate  provided  for  the  use  of  individuals 
is  Form  1007,  which  will  be  used  by  individuals  in  all  cases 
except  for  interest  on  bonds,  for  which  forms  1000  and  lOOOB 
are  provided.  (T.  D.  No.  1998,  June  16,  1914.)  This  exemp- 
tion certificate  was  extended  to  and  made  applicable  to  the  use 
of  persons  who  are  non-resident  aliens  in  claiming  exemption 

6  B  Partnerships,  as  such,  not  subject  to  income  taxation,  see, 
supra,  §§  15,  32.  Departmental  regulations  as  to  partnerships  under 
the  Income  tax,  supra,  §§  92,  117,  145. 
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from  income  tax  on  dividends  payable  in  the  United  States 
on  stocks  of  foreign  corporations,  by  T.  D.  No.  2012,  July  30, 
1914. 

§  163.     Designation  of  Fiscal  Year  by  Corporations 

To  collectors  of  internal  revenue :  Your  attention  is  called 
to  the  following  provision  quoted  from  paragraph  C,  subsec.  G 
of  section  2,  act  of  October  3,  1913  (Comp.  St.  1913,  §  6329) : 
"The  tax  herein  imposed  shall  be  computed  upon  its  entire  net 
income  accrued  within  each  preceding  calendar  year  ending 
December  thirty-first;  Provided,  That  any  corporation,  etc., 
subject  to  this  tax  may  designate  thp  last  day  of  any  month  in 
the  year  as  the  day  of  the  closing  of  its  fiscal  year,  and  shall  be 
entitled  to  have  the  tax  payable  by  it  computed  upon  the  basis 
of  the  net  income  ascertained  as  herein  provided  for  the  year 
ending  on  the  day  so  designated  *  *  *  and  it  shall  give  no- 
tice of  the  day  it  has  thus  designated  as  the  closing  of  the  fiscal 
year  to  the  collector  of  the  district  in  which  its  principal  busi- 
ness office  is  located  at  any  time  not  less  than  thirty  days  prior 
to  the  date  upon  which  its  annual  return  shall  be  filed."  Ex- 
cept as  provided  in  the  act,  all  corporations  are  required  to 
make  their  returns  of  annual  net  income  upon  the  basis  of  the 
calendar  year  and  to  file  such  returns  on  or  before  the  first  day 
of  March  next  following.  March  1,  is,  therefore,  the  primary 
due  date  for  the  returns  of  all  corporations.  This  due  date  can 
be  postponed  only  in  accordance  with  some  legal  or  authorized 
action.  Unless  such  action  is  taken  within  the  prescribed  time, 
or  the  returns  filed  on  or  before  March  1,  all  corporations  in 
existence  at  the  preceding  December  31  and  failing  to  take  such 
action,  or  so  file  their  returns  for  the  period  ended  December 
31,  will  be  held  to  be  delinquent,  and  will  be  subject  to  50  per 
cent  additional  tax  and  the  penalty  of  the  law. 

The  filing  of  returns  at  any  date  other  than  on  or  before 
March  1  and  on  a  basis  other  than  the  calendar  year  can  be  au- 
thorized only  in  cases  wherein  corporati&ns,  not  less  than  30 
days  prior  to  March  1,  give  notice  in  writing  to  the  collector  of 
the  district  in  which  are  located  their  principal  places  of  busi- 
ness, designating  in  such  notice  the  last  day  of  some  month  as 
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the  close  of  their  fiscal  year.  In  this  case  the  corporations  will 
make  their  returns  for  the  year  so  established,  and  will  file  their 
returns  on  or  before  the  last  day  of  the  60-day  period  next  fol- 
lowing the  date  designated  as  the  close  of  the  fiscal  year. 

For  the  purpose  of  the  income  tax  law,  a  fiscal  year,  when 
designated,  must  be  so  designated  that  the  return  made  on  this 
basis  will  not  comprehend  a  period  greater  than  12  consecutive 
months.  If  the  required  notice  is  delayed  until  it  can  not  be 
given  at  least  30  days  prior  to  March  1,  or  if  the  date  designat- 
ed as  the  close  of  the  fiscal  year  comprehends  a  period  greater 
than  12  months  from  the  close  of  the  period  for  which  the  last 
prior  return  was  made,  the  returns  must  be  made  as  of  the 
calendar  year  and  must  be  filed  on  or  before  March  1  until 
such  time  as  a  fiscal  year  for  this  purpose  can  be  legally  estab- 
lished. 

If  a  corporation  which  shall  have  filed,  on  or  before  March 
1,  its  return  for  the  preceding  period  ended  December  31,  de- 
sires to  establish,  as  a  basis  for  making  future  returns,  a  fiscal 
year  ended  at  some  date  prior  to  the  next  December  31,  it  may 
do  so  by  filing,  at  least  30  days  prior  to  the  date  when  its  re- 
turns, on  a  fiscal  year  basis,  will  be  due,  a  notice  with  the  col- 
lector designating  the  last  day  of  some  month  as  the  close  of  its 
fiscal  year.  It  will  then,  on  or  before  the  last  day  of  the  60-day 
period  next  following  the  date  so  designated,  file  a  return  cov- 
ering the  period  from  January  1  to  the  date  so  designated  in 
the  same  year,  and  thereafter  its  returns  will  be  made  for  each 
12-month  period  next  following  such  date. 

The  above  rulings  will  apply  to  corporations  which  began 
business  within  the  year,  as  well  as  to  those  which  were  in  ex- 
istence and  transacted  business  throughout  the  year. 

Any  ruling  or  Treasury  decision  hereto  issued  and  in 
conflict  with  this  decision  is  hereby  recalled  and  revoked."" 
(T.  D.  No.  2001,  June  22,  1914.) 


6  6  Statutory  provision  as  to  designation  of  fiscal  year  by  corpo- 
rations, supra,  §  43.  Treasury  regulations  on  this  subject,  supra,  § 
112.    Time  for  payment  of  tax  in  such  cases,  supra,  §  53. 
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§  164.     Demand  and  Notice  to  Taxpayer 

To  the  collector  of  the  Second  District,  New  York,  Sir: 
This  office  is  in  receipt  of  your  letter  of  the  16th  instant,  rela- 
tive to  the  collection  o;f  the  5  per  cent  penalty  against  the 

Co.  for  failure  to  pay  the  income  tax  and  50  per  cent 

penalty  within  10  days  after  the  service  of  demand  and  notice 
on  Form  17. 

You  were  advised  under  date  of  June  12  that  the  5  per  cent 
penalty  does  not  attach  until  10  days  after  the  service  of  the 
demand  and  notice  and  in  no  event  until  10  days  after  June  30, 
and  you  call  attention  to  Mim.  991,  under  date  of  January  22, 
1914,  in  which  collectors  are  directed  to  issue  promptly  Form 
17  in  cases  of  assessments  for  special  excise  and  income  taxes 
where  the  tax  assessed  is  for  overdue  or  additional  taxes  or 
where  the  required  return  is  not  filed  within  the  time  specified 
in  the  statute,  as  in  such  cases  the  right  to  30  days'  notice 
(Form  627)  has  been  forfeited. 

You  are  advised  that  this  office  is  of  the  opinion  that  the 
cases  referred  to  in  the  law  where  the  assessments  should  be 
made  by  the  Commissioner  of  Internal  Revenue  and  paid  im- 
mediately upon  notification  of  the  amount  of  such  assessment 
relate  to  delinquent  corporations  who  have  failed  to  file  returns 
until  after  the  final  day  on  which  taxes  should  be  paid  in  the 
regular  course,  viz,  June  30.  Under  this  construction,  there- 
fore, it  will  be  seen  that  in  cases  of  individuals  and  corporations 
whose  delinquency  was  disclosed  prior  to  July  1  or  prior  to  the 
termination  of  the  120-day  period  following  the  day  when  the 
return  was  due  to  be  filed,  the  demand  and  notice  on  Form  17 
should  not  be  served  until  July  1  or  on  the  day  following  the 
termination  of  the  120-day  period  after  the  return  was  due  and 
the  5  per  cent  penalty  should  not  be  demanded  until  the  expira- 
tion of  the  10-day  period  following  the  serving  of  such  demand 
and  notice.  Where,  however,  such  demand  and  notice  has 
been  served  and  payment  of  the  5  per  cent  penalty  made  be- 
fore the  termination  of  the  10-day  period  following  June  30, 
the  corporations  by  whom  such  payments  have  been  made 
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should  be  advised  of  their  privilege  to  file  claim  for  refund." 
(T.  D.  No.  2003,  June  26,  1914.) 

§  165.     Deductions  for  Losses  and  Allowance  for  Deprecia- 
tion 

To  collectors  of  internal  revenue  and  revenue  agents :  For 
the  purpose  of  checking  up  returns  and  ascertaining  the  amount 
of  taxable  income  of  individuals  and  corporations,  you  are  giv- 
en the  following  instructions  and  rules  for  use  in  determining 
the  amount  of  deductible  loss  allowable  to  individuals  and  cor- 
porations under  the  fourth  deduction  (paragraph  B)"*  and  sec- 
ond deduction  for  domestic  corporations  (paragraph  G)"'  and 
second  deduction  for  foreign  corporations  (paragraph  G.)'" 

The  loss  considered  here  has  in  it  no  element  of  "deprecia- 
tion," or  "allowance  for  wear  and  tear,"  or  "compensation 
from  insurance  or  otherwise."  It  is  to  be  such  loss  as  is  abso- 
lute and  complete  and  which  has  been  actually  sustained. 

Depreciation  as  an  allowable  deduction  in  ascertaining  an- 
nual net  income  for  the  income  tax  is  separately  provided  for 
and  is  not  to  be  confused  with  loss.  The  depreciation  provided 
to  be  taken  as  a  deduction  in  a  return  of  income  is  the  value  as- 
signed to  the  deterioration  of  physical  improvements  or  assets, 
such  as  are  susceptible  of  having  their  value  lessened  through 
wear  and  tear,  use  or  obsolescence. 

The  depreciation  referred  to  in  the  income-tax  law  does  not 
relate  to  evidence  of  a  right  or  interest  in  property,  and  hence 
any  shrinkage  in  the  value  of  bonds,  stocks,  and  like  securities 
due  to  fluctuations  in  their  market  value  is  not  deductible  in  a 
return  of  income  as  depreciation  or  loss. 

Losses  may  be  sustained  by  individuals  or  corporations  on 
personal  or  real  property.  Only  those  losses  are  deductible 
which  are  sustained  during  the  tax  year  "in  trade" — that  is, 

8  7  Provision  of  the  statute  requiring  notice  of  assessment  of  tax, 
supra,  §  19;  requiring  demand  of  payment  as  condition  to  attacli- 
ing  of  penalty  for  delinquency,  supra,  §  21.  Further  as  to  necessity 
and  form  of  notice  and  demand,  see,  supra,  §  159,  and  infra,  §§ 
f540,  342. 

68  Supra,  §  7.  «»  Supra,  §  36.  to  Supra,  §  41. 
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the  business  which  engages  the  time,  attention,  and  labor  of 
anyone  for  the  purpose  of  Hvelihood,  profit,  or  improvement. 
L,oss  to  be  deductible  must  be  an  absolute  loss,  not  a  speculative 
or  fluctuating  valuation  of  continuing  investment,  but  must  be 
an  actual  loss,  actually  sustained  and  ascertained  during  the 
tax  year  for  which  the  deduction  is  sought  to  be  made ;  it 
must  be  incurred  in  trade  and  be  determined  and  ascertained 
upon  an  actual,  a  completed,  a  closed  transaction. 

Losses  sustained  by  individuals  or  corporations  from  the 
sale  of  or  dealings  in  personal  or  real  property  growing  out  of 
ownership  or  use  of  or  interest  in  such  property  will  not  be  de- 
ductible at  all  unless  they  are  an  incident  of,  connected  with, 
and  grow  out  of  the  business  of  the  individual  or  corporation 
sustaining  the  loss,  and  are  ascertained,  determined,  and  fixed 
as  absolute  in  the  above  sense  within  the  taxable  year  in  which 
the  deduction  is  sought  to  be  made.  When  loss  under  this 
heading  is  ascertained  to  be  deductible,  the  entire  amount  of 
the  loss  will  be  deductible  except  where  the  property  in  con- 
nection with  which  the  lo'ss  occurred  was  acquired  prior  to 
March  1,  1913,  in  the  case  of  individuals,  and  prior  to  January 
1,  1909,  in  the  case  of  corporations,  and  then  and  in  such  event 
the  loss  ascertained  will  be  prorated  over  the  whole  time  the 
property  was  held,  and  that  part  of  the  whole  loss  apportioned 
to  the  taxable  period  will  be  taken  into  account  in  annual  re- 
turns of  income.  In  prorating,  fractional  parts  of  years  will 
not  be  considered. 

Loss  is  the  difference  between  selling  price  and  cost  where 
the  selling  price  is  less  than  cost. 

Cost  of  property  purchased  prior  to  the  incidence  of  the  spe- 
cial excise  tax  (Jan.  1,  1909),  or  the  incidence  of  the  income  tax 
(Mar.  1,  1913),  will  be  the  actual  price  paid  for  the  property, 
including  the  expense  incident  to  the  procurement  of  the  prop- 
erty in  the  first  instance  and  its  sale  thereafter,  together  with 
carrying  charges  of  interest,  insurance,  and  taxes  actually  paid 
prior  to  the  incidence  of  tax  (special  assessments,  if  any,  "actu- 
ally paid"  as  "local  benefits"  in  connection  with  real  estate) ; 
provided  that  where,  up  to  the  incidence  of  the  tax,  the  expense 
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of  carrying  property  has  exceeded  the  income  from  it,  the  dif- 
ference between  the  expense  of  carrying  and  the  income  from 
the  property  shall  be  added  to  the  purchase  price  and  the  sum 
thus  ascertained  shall  be  the  cost  of  the  property ;  and  provid- 
ed further,  that  in  the  ca'se  of  property  purchased  prior  to  the 
incidence  of  the  tax  and  sale  thereof  subsequent  to  the  inci- 
dence of  the  tax  there  shall  be  excluded  from  consideration  in 
ascertaining  cost  any  items  of  income,  expense,  interest,  and 
taxes  previously  taken  into  account  in  preparing  a  return  of 
annual  net  income. 

The  cost  of  property  acquired  subsequent  to  the  incidence  of 
the  tax  will  be  the  actual  price  paid  for  it,  together  with  the  ex- 
pense incident  to  the  procurement  of  the  property  in  the  first 
instance  and  its  sale  thereafter  and  the  cost  of  improvement  or 
development,  if  any.'^ 

All  existing  rulings  and  regulations  in  conflict  herewith  are 
hereby  annulled  and  superseded.  (T.  D.  No.  2005,  July  8, 
1914.) 

§  166.     Meaning  of  "Foreign   Corporations"   and   "Fiscal 
Agents" 

To  collectors  of  internal  revenue:  Doubt  having  arisen  as 
to  the  comprehensiveness  of  the  term  "foreign  corporation," 
and  the  duties  under  the  income-tax  law  of  "fiscal  agents,"  as 
provided  in  T.  D.  1992,  you  are  advised  that  "foreign  corpo- 
rations" as  used  in  said  decision  was  intended  to  include  munic- 
ipal and  private  corporations  holding  charters  under  laws  of 
countries  foreign  to  the  United  States,  and  "fiscal  agents" 
refers  to  financial  agents  in  the  ordinary  sense,  upon  whom  the 
law  casts  the  same  duties  with  reference  to  withholding  and 
paying  the  tax  as  are  imposed  upon  withholding  and  paying 
agents  of  domestic  corporations  by  appointment. 

'1  Text  of  statute  as  to  allowance  of  deductions  for  losses  and 
for  depreciation,  in  case  of  individuals,  supra,  §  7,  in  case  of  do- 
mestic corporations,  supra,  §  36,  in  case  of  foreign  corporations, 
supra,  §  41.  For  additional  regulations  on  this  subject,  see,  supra, 
§  156.  General  discussion  of  deductions  for  losses  and  depreciation, 
infra,  §§  304,  306. 
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Where  a  foreign  government  has  a  fiscal  agent  in  the  United 
States  for  the  purpose  of  paying  the  interest  on  its  obligations, 
such  fiscal  agent  will  be  charged  with  the  duty  of  withholding 
and  paying  the  tax  on  such  interest  payments,  except  to  the 
extent  of  exemption  claimed. 

Where  such  foreign  countries  or  corporations  have  an  issue 
of  bonds  payable  wholly  within  the  United  States  or  within  or 
without  the  United  States,  at  the  option  of  the  owner  of  the 
bonds,  and  where  the  coupons  from  such  bonds  are  presented 
for  payment  to  the  fiscal  agent  in  the  United  States  of  such 
foreign  countries  or  corporations,  or  for  collection  to  a  bank 
or  collecting  agency  whether  licensed  or  not,  with  ownership 
certificate  attached,  then  and  in  all  such  cases  said  coupons 
shall  be  treated  as  domestic  items  and  the  aforesaid  fiscal 
agents  will  be  charged  with  the  duties  and  responsibilities  of 
withholding  and  paying  agents,  and  will  make  return  on  Form 
1012,  as  provided  by  income  tax  regulations.  Where,  however, 
such  coupons  are  not  presented  with  such  ownership  certifi- 
cates attached,  they  shall  be  received  only  by  a  licensed  bank  or 
collecting  agency,  and  when  so  received  shall  be  considered  to 
be  and  be  treated  as  foreign  items,  in  accordance  with  the 
regulations  for  the  collection  of  foreign  income.  This  ruling 
is  made  in  explanation  and  amendment  of  T.  D.  No.  1992  and 
other  applicable  regulations."  (T.  D.  No.  2006,  July  16, 
1914.) 

§  167.    Taxability  of  Commissions  on  Renewal  Premiums 
on  Insurance 

Commissions  on  renewal  premiums  for  insurance  are  income 
when  received  and  income  for  the  period  in  which  received. 
Therefore,  commissions  on  renewal  premiums  received  be- 
tween March  1  and  December  31,  1913,  are  taxable  income  for 

72  When  foreign  corporations  are  subject  to  income  tax,  see, 
supra,  §  32.  General  discussion  of  subject,  infra,  §  266.  Certifi- 
cates by  foreign  organizations  engaged  in  business  in  the  United 
States  and  subject  to  income  tax,  claiming  exemption  from  collec- 
tion of  tax  at  the  source,  supra,  §  125.  Collection  of  interest  on 
bonds  of  foreign  corporations  payable  within  the  United  States, 
supra,  §  157. 
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that  period  and  should  be  included  in  returns  of  income  for 
1913. 

Where  commissions  on  renewal  premiums  received  by  indi- 
viduals between  March  1  and  December  31,  1913  (including 
commissions  on  renewal  premiums  on  business  written  prior 
to  March  1,  1913,  and  payable  and  paid  subsequent  to  that 
date)  were  not  included  in  returns  of  income  of  such  individ- 
uals for  1913,  they  should  file  amended  returns  and  include 
in  such  amended  returns  the  amount  of  said  commissions  on 
renewal  premiums. 

Where  returns  of  annual  net  income  were  not  made  by  indi- 
viduals in  receipt  of  commissions  on  renewal  premiums  because 
of  insufficient  income  to  require  a  return  of  income,  and  such 
showing  of  insufficient  income  was  caused  by  the  exclusion 
from  the  return  of  said  commissions  on  renewal  premiums, 
such  individuals  should  make  and  file  returns  of  income  and 
include  therein  the  commissions  received  by  them  on  renewal 
premiums  within  the  period  from  March  1  to  December  31, 
1913.    (T.  D.  No.  2011,  July  28,  1914.) 

§  168.     Non-Resident  Aliens;    Taxable   Income;    Deduc- 
tions;  Withholding  Tax  at  Source 

Article  8,  Income  Tax  Regulations  33,  is  hereby  amended  by 

adding  thereto  the  following: 

The  person,  firm,  company,  copartnership,  corporation,  joint-stock 
company  or  association,  and  Insurance  company  in  the  United  States 
— citizen  or  resident  alien — in  whatever  capacity  acting,  having  the 
control,  receipt,  disposal,  or  payment  of  fixed  or  determinable  annual 
or  periodical  gains,  profits,  and  income,  of  whatever  kind,  to  a  non- 
resident alien,  under  any  contract  or  otherwise,  and  which  payment 
shall  represent  income  of  a  nonresident  alien  from  the  exercise  of 
any  trade  or  profession  within  the  United  States,  shall  make  return 
for  such  nonresident  alien  on  Form  1040  and  shall  pay  any  and  all 
tax^ — normal  and  additional  tax — chargeable  upon  the  said  income 
of  such  nonresident  alien. 

So  that  article  8  as  amended  shall  read : 

Aki.  8.  The  income  of  nonresident  aliens  subject  to  the  normal  tax 
of  1  per  cent  shall  consist  of  the  total  gains,  profits,  and  income 
derived  from  all  property  owned  and  from  every  business,  trade, 
or  profession  carried  on  within  the  United  States  (to  be  designated 
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as  gross  Income),  less  deductions  (1  to  8,  inclusive)  specifically  enumer- 
ated in  paragraph  B  of  the  act  (see  art.  6),  in  so  far  as  said  deduc- 
tions relate  to  said  gains,  profits,  etc. 

The  specific  exemption  in  paragraph  C  of  the  act  can  not  be 
allowed  as  a  deduction  in  computing  the  normal  tax  of  nonresident 
aliens. 

Nonresident  aliens  are  subject  to  additional  or  surtax  the  same 
as  prescribed  in  the  case  of  citizens  of  the  United  States  or  persons 
residing  in  the  United  States. 

The  responsible  heads,  agents,  or  representatives  of  said  nonresi- 
dent aliens  who  are  in  charge  of  the  property  owned  or  business  car- 
ried on  shall  make  full  and  complete  return  of  said  income  and  shall 
pay  the  tax  as  provided  herein. 

The  person,  firm,  company,  copartnership,  corporation,  joint-stoCk 
company  or  association,  and  insurance  company  in  the  United  States 
— citizen  or  resident  alien — in  whatever  capacity  acting,  having  the 
control,  receipt,  disposal,  or  payment  of  fixed  or  determinable  annual 
or  periodical  gains,  profits,  and  Income,  of  whatever  kind,  to  a  non- 
resident alien,  under  any  contract  or  otherwise,  and  which  payment 
shall  represent  income  of  a  nonresident  alien  from  the  exercise  of 
any  trade  or  profession  within  the  United  States,  shall  make  return 
for  such  nonresident  alien  on  Form  1040  and  shall  pay  any  and  all 
tax — normal  and  additional  tax — chargeable  upon  the  said  income  of 
such  nonresident  alien.73     (T.  D.  No.  2013,  August  12,  1914.) 

I 
§  169.     Compromise  of  Penalties  for  Failure  to  Make  Re- 
turns 

The  fact  has  been  developed  that  a  great  number  of  indi- 
viduals and  corporations  failed  to  make  returns  of  annual  net 
income  for  the  income  tax,  either  through  ignorance  of  the 
requirements  of  the  law  or  through  a  misunderstanding  of  its 
requirements,  and  it  has  been  determined  by  the  Treasury 
Department  to  accept  offers  in  compromise  of  the  specific 
penalty  for  failure  to  file  returns  within  the  period  prescribed 
by  law  in  a  minimum  sum,  as  follows:  $5  from  individuals, 
$10  from  corporations  which  are  organized  for  profit.'* 

In  the  cases  of  all  corporations  not  organized  for  profit,  the 
specific  penalty  will  not  be  asserted  this  year,  provided  the 

7  3  Provisions  of  the  statute  as  to  non-resident  aliens,  see,  supra, 
§§  1,  8.  Discussion  of  taxability  of  income  of  non-resident  aliens, 
infra,  §  257.  Interest  or  dividends  from  domestic  corporations  pay- 
able to  non-resident  aliens  not  taxable,  infra,  §  171. 

74  Authority  of  Commissioner  of  Internal  Revenue  as  to  remis- 
sion or  compromise  of  penalties,  see.  Infra,  §  387. 
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required  return  has  been  or  shall  be  filed  before  December  31, 
1914.  The  United  States  district  attorney  should  be  requested 
not  to  institute  proceedings  in  such  cases. 

The  foregoing  applies  only  to  those  cases  where  there  was 
no  intent  to  evade  the  law  or  escape  taxation. 

In  all  cases,  however,  wherein  a  return  is  not  made  until 
the  liability  to  make  a  return  is  discovered  by  investigation  of 
collectors  of  internal  revenue  or  revenue  agents,  the  above 
schedule  will  not  necessarily  apply,  but  each  individual  case 
will  be  decided  upon  its  own  merits  and  the  amount  of  the  offer 
in  compromise  which  may  be  favorably  considered  will  be 
determined  accordingly.    (T.  D.  No.  2015,  August  13,  1914.) 

§  170.     Inspection  of  Income-Tax  Returns;   Executive  Or- 
der; Regulations 

ExBcuTive  Ordbr. 
Pursuant  to  the  provisions  of  Section  2  of  the  Tariff  Act 
of  October  3,  1913,  said  section  providing  for  an  income  tax, 
and  which  contains  in  paragraph  G,  sub-paragraph  d 
(Comp.  St.  1913,  §  6330)"  the  following  provision:  "When 
the  assessment  shall  be  made,  as  provided  in  this  section, 
the  returns,  together  with  any  corrections  thereof  which 
may  have  been  made  by  the  Commissioner,  shall  be  filed 
in  the  office  of  the  Commissioner  of  Internal  Revenue  and 
shall  constitute  public  records  and  be  open  to  inspection  as 
such  :  Provided,  that  any  and  all  such  ;-eturns  shall  be  open 
to  inspection  only  upon  the  order  of  the  President,  under 
rules  and  regulations  to  be  prescribed  by  the  Secretary  of 
the  Treasury  and  approved  by  the  President :  Provided  fur- 
ther, that  the  proper  officers  of  any  state  imposing  a  general 
income  tax  may,  upon  the  request  of  the  governor  thereof, 
have  access  to  said  returns  or  to  any  abstract  thereof,  show- 
ing the  name  and  income  of  each  such  corporation,  joint 
stock  company,  association  or  insurance  company,  at  such 

76  Text  of  statute,  supra,  §  55.  Publicity  and  inspection  of  re- 
turns, see,  infra,  §  323.  Penalty  for  unlawfully  Oivulging  contents 
of  income  tax  returns,  supra,  §  59. 
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times  and  in  such  manner  as  the  Secretary  of  the  Treasury- 
may  prescribe,"  it  is  hereby  ordered,  that  all  such  returns 
shall  be  subject  to  inspection  in  accordance  and  upon  com- 
pliance with  rules  and  regulations  prescrit)ed  by  the  Secre- 
tary of  the  Treasury  and  approved  by  the  President,  bear- 
ing even  date  herewith.  Woodrow  Wilson. 

The  White  House,  July  28,  1914. 

Regulations  Governing  the  Inspection  oe  Returns  oe 
Corporations,  Joint-Stock  Companies,  Associa- 
tions, OR  Insurance  Companies,  Made,  in  Compli- 
ance with  the  Requirements  oe  Section  2  oE  the 
Act  oe  October  3,  1913.  Returns  oe  Individuals 
Are  Not  Open  to  the  Inspection  oe  Anyone  Ex- 
cept THE  Proper  Officers  and  Employees  oe  the 
Treasury  Department. 

Treasury  Department, 
Washington,  D.  C,  July  28,  19H. 

Inspection  of  returns. 

By  section  2  of  the  act  of  October  3,  1913,  Congress  im- 
posed a  tax  upon  the  entire  net  income  arising  or  accruing 
from  all  sources  to  every  citizen  of  the  United  States, 
whether  residing  at  home  or  abroad,  and  to  every  person 
residing  in  the  United  States,  though  not  a  citizen  thereof, 
and  upon  the  entire  net  income  from  all  property  owned 
and  of  every  business,  trade,  or  profession  carried  on  in  the 
United  States  by  persons  residing  elsewhere,  and  upon 
every  corporation,  joint-stock  company  or  association,  and 
every  insurance  company,  with  certain  exceptions,  engaged 
in  business  in  the  United  States,  and  prescribed  the  method 
of  handling  the  returns  of  annual  net  income  filed  in  com- 
pliance with  said  law,  as  follows : 

(d)  When  the  assessment  shall  be  made,  as  provided  in  this  sec- 
tion, the  returns,  together  with  any  corrections  thereof  which  may 
have  been  made  by  the  Commissioner,  shall  be  filed  in  the  office  of 
the  Commissioner  of  Internal  Revenue  and  shall  constitute  public 
records  and  be  open  to  inspection  as  such:  Provided,  That  any  and 
all  such  returns  shall  be  open  to  inspection  only  upon  the  order 
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Of  the  President,  under  rules  and  regulations  to  be  prescribed  by 
the  Secretary  of  the  Treasury  and  approved  by  the  President: 
Provided  further,  That  the  proper  officers  of  any  State  imposing  a 
general  income  tax  may,  upon  the  request  of  the  governor  thereof, 
have  access  to  sai^  returns  or  to  an  abstract  thereof,  showing  the 
name  and  Income  of  etich  such  corporation,  joint  stock  company  or 
association  or  insurance  company,  at  such  times  and  in  such  manner 
as  the  Secretary  of  the  Treasury  may  prescribe. 

For  the  purpose  of  making  effective  the  legislative  intent 
thus  expressed,  the  President  has  ordered  that  such  returns 
shall  be  open  to  inspection  under  the  following  rules  and 
regulations.  The  word  "corporation,"  when  used  alone 
herein,  shall  be  construed  to  refer  to  corporations,  joint 
stock  companies  or  associations,  and  insurance  companies. 

1.  The  return  of  every  individual,  and  of  every  corpora- 
tion, joint  stock  company  or  association,  and  every  insur- 
ance company,  whether  foreign  or  domestic,  shall  be  open 
to  the  inspection  of  the  proper  officers  and  employees  of  the 
Treasury  Department.  Returns  of  individuals  shall  not  be 
subject  to  inspection  by  anyone  except  the  proper  officers 
and  Employees  of  the  Treasury  Department. 

2.  Where  access  to  any  return  of  any  corporation  is  de- 
sired by  an  officer  or  employee  of  any  other  department  of 
the  Government,  an  application  for  permission  to  inspect 
such  return,  setting  out  the  reasons  therefor,  shall  be  made 
in  writing,  signed  by  the  head  of  the  executive  department 
or  other  Government  establishment  in  which  such  officer 
or  employee  is  employed,  and  transmitted  to  the  Secretary 
of  the  Treasury.  If  the  return  of  a  corporation  is  desired  to 
be  used  in  any  legal  proceedings  other  than  those  to  which 
the  United  States  is  a  party,  or  to  be  used  in  any  manner 
by  which  any  information  contained  in  the  return  could  be 
made  public,  the  application  for  permission  to  inspect  such 
return  or  to  furnish  a  certified  copy  thereof  shall  be  referred 
to  the  Attorney  General,  and  if  recommended  by  him  trans- 
mitted to  the  Secretary  of  the  Treasury. 

3.  All  returns,  whether  of  persons  or  of  corporations,  joint 
stock  companies  or  associations,  or  insurance  companies;  may 
be  furnished,  upon  approval  of  the  Secretary  of  the  Treasury, 
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for  use,  either  in  the  original  or  by  certified  copies  thereof, 
in  any  legal  proceedings  before  any  United  States  grand 
jury  or  in  the  trial  of  any  cause  to  which  both  the  United 
States  and  the  person  or  corporation  or  association  render- 
ing the  return  are  parties  either  as  plaintiff  or  defendant, 
and  in  the  prosecution  or  defense  or  trial  of  which  action,  or 
proceeding  before  a  grand  jury,  such  return  would  consti- 
tute material  evidence,  but  in  any  case  arising  in  the  collec- 
tion of  the  income  tax,  the  Commissioner  of  Internal  Reve- 
nue may  furnish  for  use  to  the  proper  officer  either  the  orig- 
inal or  certified  copies  of  returns  without  the  approval  of  the 
Secretary  of  the  Treasury.  In  all  cases  where  the  use  of 
the  original  return  is  necessary,  it  shall  be  placed  in  evidence 
by  the  Commissioner  of  Internal  Revenue  or  by  some  officer 
of  the  Bureau  of  Internal  Revenue  designated  by  him  for 
that  purpose,  and  after  such  original  return  has  been  placed 
in  evidence  it  shall  be  returned  to  the  files  in  the  office  of  the 
Commissioner  of  Internal  Revenue  at  Washington,  D.  C. 

4.  The  Secretary  of  the  Treasury,  at  his  discretion,  upon 
application  to  him  made,  setting  forth  what  constitutes  a 
proper  showing  of  cause,  may  permit  inspection  of  the  re- 
turn of  any  corporation,  by  any  bona  fide  stockholder  in 
such  corporation.  The  person  desiring  to  inspect  such  re- 
turn shall  make  application,  in  writing,  to  the  Secretary  of 
the  Treasury,  setting  forth  the  reasons  why  he  should  be 
permitted  to  make  such  inspection,  and  shall  attach  to  his 
application  a  certificate,  signed  by  the  president,  or  other 
principal  officer,  of  such  corporation,  countersigned  by  the 
secretary,  under  the  corporate  seal  of  the  company,  that  he 
is  a  bona  fide  stockholder  in  said  company.  (Where  this 
certificate  can  not  be  secured,  other  evidence  will  be  con- 
sidered by  the  Secretary  of  the  Treasury  to  determine  the 
fact  whether  or  not  the  applicant  is  a  bona  fide  stockholder 
and,  therefore,  entitled  to  inspect  the  return  made  by  such 
company.)  Upon  receipt  of  such  application  the  corpora- 
tion whose  return  it  is  desired  to  inspect  shall  be  notified  of 
the  facts  and  shall  be  given  opportunity  to  state  whether 
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any  legitimate  reason  exists  for  refusing  permission  to  in- 
spect its  returns  of  annual  net  income  by  the  stockholder  ap- 
plying for  permission  to  make  such  inspection.  The  privi- 
lege of  inspecting  the  return  of  any  corporation  is  personal 
to  the  stockholders,  and  the  permission  granted  by  the  Sec- 
retary to  a  stockholder  to  make  such  inspection  can  not  be 
delegated  to  any  other  person. 

5.  The  returns  of  the  following  corporations  shall  be 
open  to  the  inspection  of  any  person  upon  written  applica- 
tion to  the  Secretary  of  the  Treasury,  which  application  shall 
set  forth  briefly  and  succinctly  all  facts  necessary  to  enable 
the  Secretary  to  act  upon  the  request: 

(a)  The  returns  of  all  companies  whose  stock  Is  listed  upon  any 
duly  organized  and  recognized  stock  exchange  within  the  United 
States,  for  the  purpose  of  having  its  shares  dealt  in  by  the  public 
generally. 

(b)  All  corporations  whose  stock  is  advertised  in  the  press  or  offer- 
ed to  the  public  by  the  corporation  itself  for  sale.  In  case  of  doubt 
as  to  whether  any  company  falls  within  the  classification  above,  the 
person  desiring  to  see  such  return  should  make  application,  supported 
by  advertisements,  prospectus,  or  such  other  evidence  as  he  may 
deem  proper  to  establish  the  fact  that  the  stock  of  such  corporation 
is  offered  for  general  public  sale. 

Returns  can  be  inspected  only  in  the  office  of  the  Commis- 
sioner of  Internal  Revenue,  in  Washington,  D.  C.  In  no 
case  shall  any  collector,  or  any  other  internal  revenue  officer 
outside  of  the  Treasury  Department  in  Washington,  permit 
to  be  inspected  any  return  or  furnish  any  information 
whatsoever  relative  to  any  return  or  any  information  secur- 
ed by  him  in  his  official  capacity  relating  to  such  return, 
except  in  answer  to  a  proper  subpoena,  in  a  case  to  which 
the  United  States  is  a  party. 

6.  Returns  of  individuals  shall  not  be  open  to  the  inspec- 
tion of  any  person  other  than  the  proper  officers  and  em- 
ployees of  the  Treasury  Department  or  person  rendering 
the  same,  and  are  under  no  conditions  to  be  made  public, 
except  where  such  publicity  shall  result  through  the  use  of 
such  returns  in  any  legal  proceedings  in  which  the  United 
States  is  a  party. 
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7.  Upon  request  of  the  governor  of  a  State  imposing  a 
general  income  tax,  the  proper  officer  of  such  State,  to  be 
designated  by  name  and  official  position  by  the  governor 
of  such  State  in  his  application  to  the  Secretary  of  the  Treas- 
ury, may  have  access  to  the  returns  or  to  abstracts  thereof 
showing  the  name  and  income  of  each  corporation,  joint 
stock  company  or  association,  or  insurance  company,  at 
such  times  and  in  such  manner  as  the  Secretary  of  the 
Treasury  may  prescribe.  Such  application  shall  be  made  in 
writing,  addressed  to  the  Secretary  of  the  Treasury,  and 
shall  show  (first)  that  the  State  whose  governor  makes  the 
request  imposes  a  general  income  tax;  (second)  the  name 
and  address  of  each  corporation,  etc.,  to  which  access  is  de- 
sired ;  (third)  why  permission  to  inspect  the  returns  of  the 
corporations,  etc.,  named  in  the  request  is  desired,  and 
(fourth)  what  officer  or  officers  are  designated  to  make  the 
desired  inspection,  giving  their  names  and  official  designa- 
tions. Such  request  must  be  signed  by  the  governor  of  the 
State  and  sealed  with  the  seal  thereof,  and  shall  be  transmit- 
ted to  the  Secretary  of  the  Treasury  for  his  consideration 
and  action  thereon.  No  provision  is  made  in  the  law  for 
furnishing  a  copy  of  any  return  to  any  person  or  corpora- 
tion, and  no  copy  of  any  return  will  be  furnished  to  any 
other  than  the  person  or  corporation  making  the  return,  or 
their  duly  constituted  attorney,  except  as  hereinbefore  au- 
thorized. The  provisions  herein  contained  shall  be  effective 
on  and  after  the  1st  day  of  September,  1914. 

W.  G.  McAdoo, 

Approved :  Secretary  of  the  Treasury. 

WooDROw  Wilson, 

The  White  House,  July  28,  1914. 

(The  foregoing  order  and  regulations  are  embodied  in  T. 
D.  No.  2016,  dated  August  18,  1914.) 

§  171.     Interest  or  Dividends  from  Domestic  Corporations 
Payable  to  Non-Resident  Aliens  Not  Taxable 
Interest  on  bonds  of  domestic  corporations  and  dividends 
on  stock  of  domestic  corporations  owned  by  nonresident 
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aliens/*  and  whether  such  bonds  and  stock  be  physically- 
located  within  or  without  the  United  States,  are  not  subject 
to  the  income  tax.    (T.  D.  No.  2017,  August  25,  1914.) 

§  172.     Indorsement  or  Stamp  on  Foreign  Coupons,  Checks, 
etc. 

Article  58,  Income  Tax  Regulations  33,  is  hereby  amend- 
ed to  read  as  follows : 

Abticle  58.  The  licensed  person,  firm,  or  corporation  first  rer 
ceiving  such  foreign  items  for  collection,  or  otherwise,  shall  withhold 
therefrom  the  normal  tax  of  1  per  cent,  and  will  be  held  responsible 
therefor.     If  the  foreign  item  is  in  the  form  of  a  check  or  bill  of 

exchange,  the  words  "Income  tax  withheld  by "  (giving  name, 

address,  and  date)  shall  be  indorsed  or  stami)€d  thereon  by  such 
licensee;  but  if  the  item  is  represented  by  a  coupon  or  coupons  from 
bonds,  the  licensee  shall  attach  thereto  a  statement  identifying  the 
same,  and  the  indorsement  or  stamp  showing  the  tax  withheld  shall 
be  placed  on  the  statement  instead  of  the  coupon  or  coupons. 

Said  indorsement  or  stamp  shall  be  sufficient  evidence  of  tax  with- 
held to  relieve  subsequent  holders  or  purchasers  from  the  obligations 
of  withholding.    (T.  D.  No.  2023,  October  12,  1914.) 

§  173.     Collectors  Not  to  Retain  Copies  of  Returns 

To  collectors  of  internal  revenue :     Referring  to  article 

192  of  Regulations  No.  33,  wherein  it  is  provided  that — 

Where  in  any  case  the  collector  has  reason  to  believe  that  any 
return  rendered  is  false  or  fraudulent,  he  will  prepare  and  retain  in 
his  office  a  copy  of  such  return,  and  vrtll  note  on  the  original  and 
under  the  head  of  "Remarks"  of  his  assessment  list  the  words  "In- 
vestigation pending."  He  will  in  all  such  cases  make  his  investiga- 
tion in  the  manner  prescribed  in  section  3173,  Revised  Statutes,  and 
paragraph  D  of  said  act  of  October  3,  1913 ;  and  he  will  report  the 
results  of  his  investigation  to  the  Commissioner  of  Internal  Revenue, 
referring  to  the  list,  folio,  and  line  on  which  the  assessment  was 
reported, 

you  are  informed  that  inasmuch  as  these  investigations  are 
to  be  made  by  the  revenue  agents'  force,  the  portion  of  the 
article  of  Regulations  No.  33  quoted  above  is  hereby  an- 
nulled. 

7  8  Provisions  of  the  statute  as  to  non-resident  aliens,  see  supra, 
§§  1,  8.  Discussion  of  taxability  of  income  of  non-resident  aliens, 
infra,  §  257.  Regulation  with  reference  to  deductions  and  withhold- 
ing tax  at  source,  in  case  of  non-resident  aliens,  supra,  §  168. 
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Collectors  should  not  under  any  conditions  retain  copies 
of  returns  in  their  offices,  but  when  information  relative  to 
any  return  of  annual  net  income  filed  by  any  taxpayer  is 
necessary  in  connection  with  the  assessment  and  collection 
of  the  income  tax  the  same  may  be  secured  from  the  Com- 
missioner of  Internal  Revenue  at  Washington.  (T.  D.  No. 
2024,  October  15,  1914.) 

§  174.     Time   for   Payment   of   Tax   by   Persons   Absent 
Abroad 

To  collectors  of  internal  revenue:    In  the  last  sentence  of 

paragraph  E  of  section  2  of  the  act  of  October  3,  1913,  it  is 

provided : 

*  *  *  And  to  any  sum  or  sums  due  and  unpaid  after  the  thir- 
tieth day  of  June  in  any  year,  and  fo;-  ten  days  after  notice  and 
demand  thereof  by  the  collector  there  shall  be  added  the  sum  of  5 
per  centum  on  the  amount  of  tax  unpaid,  and  interest  at  the'  rate 
of  1  per  centum  per  month  upon  said  tax  from  the  time  the  same 
becomes  due,  except  from  the  estates  of  insane,  deceased,  or  in.solvent 
persons. 

By  reason  of  absence  in  foreign  countries  or  on  account  of 
traveling  abroad,  it  is  impossible  for  many  individuals  to 
receive  notice  and  demand  on  Form  17  and  make  payment 
of  the  taxes  assessed  thereon  so  the  same  can  be  received  by 
the  collector  within  the  10-day  period  following  June  30  or 
within  the  10-day  period  following  the  service  of  the  notice. 
You  are  requested,  therefore,  to  enter  on  Form  17,  as  the 
date  on  which  such  assessed  tax  becomes  due  and  payable, 
as  near  as  possible,  a  date  10  days  subsequent  to  the  time 
that  said  notice  should  be  received  in  the  ordinary  course  of 
the  mails  by  the  taxpayer,  and  where  it  appears  that  the 
full  amount  of  tax  assessed  was  placed  in  the  mails  within 
the  10-day  period  after  the  receipt  of  Form  17,  or  in  case 
notice  so  sent  is  not  delivered  in  due  time  by  reason  of  de- 
lay in  the  mail  and  satisfactory  evidence  of  that  fact  is 
furnished,  the  penalty  and  interest  in  such  cases  will  not  be 
collected.  In  the  latter  cases,  the  envelope  inclosing  the 
notice  and  bearing  the  postmark  of  the  receiving  office 
should  be  forwarded  to  the  collector  and  by  him  transmitted 
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to  this  office  with  Form  325  as  evidence  of  delay  in  the  de- 
livery of  the  notice  so  sent.  This  ruling  applies  solely  to  the 
collection  of  income  tax  from  individuals  and  includes  gov- 
ernment officers.  T.  D.  1659  is  modified  accordingly.  (T. 
D.  No.  2028,  October  24,  1914.) 

§  175.     Designation  of  Fiscal  Year  by  Corporations 

Reference  is  made  to  T.  D.  2001,  relative  to  the  designa- 
tion by  corporations  of  a  fiscal  year  other  than  a  calendar 
year  as  a  basis  for  making  returns  of  annual  net  income. 

You  are  informed  that  every  corporation  amenable  to  the 
income-tax  law  in  existence  at  the  close  of  a  calendar  year  is 
required  to  file  a  return  covering  all  or  any  part  of  the  pre- 
ceding calendar  year  during  which  it  may  have  been  in  ex- 
istence on  or  before  March  1,  provided  such  corporation  has 
not  established  or  does  not  establish  a  fiscal  year. 

In  order  to  establish  a  fiscal  year  it  is  necessary  for  the 
corporation  to  give  notice  to  you  in  writing  designating  the 
last  day  of  some  month  as  the  close  of  its  fiscal  year.  This 
notice  must  be  filed  not  less  than  30  days  prior  to  March  1 
of  the  year  in  which  the  fiscal-year  period  of  12  months 
closes.  A  return  for  that  portion  of  the  calendar  year  pre- 
ceding the  commencement  of  the  fiscal  period  of  12  months 
is  required  to  be  filed  on  or  before  March  1  of  the  year  next 
following  the  calendar  year  of  which  it  is  a  part,  and  the 
return  for  the  first  full  fiscal  year  is  required  to  be  filed  on 
or  before  the  last  day  of  the  60-day  period  following  the 
close  of  the  fiscal  year. 

Example :  A  corporation  desiring  to  establish  its  fiscal 
year  as  ending  on  June  30,  1915,  must  file  notice  not  less 
than  thirty  (30)  days  prior  to  March  1,  1915,  on  or  before 
January  29,  1915.  A  return  for  the  period  January  1  to 
June  30,  1914,  must  then  be  filed  on  or  before  March  1,  1915, 
and  a  return  for  the  first  fiscal  year  period  (July  1,  1914,  to 
June  30,  1915)  must  be  filed  on  or  before  August  29,  1915. 

That  portion  of  the  year  preceding  the  beginning  of  an 
established  fiscal  year  is  held  to  be  a  fractional  part  of  the 
calendar  year,  and  as  the  return  of  a  calendar  year  is  not 
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required  to  be  filed  until  on  or  before  the  first  day  of  March 
next  following,  there  is  no  provision  of  law  whereby  the  re- 
turn covering  a  fraction  of  a  calendar  year  is  required  to 
be  filed  earlier  than  "on  or  before"  the  next  March  1st, 
though  it  is  preferred  that  the  return  for  this  fraction  shall 
be  filed  as  early  as  possible  after  the  close  of  the  period. 

The  above  instructions  are  supplemental  to  T.  D.  2001,'^ 
and  rulings  or  decisions  heretofore  issued  in  conflict  with 
the  foregoing  are  hereby  revoked.  (T.  D.  No.  2029,  October 
24,  1914.) 

§  176.     Taxable  Status  of  Dividends  Declared  by  Corpora- 
tions 

Dividends  from  the  net  earnings  or  established  surplus 
created  from  the  net  earnings  of  any  corporation,  joint-stock 
company  or  association,  and  insurance  company  are  vested 
in  the  stockholder  on  the  date  on  which  such  dividends  are 
declared,  whether  distributed  or  not,  and  regardless  of  the 
time  when  the  surplus  or  undivided  profits  from  which  such 
dividends  are  declared  were  earned  and  entered  on  the  books 
of  the  corporation  as  such.  Dividends  so  declared  should 
be  accounted  for  in  full  in  the  returns  of  income  of  individu- 
als for  the  year  in  which  they  became  due  and  payable, 
whenever  the  amount  of  income  is  sufficient  to  require  the 
inclusion  of  dividends,  as  provided  in  paragraph  D  of  the  in- 
come-tax law  and  T.  D.  1945,  and  should  be  included  in  the 
gross  income  of  corporations,  etc.,  regardless  of  the  amount 
of  income. 

All  decisions  and  regulations  which  are  in  conflict  here- 
with are  hereby  revoked.  (T.  D.  No.  2048,  November  12, 
1914.) 

^'^  T.  D.  2001,  above  referred  to,  may  be  seen  at  large  In  §  163, 
supra.  For  the  text  of  the  statutory  provision  as  to  designation  of 
fiscal  year,  see,  supra,  §  43.  General  Treasury  regulations  on  this 
subject,  supra,  §§  112,  163.  Time  for  payment  of  the  tax  in  such 
cases,  supra,  §  53. 
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CHAPTER  III 

(INITED  STATES  INTERNAL  EBVENUE  REGULATIONS  NO.  33  i 

§  177.    Individual  Income  Returns  and  Collections. 
'  -t.  1.     Normal  Tax ;   Persons  Subject 

2.  Additional  or  Super  Tax. 

3.  Net  Income  Defined. 

4.  Gross  Income  Includes  What. 
5.-    Income  Exempt  from  Taxation. 

6.  Deductions  Allowed. 

7.  Tax  Computed  on  Calendar  Year. 

8.  Income  of  Non-Eesident  Aliens. 

9.  Specific  Exemption  of  Minimum  Income. 

10.  Exemption  Allowed  Husband  and  Wife. 

11.  Interest  In  Partnership  Profits. 

12.  Partnerships  Not  Taxable  as  Such. 

13.  Partnership  Protits   Included  in  Individual  Re- 

turns. 

14.  Individual  Partnership  Profits. 
§  178.     Returns. 

Art.  15.  When  and  Where  Returns  Filed. 

16.  I'orm  of  Returns. 

17.  Returns  by  Guardian  or  Agent. 

18.  Notice  of  Failure  to  File  Return. 

19.  Persons  for  Whom  Returns  Made  by  Others. 

20.  Returns  Prepared  by  Collector  in  Certain  Cases. 

21.  Refusal  or  Neglect  to  Make  Return ;    Penalty. 

22.  Returns  to  be  Verified. 

23.  Extension  of  Time  to  File  Returns. 

24.  Returns  to  be  Forwarded  to  Commissioner. 

25.  Assessments^    Notification  of;    When  Paid. 

26.  Penalty  for  Failure  to  Make  Returns. 

27.  Taxable  Person  Not  Released  by  Contract. 

28.  Claim  for  Exemptions. 

1  These  regulations  were  prescribed  by  the  Commissioner  of  In- 
ternal Revenue,  with  the  approval  of  the  Secretary  of  the  Treasury, 
January  5,  1914,  and  published  in  pamphlet  form  under  the  general 
title  "Regulations  No.  33,  United  States  Internal  Revenue."  They 
contain  no  substantive  enactments  in  addition  to  those  already  pre- 
scribed, but  are  intended  as  a  synopsis  or  digest  of  the  existing  regu- 
lations, iu  some  cases  expressed  in  simplified  language,  with  a  view 
to  giving  a  complete  and  easily  intelligible  view  of  the  administra- 
tive features  of  the  law,  as  so  far  settled.  As  ofiicially  stated,  they 
"are  designed  to  assist  both  the  taxpayer  and  the  officers  charged 
with  its  enforcement  in  complying  with  the  requirements  of  this  law." 
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§  179.    Collections  at  the  Source. 

Art.  29.     To  What  Applies. 

30.  Who  Are  Required  to  Withhold  Tax  at  Source. 

31.  Withholding  Agents. 

52.  Income  as  to  Which  Tax  is  to  be  Withheld. 

33.  Claiming  Exemptions. 

34.  Tax  Withheld  to  be  Paid  Over  to  Collector, 

35.  Monthly  and  Annual  List  Returns. 

36.  Assessment  and  Collection. 

§  180.    Income  Derived  from  Interest  tTpon  Bonds  and  Mortgages 
or  Deeds  of  Trust  or  Other  Similar  Obligations 
of  Corporations. 
Art.  37.     Tax  on  Income  So  Derived  to  be  Deducted. 

38.  Term  "Debtor"  Defined  and  Applied. 

39.  Tax  Deducted  and  Withheld  by  Debtor  Corpora- 

tion. 

40.  SuDstitute  Certificates  by  Banks,  etc. 

41.  Deduction  in  Case  of  Registered  Interest. 

42.  Certificates  of  Ovraership. 

43.  Certificates  Signed  by  Authorized  Agents. 

44.  Tax  Deducted  Before  Payment  of  Interest. 

45.  Tax  on   Interest   Payable  to   Corporations   Not 

Deducted. 

46.  Certificates  of  Non-Resident  Aliens. 

47.  Certificates  by  Partnerships. 

48.  Certificates  by  Foreign  Partnerships. 

49.  Foreign  Partnership  Including  Citizens  of  U.  S. 

50.  Monthly  List  Returns. 

51.  Annual  List  Returns. 

§  181.    Income  Derived  From  Interest  Upon  Bonds,  Mortgages,  etc.. 
Paid    by    First    Bank    or    Collecting    Agency 
When   Certificates   of   Owners   Are   Not   Filed. 
Art.  52.     Interest   Coupons   Not  Accompanied   by   Certifi- 
cates. 

53.  Monthly  and  Annual  List  Returns. 

§  182.    Income  Derived  from  Coupons,  Checks,  or  Bills  of  Exchange 
on  Foreign  Bonds,  Mortgages,  Dividends,  etc. 
Art.  54.     Collection  of  Such  Coupons,  etc. 

55.  Applications  for  Licenses. 

56.  When  Bond  Required. 

57.  License  to  be  Obtained  for  Branch  Offices. 

58.  Normal  Tax  Withheld  by  Licensed  Agent. 

59.  Lists  of  Taxes  Withheld  by  Licensee. 

60.  Claims  for  Exemption. 

61.  Certificates  of  Exemption. 

62.  Records  to  be  Kept  by  Licensees. 

§  183.    Income  Derived  from  Wages,  Rent,  Interest,  or  Other  Fixed 
and  Determinable  Gains,  Profits,  and  Income. 
Art.  63.    Wages,  Salaries,  Rents,  etc. 

64.    Withholding  Agents  Deduct  and  Pay  Tax. 
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§  183.     Income  Derived  from  Wages,  etc.  (Continued). 

Art  65.     When  Tax  Deductible;    Exemptions  Claimed. 

66.  Claim  for  Deductions. 

67.  Tax  Not  Withheld  on  Interest  on  Deposits. 

68.  Notes  Given  for  Interest  or  Rents. 

69.  Annual  List  by  Withholding  Agents. 
§  184.    Fiduciaries. 

Art  70.     Guardians,  etc.,  as  Fiduciary  Agents. 

71.  Annual  Returns. 

72.  Return    Includes    Only    Income    Accruing    from 

Trust. 

73.  Annual  Return  of  List  of  Beneficiaries. 

74.  Return  of  Undistributed  Income. 

75.  Tax  Withheld  on  Undivided  Income. 

§  185.     Relative  to   the  Income  Tax  on   Corporations,  Joint  Stock 
Companies     or    Associations,     and     Insurance 
Companies. 
Art.  76.     Organizations  Subject  to  Tax. 

77.  Foreign  Corporations  Subject  to  Tax. 

78.  Corporations  Defined. 

79.  Associations,  Real  Estate  Trusts,  etc. 

80.  Corporations  to  Make  Returns. 

81.  Railroads  Operating  Leased  Lines. 

82.  Lessee  Corporations. 

83.  Foreign  Corporations  Having  Branches  in  U.  B. 

84.  Corporations  Organized  During  Year. 

85.  Corporations  Going  into  Liquidation. 

86.  Limited  Partnerships.. 

87.  Corporations  Exempt  from  Tax. 

88.  Corporations  Must  Establish  Right  to  Exemption. 

89.  Society  Operating  Under  Lodge  System. 

90.  Cemetery  Companies. 

91.  Corporations   of   Doubtful    Status   to   Make   Re- 

turns. 

92.  Co-Operative  Dairies. 

93.  Income  from  Public  Utilities  When  Not  Taxable. 

94.  Partnerships  Not  Taxable  as  Corporations. 

95.  What  Constitutes  Paid-Up  Capital  Stock. 

96.  Gross  Income,  How  Determined. 

97.  Gross  Income  of  Insurance  Companies. 

98.  Gross  Income   of   Mutual   Fire   Insurance   Com- 

panies. 

99.  Mutual  Marine  Insurance  Companies. 

100.  Life  Insurance  Companies. 

101.  Gross  Income  of  Insurance  Companies. 

102.  Applied  Surrender  Values,  etc. 

103.  Supplementary  Statement  to  Accompany  Reports. 

104.  Gross  Income  of  Manufacturing  Companies. 

105.  Gross  Income  of  Mercantile  Companies. 

106.  Gross  Income  of  Miscellaneous  Companies. 
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§  185.    Kelative  to  the  Income  Tax  on  Corporations,  etc.  (Continued) . 

Art.  107.  Definitions  of  Gross  Income. 

108.  Income  From  Sale  of  Capital  Assets. 

109.  Ascertaining  Net  Income  from   Sale   of   Capital 

Assets. 

110.  Profit  or  Loss  Arising  from  Sale  of  Assets. 

111.  Changes  in  Book  Value  of  Assets. 

112.  Corporations  Engaged  in  More  Than  One  Busi- 

ness. 

113.  Net  Income,  How  Ascertained. 

114.  General  Expenses  Deductible. 

115.  Cost  of  Buildings  on  Leased  Ground. 

116.  Expenses  of  Foreign  Steamship  Companies. 

117.  Commissions  to  Salesmen  Paid  in  Stock. 

118.  Additions  and  Betterments. 

119.  Compensation  Based  on  Stockholdings. 

120.  Gifts,  Pensions,  and  Gratuities. 

121.  Donations  Deductible. 

122.  Reserves  for  Insurance. 

123.  Materials  and  Supplies. 

124.  Losses  Sustained. 

125.  Bad  Debts  Charged  OfC. 

126.  Reserves  Not  Deductible. 

127.  Loss  Due  to  Removal  of  Buildings. 

128.  Losses  from  Sale  of  Capital  Assets. 

129.  Deduction  for  Depreciation. 

130.  How  Depreciation  Measured. 

131.  Incidental  Repairs. 

132.  Depreciation  Reserve. 

133.  Diversion  of  Depreciation  Reserve. 

134.  Shrinkage  in  Book  Values. 

135.  Amortization  of  Bonds. 

136.  Good  Will. 

137.  Depreciation  on  Patents. 

138.  Deduction  for  Obsolescence  of  Patents. 

139.  Depreciation  of  Timber  Lands. 

140.  When  Deduction  to  Cease. 

141.  Depreciation  of  Natural  Deposits. 

142.  Definition  of  "Gross  Value  at  Mine." 

143.  Depreciation  of  Plant. 

144.  Corporations  Leasing  Oil  or  Gas  Properties. 

145.  Corporations   Operating  Mines. 

146.  Unearned  Increment. 

147.  Deduction   of   Losses,   etc.,   by   Insurance   Com- 

panies. 

148.  What  Constitutes  Allowable  Interest  Deduction. 

149.  Banks  and  Banking  Associations. 

150.  Interest  Paid  on  Indebtedness. 

151.  DiCCerent  Rates  of  Interest. 

152.  Taxes  Deductible. 
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§  185.    Relative  to  the  Income  Tax  on  Corporations,  etc.  (Continued) . 

Art.  153.  Taxes  Not  Deductible. 

154.  Tax  on  Capital  Stock  of  Banks. 

155.  Import  Duties. 

156.  Reserve  for  Taxes. 

157.  Foreign  Corporations  Subject  to  Tax. 

158.  How  Deductions  Evidenced. 

159.  Tax  on  Net  Income  for  1913. 

160.  Special  Excise  Tax  on  Corporations. 

161.  Inventories. 

162.  Classification  of  Corporations. 

163.  Forms  for  Returns. 

164.  Penalties  Imposed  by  the  Act 

165.  Designation  of  Fiscal  Year. 

166.  Illustration  of  Fiscal  Year. 

167.  Collectors  Recording  Designation  of  Fiscal  Year. 

168.  Calendar  Year  to   Govern  Unless  Notice  Given. 

169.  Designation   and  Notice   Not  Retroactive. 

170.  Where   Fiscal    Year    Not    Properly    Established. 

171.  Returns  When  Not  Accepted. 

172.  Returns  for  1913. 

173.  Extension  of  Time. 

174.  Returns  Mailed  in  Due  Time. 

175.  Last  Due  Date. 

176.  When  Due  Date  is  Sunday  or  Holiday. 

177.  Assessment  and  Payment  of  Corporation  Taxes. 

178.  Returns  to  be  Public  Records. 

179.  Information  Given  to  State  Officers,  When. 
ISO.  Certified  Copies  of  Returns  as  Evidence. 

181.  Penalty  for  Disclosing  Returns. 

182.  Bookkeeping  Methods  of  Corporations. 

183.  Books  of  Account  Showing  Income. 

184.  Omitted  Taxes  May  be  Assessed. 

185.  Corporations  Subject  to  Normal  Tax  Only. 

186.  Examination  of  Books. 
g  186.    Assessment  and  Collection. 

Art.  187.  Taxes  to  be  Reported  on  Assessment  Lists. 

188.  Names  Listed  in  Alphabetical  Order. 

189.  Assessment  Against  Withholding  Agents,  When. 

190.  Returns,  When  to  be  Made. 

191.  Corporation  Returns  for  1913. 

192.  Returns  to  be  Forwarded  with  Assessment  Lists. 

193.  Certain  Returns  to  be  in  Duplicate. 

194.  Certificates  and  Returns  to  be  Forwarded. 

195.  Reports   and   Returns    Examined    by    Collectors. 

196.  Notice  to  Delinquents. 

197.  Notice  of  Assessment. 

198.  Notice  of  Assessment  to  be  Sent  Immediately. 

199.  Payments,    Abatements,    and    Outstanding    Bal- 

ances. 
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§  177.     Individual  Income  Returns  and  Collections 

Article  1.  Section  2  of  the  above-named  act  [Acf  of 
Congress  of  October  3,  1913]  imposes  a  tax  of  1  per  centum 
(designated  as  the  normal  tax)  on  net  incomes  arising  or 
accruing  from  all  sources  during  the  preceding  calendar 
year  to — 

(a)  Every  citizen  of  the  United  States,  whether  residing  at 
home  or  abroad;    and 

(b)  Every  person  residing  in  the  United  States,  though 
not  a  citizen  thereof;  and 

(c)  From  all  property  owned  and  from  every  business, 
trade,  or  profession  carried  on  in  the  United  States,  by  a 
person  residing  elsewhere. 

Art.  2.  Said  section  also  imposes  an  additional  tax  on 
all  net  incomes  of  individuals  exceeding  $20,000,  as  follows : 

1  per  cent  on  incomes  exceeding  $20,000  and  not  exceeding  $50,000. 

2  per  cent  on  incomes  exceeding  $50,000  and  not  exceeding  $75,000. 

3  per  cent  on  incomes  exceeding  $75,000  and  not  exceeding  $100,000. 

4  per  cent  on  incomes  exceeding  $100,000  and  not  exceeding  $250,000. 

5  per  cent  on  incomes  exceeding  $250,000  and  not  exceeding  $500,000. 

6  per  cent  on  incomes  exceeding  $500,000. 

Art.  3.  The  net  income  shall  consist  of  the  total  gains, 
profits,  and  income  derived  from  all  sources  (designated  as 
gross  income)  less  deductions  numbered  first  to  sixth,  in- 
clusive, specifically  enumerated  in  paragraph  B  of  the  act. 
(See  article  6.) 

In  computing  the  taxable  income  for  the  purposes  of  the 
normal  tax  there  shall  be  deducted  from  the  net  income  as 
above  ascertained : 

(a)  The  amount  included  in  the  gross  income  received 
as  dividends  upon  the  stock  or  from  the  net  earnings  of  any 
corporation,  joint-stock  company,  association,  or  insurance 
company  which  is  taxable  upon  its  net  income ; 

(b)  The  amount  of  income  the  tax  upon  which  has  been 
paid  or  withheld  for  payment  at  the  source ;  and 

(c)  The  specific  exemption  of  $3,000  or  $4,000,  as  the 
case  may  be,  except;  in  the  case  of  nonresident  aliens. 
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Art.  4.  Gross  income  includes  all  gains,  profits,  and  in- 
come derived  from — 

(a)  Salaries,  wages,  or  compensation  for  personal  serv- 
ice of  whatever  kind  and  in  whatever  form  paid. 

(b)  Professions,  vocations,  business  (including  income 
from  copartnerships),  trade,  commerce,  or  sales  or  deal- 
ings in  property,  growing  out  of  the  ownership  or  use  of 
or  interest  in,  real  or  personal  property. 

(c)  Interest,  rent,  dividends,  securities,  or  transaction  of 
any  lawful  business  carried  on  for  gain  or  profit.  (See  art. 
67  as  to  interest  on  deposits  and  certificates  of  deposit.) 

(d)  Gains  or  profits  and  income  derived  from  any  source 
whatever,  including  the  income  from,  but  not  the  value  of, 
property  acquired  by  gift,  bequest,  devise  or  descent. 

The  foregoing  is  held  to  include  all  income,  gains,  and 
profits  arising  or  accruing  from  all  sources  whatever  in 
the  calendar  year  for  which  the  return  is  made,  except  as 
hereinafter  specifically  stated. 

Art.  5.  The  following  items  should  not  be  included  as 
gross  income : 

(a)  Value  of  property  acquired  by  gift,  bequest,  devise, 
or  descent  during  the  year. 

(b)  Proceeds  of  life  insurance  policies  paid  upon  the 
death  of  the  person  insured  to  beneficiaries,  or  payments 
made  by  or  credited  to  the  insured,  on  life  insurance,  en- 
dowment, or  annuity  contracts,  upon  the  return  thereof  to 
the  insured  at  the  maturity  of  the  term  mentioned  in  the 
contract,  but  this  shall  not  be  construed  to  mean  that  intei*- 
est  payments  to  beneficiaries  from  insurance  companies  shall 
not  be  included  as  income. 

(c)  Income  derived  from  interest  upon  the  obligations 
of  a  State  or  any  political  subdivision  thereof  and  upon 
the  obligations  of  the  United  States  or  its  possessions; 

(d)  The  compensation  of  the  President  of  the  United 
States  in  office  at  the  time  of  the  passage  of  the  act  of  Oc- 
tober 3,  1913,  during  the  term  for  which  he  was  elected, 
and  the  judges  of  the  Supreme  and  inferior  courts  of  the 
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United  States  in  office  at  the  time  of  the  passage  of  the  act 
of  October  3,  1913 ; 

(e)  The  compensation  of  all  officers  and  employees  of  a 
State  or  any  political  subdivision  thereof,  including  public- 
school  teachers,  etc.  When  such  State  officers  or  em- 
ployees are  compensated  by  the  United  States,  they  must 
include  such  income  as  taxable. 

Art.  6.  Deductions  and  exemptions  allowed  in  comput- 
ing taxable  income  for  the  purposes  of  the  normal  tax. 

Under  paragraph  B  the  followiug  items  are  to  be  de- 
ducted from  the  gross  income : 

1.  The  amount  of  necessary  expenses  actually  paid  for 
carrying  on  business,  but  not  including  business  expenses 
of  partnerships  and  not  including  personal,  living,  or  fam- 
ily expenses. 

2.  All  interest  paid  within  the  year  on  personal  indebted- 
ness of  the  taxpayer  incurred  in  the  conduct  of  business. 

3.  All  National,  State,  county,  school,  and  municipal  tax- 
es paid  within  the  year  (not  including  those  assessed  against 
local  benefits). 

4.  Losses  actually  sustained  during  the  year  incurred 
in  trade  or  arising  from  fires,  storms,  or  shipwreck  and  not 
compensated  for  by  insurance  or  otherwise. 

5.  Debts  due  to  the  taxpayer  which  have  been  actually 
ascertained  to  be  worthless  and  charged  off  within  the  year. 

6.  Amount  representing  a  reasonable  allowance  for  the 
exhaustion,  wear,  and  tear  of  property  arising  out  of  its 
use  or  employment  in  the  business,  not  to  exceed,  in  the 
case  of  mines,  5  per  cent  of  the  gross  value  at  the  mine 
of  the  output  for  the  year  for  which  the  computation  is 
made,  but  not  including  the  expense  of  restoring  property 
or  making  good  the  exhaustion  thereof,  for  which  an  allow- 
ance is  or  has  been  made,  nor  for  any  amount  paid  for  new 
buildings,  permanent  improvements,  or  betterments,  made 
to  increase  the  value  of  any  property  or  estate. 

The  term  "gross  value  at  the  mine,"  as  used  in  paragrajdis  B  and 
G  of  section  2  of  the  act  of  October  3,  1913,  prescribing  a  limit  to 
the  amount  which  may  be  deducted  in  the  return  of  individuals 
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and  corporations  as  depreciation  in  the  case  of  mines,  is  held  to 
mean  the  bona  fide  market  value  of  ore,  coal,  crude  oil,  and  gas 
at  the  mine  or  well,  where  such  value  is  established  by  actual  sales 
at  the  mine  or  well ;  and  in  case  the  market  value  of  the  product  of 
the  mine  or  well  is  established  at  some  other  place  than  at  the  mine 
or  well,  or  on  the  basis  of  the  bullion  or  metallic  value  of  the  ore, 
then  the  gross  value  at  the  mine  is  held  to  be  the  value  of  the  ore, 
coal,  oil,  or  gas  sold,  or  of  the  metal  produced,  less  transportation, 
reduction,  and  smelting  charges. 

7.  The  amount  included  in  gross  income  received  as  div- 
idends upon  the  stock,  or  upon  the  net  earnings,  of  any  cor- 
poration, joint-stock  company,  association,  or  insurance 
company  which  is  taxable  upon  its  net  income. 

8.  The  amount  of  income,  the  normal  tax  upon  which  has 
been  paid  or  withheld  for  payment  at  the  source  of  income. 

None  of  the  above  items  of  deduction  shall  include  'mon- 
ey or  other  items  of  value  disposed  of  by  gift,  donation,  or 
endowment. 

Under  paragraph  C  the  personal  exemption  of  $3,000  or 
$4,000,  as  the  case  may  be,  is  to  be  deducted  from  the  net 
income  except  in  the  cases  of  nonresident  aliens.  (See  arts. 
7,  9,  and  10.) 

Art.  7.  The  act  provides  that  the  said  normal  tax  shall 
be  computed  on  the  remainder  of  said  net  income  accruing 
during  each  preceding  calendar  year,  and  that  for  the  year 
ended  December  31,  1913,  said  tax  shall  be  computed  on 
the  net  income  accruing  from  March  1  to  December  31, 
both  dates  inclusive,  after  deducting  five-sixths  only  of  the 
specific  exemptions  and  deductions  authorized.  A  specific 
exemption,  therefore,  of  $2,500  or  $3,333.33,  as  the  case  may 
be,  will  be  allowed  for  the  year  1913. 

Art.  8.  The  income  of  nonresident  aliens  subject  to  the 
normal  tax  of  1  per  cent  shall  consist  of  the  total  gains, 
profits,  and  income  derived  from  all  property  owned,  and 
from  every  business,  trade,  or  profession  carried  on  and 
capital  invested  within  the  United  States  (to  be  designated 
as  gross  income),  less  deductions  (1  to  8,  inclusive)  spe- 
cifically enumerated  in  paragraph  B  of  the  act  (see  Art.  6), 
in  so  far  as  said  deductions  relate  to  said  gains,  profits,  etc, 
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The  specific  exemption  in  paragraph  C  of  the  act  can 
not  be  allowed  as  a  deduction  in  computing  the  normal  tax 
of  nonresident  aliens. 

Nonresident  aliens  are  subject  to  additional  or  surtax 
the  same  as  prescribed  in  the  case  of  citizens  of  the  United 
States  or  persons  residing  in  the  United  States. 

The  responsible  heads,  agents,  or  representatives  of  said 
nonresident  aliens  who  are  in  charge  of  the  property  owned 
or  business  carried  on  or  capital  invested  shall  make  full 
and  complete  return  of  said  income  and  shall  pay  the  tax 
as  provided  herein. 

Art.  9.  Under  paragraph  C,  every  single  person  and 
every  married  person  not  living  with  husband  or  wife  in 
the  sense  below  defined,  who  has  a  net  income  exceeding 
$3,000  per  annum,  is  liable  to  pay  the  normal  tax  under  this 
law,  but  in  making  return  for  such  tax  such  person  may 
claim  an  exemption  of  $3,000  from  his  or  her  total  net  in- 
come. 

Art.  10.  Husband  and  wife  living  together  are  entitled 
to  an  exemption  of  $4,000  only  from  the  aggregate  net 
income  of  both,  which  may  be  deducted  in  making  the  re- 
turn of  such  income  for  taxation.  However,  when  the  hus- 
band and  wife  are  separated  and  living  permanently  apart 
from  each  other  each  shall  be  entitled  to  an  exemption  of 
$3,000. 

If  the  husband  and  wife  not  living  apart  have  separate 
estates,  the  income  from  both  may  be  made  on  one  return, 
but  the  amount  of  income  of  each,  and  the  full  name  and 
address  of  both,  must  be  shown  in  such  return. 

The  husband,  as  the  head  and  legal  representative  of  the 
household  and  general  custodian  of  its  income,  should  make 
and  render  the  return  of  the  aggregate  income  of  himself 
and  wife,  and  for  the  purpose  of  levying  the  income  tax 
it  is  assumed  that  he  can  ascertain  the  total  amount  of  said 
income. 

If  a  wife  has  a  separate  estate  managed  by  herself  as 
her  own  separate  property  and  receives  an  income  of  $3,- 

(151) 


§  177  INCOME  TAXATION  (Ch.  3 

000  or  over,  she  may  make  return  of  her  own  income,  and 
if  the  husband  has  other  net  income,  making  the  aggregate 
of  both  incomes  more  than  $4,000,  the  wife's  return  should 
be  attached  to  the  return  of  her  husband,  or  his  income 
should  be  included  in  her  return,  in  order  that  a  deduction 
of  $4,000  may  be  made  from  the  aggregate  of  both  incomes. 
The  tax  in  such  case,  however,  will  be  imposed  only  upon 
so  much  of  the  aggregate  income  of  both  as  shall  exceed 
$4,000. 

If  either  husband  or  wife  separately  has  an  income  equal 
to  or  in  excess  of  $3,000,  a  return  of  annual  net  income  is 
required  under  the  law,  and  such  return  must  include  the 
income  of  both,  and  in  such  case  the  return  must  be  made 
even  though  the  combined  income  of  both  be  less  than 
$4,000. 

If  the  aggregate  net  income  of  both  exceeds  $4,000,  an 
annual  return  of  their  combined  incomes  must  be  made  in 
the  manner  stated,  although  neither  one  separately  may 
have  an  income  of  $3,000  per  annum.  They  are  jointly  and 
separately  liable  for  such  return  and  for  the  payment  of 
the  tax. 

The  single  or  married  status  of  the  person  claiming  the 
specific  exemption  shall  be  determined  as  of  the  time  of 
claiming  such  exemption  if  such  claim  be  made  within  the 
year  for  which  return  is  made,  otherwise  the  status  at  the 
close  of  the  year. 

Art.  11.  His  or  her  prorata  share  of  the  net  profits  de- 
rived from  a  partnership  business,  whether  or  not  divided 
and  paid  out  shall  be  included  in  the  personal  return  of 
each  partner. 

Art.  12.  Partnerships,  as  such,  are  not  subject  to  the 
income  tax,  and  are  only  required  to  make  return  when 
requested  to  do  so  by  the  Commissioner  of  Internal  Reve- 
nue or  the  collector  of  internal  revenue  for  the  district  in 
which  said  partnership  has  its  principal  place  of  business; 
and  when  a  return  is  required  it  shall  give  a  complete  and 
correct  statement  of  the  gross  income  of  the  said  partner- 
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ship  and  also  a  complete  statement  of  the  actual  expenses 
of  conducting  the  business  of  said  partnership,  and  the  net 
profits  and  the  name  and  address  of  each  member  of  said 
partnership,  and  their  respective  interest  in  the  net  profit 
thus  reported. 

Art.  13.  The  net  annual  profits  of  a  partnership  when 
divided  and  paid  to  the  members  thereof  shall  be  included 
by  each  individual  partner  receiving  same  in  his  annual 
return  of  net  income,  and  the  tax  shall  be  paid  thereon 
as  required  by  law.  When  the  annual  profits  of  a  partner- 
ship are  not  distributed  and  paid  to  the  members  thereof 
the  respective  interest  of  each  member  in  said  profits  shall 
be  ascertained,  and  the  individuals  entitled  thereto  shall  in- 
clude the  said  amount  in  their  annual  return  as  a  part  of 
their  gross  income,  the  same  as  if  said  profits  had  been  dis- 
tributed and  paid  to  them. 

Art.  14.  Undivided  annual  net  profits  of  partnerships 
thus  returned  by  the  individual  members  thereof,  and  tax 
paid  thereon,  shall  not,  when  said  profits  are  actually  dis- 
tributed and  paid  to  such  members,  be  again  included  in 
their  annual  return  as  a  part  of  their  gross  income. 

Partnerships  owning  interest  coupons  or  registered  inter- 
est orders  may  claim  deduction  for  legitimate  expenses 
incurred  in  business  by  filing  the  proper  certificate  with 
the  withholding  agent.    (See  article  47.) 

§  178.    Returns 

Art.  15.  Each  person  of  lawful  age  whose  net  income  is 
$3,000  or  over  shall,  on  or  before  the  1st  day  of  March, 
1914,  and  on  or  before  the  1st  day  of  March  each  year 
thereafter,  file  an  accurate  return  of  income  under  oath  or 
affirmation,  except  as  herein  provided.     (See  article  8.) 

If  the  person  making  the  return  of  income  has  his  place 
of  business  in  the  collection  district  in  which  he  resides, 
the  return  shall  be  filed  with  the  collector  of  that  district. 
If  his  principal  place  of  business  is  elsewhere,  the  return 
shall  be  filed  in  the  district  in  which  that  business  is  located. 
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In  the  case  of  an  individual  residing  in  a  foreign  country 
return  shall  be  made  to  the  collector  of  internal  revenue  for 
the  district  where  his  principal  business  is  carried  on  with- 
in the  United  States. 

Art.  16.  The  required  return  will  be  made  on  Form 
1040  in  accordance  with  the  instructions  printed  thereon, 
and  will  specifically  set  forth — 

1.  All  income  received  from  each  specific  source  and  the 
total  thereof. 

2.  All  the  separate  items  of  deduction  claimed  under  par- 
agraph B  of  this  law. 

3.  The  amount  of  specific  exemption  daimed  under  para- 
graph C. 

4.  All  amounts  of  income  upon  which  tax  has  been  with- 
held at  source  by  withholding  agent  or  agents. 

Art.  17.  When  by  reason  of  minority,  insanity,  absence, 
sickness,  or  other  disability,  the  individual  is  unable  to 
make  his  own  return,  the  same  shall  be  made  by  his  guard- 
ian or  duly  authorized  agent. 

In  the  case  of  the  death  of  a  person  whose  net  income 
for  the  part  of  the  year  during  which  he  lived  was  $3,000 
or  over,  return  of  net  income  shall  be  made  by  the  executor 
or  administrator  of  the  estate  of  the  deceased,  and  in  com- 
puting the  taxable  income  of  such  estate  there  shall  be 
allowed  the  specific  exemption  provided  by  law. 

Art.  18.  When  the  required  return  has  not  been  made 
by  a  person  acting  as  guardian,  agent  of  a  nonresident 
alien,  or  by  one  acting  in  any  other  capacity  in  which 
the  law  makes  it  a  duty  for  him  to  represent  the  individual, 
notice  of  failure  to  make  such  return  will  be  served  upon 
such  guardian  or  agent. 

The  person  upon  whom  such  notice  is  served  may,  how- 
ever, when  the  facts  warrant,  file  evidence  with  the  col- 
lector showing  that  the  individual  for  whom  he  acts  did 
not  receive  an  income  subject  to  tax  during  the  year,  or 
that  the  said  guardian  or  agent  had  filed  the  return  with 
some  other  collector. 
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Art.  19.  Any  individual  whose  net  income  is  less  than 
$20,000,  for  whom  full  return  has  been  made  by  others  as 
withholding  agents,  shall  not  be  required  to  make  a  return. 

Art.  20.  If  any  person  liable 'to  pay  an  income  tax  for 
himself  or  others  shall  fail  to  make  and  deliver  the  return 
required  by  law,  but  shall  consent  to  disclose  the  particulars 
of  any  business  or  occupation  liable  to  pay  such  tax,  it 
shall  be  the  duty  of  the  collector  or  deputy  collector  to 
make  such  list  or  return,  which  being, distinctly  read  and 
consented  to,  signed,  and  verified  by  oath  or  affirmation  by 
the  person  liable  to  make  such  return,  the  same  may  be 
received  as  the  list  or  return  of  such  person. 

Art.  21.  In  case  any  person  liable  to  make  return  shall 
neglect  or  refuse  to  make  or  render  a  list  or  return,  or 
shall  render  a  willfully  false  or  fraudulent  return,  it  shall 
be  the  duty  of  the  collector,  after  due  notice  has  been  given, 
to  make  such  list,  according  to  the  best  information  he  can 
obtain  by  the  examination  of  such  person,  or  any  other  evi- 
dence. 

When  duly  certified  by  the  collector,  the  said  list  thus 
prepared  shall  be  the  return  of  said  person  and  the  tax  so 
ascertained  to  be  due,  together  with  the  50  per  cent  or  100 
per  cent  penalty  incurred,  shall  be  assessed  and  collected. 

Art.  22.  The  annual  return  niust  be  verified  by  oath  or 
affirmation  of  the  person  making  the  same.  Collectors  are 
directed  by  law  to  require  every  return  to  be  so  verified' 
by  the  person  rendering  it.  The  affidavit  may  be  made 
before  the  collector  for  the  district  or  before  any  officer 
authorized  by  law  to  administer  oaths. 

Art.  23.  When  the  return  is  not  filed  within  the  required 
time  by  reason  of  sickness  or  absence  of  the  individual,  an  ex- 
tension of  time,  not  exceeding  30  days  from  March  1,  within 
which  to  file  such  return  may  be  granted  by  the  collector,  pro- 
vided a  written  application  therefor  is  made  by  the  individual 
within  the  period  for  which  such  extension  is  desired. 

Art.  24.  The  annual  returns  will  be  forwarded  by  collect- 
ors by  registered  mail  to  the  Commissioner  of  Internal  Revenue 
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with  the  list  for  the  month  in  which  the  returns  are  filed.  Col- 
lectors must  provide  that  said  returns  and  all  forms  relating 
thereto  are  securely  sealed  in  envelopes  or  packages  before  for- 
warding the  same. 

Art.  25.  All  assessments  shall  be  made  by  the  Commission- 
er of  Internal  Revenue,  and  all  persons  shall  be  notified  of  the 
amount  for  which  they  are  respectively  liable  on  or  before  the 
1st  day  of  June  of  each  successive  year,  and  said  assessments 
shall  be  paid  on  or  before  the  30th  day  of  June,  except  in  cases 
of  refusal  or  neglect  to  make  such  return  and  in  cases  of  false 
or  fraudulent  returns,  in  which  cases  the  Commissioner  of  In- 
ternal Revenue  shall,  upon  the  discovery  thereof,  at  any  time 
within  three  years  after  said  return  is  due,  make  a  return  up- 
on information  obtained,  as  provided  by  the  law,  and  the  as- 
sessment made  by  the  Commissioner  of  Internal  Revenue 
thereon  shall  be  paid  by  such  person  or  persons  immediately 
upon  notification  of  the  amount  of  such  assessment. 

To  any  sum  or  sums  due  and  unpaid  after  the  30th  day  of 
June  in  any  year,  and  for  10  days  after  notice  and  demand 
thereof  by  the  collector,  there  shall  be  added  the  sum  of  5  per 
cent  on  the  amount  of  tax  unpaid,  and  interest  at  the  rate  of  1 
per  cent  per  month  upon  said  tax  from  the  time  the  same  be- 
came due,  except  from  the  estates  of  insane,  deceased,  or  insol- 
vent persons. 

Art.  26.  If  any  person,  corporation,  joint-stock  company, 
association,  or  insurance  company  liable  to  make  returns  or 
pay  tax  shall  refuse  or  neglect  to  make  returns  at  the  time  or 
times  specified  in  each  year,  such  person  shall  be  liable  to  a 
penalty  of  not  less  than  $20  nor  more  than  $1,000. 

Any  person  or  any  officer  of  any  corporation  required  by 
law  to  make,  render,  sign,  or  verify  any  return  who  makes  any 
false  or  fraudulent  return  or  statement  with  intent  to  defeat  or 
evade  the  assessment  required  by  law  to  be  made  shall  be 
guilty  of  a  misdemeanor,  and  shall  be  fined  not  exceeding  $2,- 
000  or  be  imprisoned  not  exceeding  one  year,  or  both,  at  the 
discretion  of  the  court,  with  the  costs  of  prosecution, 
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Art.  27.  Nothing  in  the  law  or  these  regulations  shall  be 
construed  to  release  a  taxable  person  from  liability  for  income 
tax,  nor  shall  any  contract  entered  into  after  the  act  of  October 
3,  1913,  took  effect  be  valid  in  regard  to  any  Federal  income 
tax  imposed  upon  a  person  liable  to  such  payment. 

Art.  28.  For  regulations  relative  to  the  claiming  of  exemp- 
tions and  deductions  on  income,  the  tax  on  which  is  to  be  de- 
ducted and  withheld  at  the  source,  see  article  33. 

§  179.     Collections  at  the  Source 

Art.  29.  The  deductions  and  payment  of  the  tax  at  the 
source  of  income  applies  only  to  the  normal  tax  imposed  upon 
individuals  and  shall  not  be  construed  to  require  any  of  such 
tax  to  be  withheld  prior  to  the  1st  day  of  November,  1913. 

Art.  30.  Paragraph  E  of  section  2  of  the  act  provides 
that- 
All  persons,  firms,  copartnerships,  companies,  corporations,  joint- 
stock  companies  or  associations,  and  insurance  companies,  in  what- 
ever capacity  acting,  including  lessees  or  mortgagors  of  real  or  per- 
sonal property,  trustees  acting  in  any  trust  capacity,  executors,  ad- 
ministrators, agents,  receivers,  conservators,  employers,  and  all  offi- 
cers and  employees  of  the  United  States  having  the  control,  re- 
ceipt, custody,  disposal,  or  payment  of  interest,  rent,  salaries,  wages, 
premiums,  annuities,  compensation,  remuneration,  emoluments,  or 
other  fixed  or  determinable  annual  gains,  profits,  and  income  of  an- 
other person,  exceeding  $3,000  for  any  taxable  year,  other  than  divi- 
dends on  capital  stocE,  or  from  the  net  earnings  of  corporations  and 
joint-stock  companies  or  associations  subject  to  like  tax,  who  are  re- 
quired to  make  and  render  a  return  in  behalf  of  another,  as  provided 
herein,  to  the  collector  of  his,  her,  or  its  district,  are  hereby  author- 
ized and  required  to  deduct  and  withhold  from  such  annual  gains, 
profits,  and  income  such  sum  as  will  be  sufficient  to  pay  the  normal 
tax  imposed  thereon  by  this  section,  and  shall  pay  to  the  officer  of 
the  United  States  Government  authorized  to  receive  the  same;  and 
they  are  each  hereby  made  personally  liable  for  such  tax. 

Art.  31.  All  persons,  firms,  etc.,  mentioned  in  the  above- 
quoted  paragraph  are  referred  to  in  these  regulations  as  "debt- 
ors" or  "withholding  agents,"  and  the  word  "source"  is  to  ap- 
ply to  the  place  where  the  income  originated  and  is  payable. 

Art.  32.  The  income  from  which  the  normal  tax  of  1  per 
-cent  is  to  be  withheld  by  withholding  agents  includes  all  items 
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of  income  exceeding  in  the  aggregate  $3,000  and  payable  to  any 
one  person  during  the  year,  except : 

(a)  Dividends  on  capital  stock  or  from  the  net  earnings  of 
corporations  and  joint-stock  companies  or  associations  and  in- 
surance companies  subject  to  like  tax. 

(b)  Income  of  an  individual  which  is  not  fixed  or  certain  and 
not  payable  at  stated  periods,  or  is  indefinite  or  irregular  as  to 
amount  or  time  of  accrual,  shall  not  be  withheld  at  the  source, 
but  shall  be  listed  in  the  annual  return  of  the  individual,  and 
the  tax  shall  be  paid  thereon  by  him. 

Incomes  derived  from  the  following  professions  and  voca- 
tions come  under  this  head :  Agents  compensated  on  the  com- 
mission basis,  lawyers,  doctors,  authors,  inventors,  and  other 
professional  persons  whose  income  is  irregular  and  indefinite. 

Such  persons  shall  make  personal  return  of  all  their  income, 
provided  their  total  net  income  from  all  sources  is  $3,000  or 
over.  For  example :  When  a  lawyer  receives  a  retainer  of  $5,- 
000  as  a  special  fee,  a  deduction  therefrom  shall  not  be  made 
by  the  payer;  but  when  a  lawyer  receives  a  retainer  of  $5,- 
000  per  annum,  and  the  exemption  claimed  is  $3,000,  $2,000 
of  such  income  would  be  taxed  and  the  tax  retained  at  the 
source;  or  if  his  exemption  claimed  should  be  $4,000,  $1,000 
of  such  income  would  be  taxed  and  the  tax  thereon  withheld  at 
the  source. 

(c)  Items  listed  in  article  5,  which  are  wholly  exempt  from 
tax. 

Art.  33.  (a)  In  all  cases  where  the  income  tax  of  a  person 
is  withheld  and  deducted  and  paid  or  to  be  paid  at  the  source, 
such  person  shall  not  receive  the  benefit  of  the  deduction  and 
exemption  allowed  in  paragraph  C  (see  arts.  9  and  10)  except 
by  an  application  to  the  collector  for  refund  of  the  tax  unless 
he  shall,  not  less  than  30  days  prior  to  the  day  on  which  the  re- 
turn of  his  income  is  due,  file  with  the  person  who  is  required 
to  withhold  and  pay  tax  for  him,  a  certificate  claiming  the  bene- 
fit of  such  exemption,  and  thereupon  no  tax  shall  be  withheld 
upon  the  amount  of  such  exemption.  If  any  person  for  the 
purpose  of  obtaining  any  allowance  or  reduction  by  virtue  of  a 
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claim  for  such  exemption,  either  for  himself  or  for  any  other 
person,  knowingly  makes  any  false  statement  or  false  or  fraud- 
ulent representation,  he  shall  be  liable  to  a  penalty  of  $300. 

(b)  Nor  shall  any  person  under  the  foregoing  conditions  be 
allowed  the  benefit  of  any  deduction  provided  for  in  subsection 
B  (see  art.  6,  1  to  6)  unless  he  shall,  not  less  than  30  days  prior 
to  the  day  on  which  the  return  of  his  income  is  due,  either  file 
with  the  person  who  is  required  to  withhold  and  pay  tax  for 
him  a  true  and  correct  return  (on  Form  1008)  of  his  annual 
gains,  profits,  and  income  from  all  other  sources,  and  also  the 
deductions  asked  for,  and  the  showing  thus  made  shall  then  be- 
come a  part  of  the  return  to  be  made  in  his  behalf  by  the  person 
required  to  withhold  and  pay  the  tax  and  the  debtor  or  with- 
holding agent  will  only  withhold  the  tax  on  the  payments  made 
in  excess  of  the  deductions  claimed  on  said  form.  Or  such  per- 
son may  likewise  make  application  for  deductions  to  the  collec- 
tor of  the  district  in  which  return  is  made  or  to  be  made  for 
him. 

If  such  person  is  a  minor  or  an  insane  person,  or  is  absent 
from  the  United  States,  or  is  unable  owing  to  serious  illness  to 
make  the  return  and  application  above  provided  for,  the  return 
and  application  may  be  made  for  him  or  her  by  the  person  re- 
quired to  withhold  and  pay  the  tax,  he  making  oath  on  certifi- 
cate (Form  1009)  under  the  penalties  of  this  act  that  he  has 
sufficient  knowledge  of  the  affairs  and  property  of  his  benefi- 
ciary to  enable  him  to  make  a  full  and  complete  return  for  him 
or  her,  and  that  the  return  and  application  made  by  him  are 
full  and  complete. 

(c)  When,  however,  claims  for  exemption  and  deductions  as 
above  described  are  not  filed  within  the  prescribed  time,  the 
tax  collected  in  excess  can  be  remitted  only  on  presentation  of 
a  claim  for  refund  under  the  provisions  of  section  3220,  Revis- 
ed Statutes,  said  claims  to  be  made  either  by  the  withholding 
agent  against  whom  the  assessment  was  made,  or  by  the  person 
on  account  of  whom  such  taxes  were  withheld. 

Claims  for  abatement  of  taxes  erroneously  assessed,  or 
which  are  excessive  in  amount,  may,  prior  to  collection  thereof, 
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be  filed  under  the  provisions  of  said  section  3220,  Revised  Stat- 
utes, either  by  the  withholding  agent  against  whom  the  assess- 
ment was  made,  or  by  the  persons  on  account  of  whom  such 
taxes  were  withheld. 

In  the  monthly  list  returns  as  now  prescribed  a  space  is  pro- 
vided to  show  the  amount  of  taxes  which  the  withholding  agent 
may  remit  to  the  collector  when  such  returns  are  filed.  The 
withholding  agents  will  not,  however,  forward  to  the  collector 
amounts  withheld  by  him  until  notices  of  assessment  are  re- 
ceived from  the  collector. 

Claims  for  exemption  and  deductions  may  be  filed  with  the 
withholding  agent  and  claims  for  deductions  may  be  filed  with 
the  collector,  not  later  than  30  days  prior  to  March  1. 

In  cases  where  claims  for  deductions  are  filed  with  the  col- 
lector within  the  time  prescribed,  the  collector  will  immediately 
furnish  the  withholding  agent  (whose  name  and  address  must 
be  shown  on  Form  1008)  with  a  statement  of  the  amount  of  de- 
ductions claimed,  and  said  withholding  agent  shall  not  withhold 
and  pay  the  normal  tax  to  the  extent  of  the  deductions  claimed 
as  per  said  list. 

Withholding  agents  should  not  file  their  annual  returns  until 
after  the  expiration  of  the  time  allowed  persons  to  file  claims 
for  exemptions  and  deductions  and  if  claims  for  deductions 
are  filed  with  the  collector  in  the  required  time,  yet  not  in  suffi- 
cient time  to  have  the  adjustment  made  by  the  withholding 
agent,  the  collector  will  make  the  adjustment  on  the  withhold- 
ing agent's  return  and  in  reporting  such  withholding  agent  for 
assessment  will  make  allowance  for  the  amount  of  such  deduc- 
tions claimed.  Notice  of  such  adjustment,  however,  must  be 
furnished  the  withholding  agent. 

Art.  34.  The  normal  tax  of  1  per  cent  shall  be  deducted 
and  withheld  at  the  source,  and  payment  made  to  the  collector 
of  internal  revenue  as  provided  in  the  law,  by  the  debtor,  or  his, 
her,  or  its  duly  appointed  agent  authorized  to  make  such  deduc- 
tion and  payment. 

No  other  person,  firm,  or  organization,  in  whatever  capacity 
acting,  having  the  receipt,  custody,  or  disposal  of  any  income, 
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as  herein  provided,  shall  be  required  to  again  deduct  and  with- 
hold the  normal  tax  of  1  per  cent  thereon,  provided  that  any 
such  person,  firm,  or  organization  other  than  the  debtor  who 
has  withheld  said  tax,  shall  file  with  the  collector  of  internal 
revenue  for  his,  her,  or  its  district,  a  certificate  (Form  1006) 
showing  from  whom  and  in  what  amount  the  tax  has  been  so 
withheld. 

Art.  35.  Withholding  agents  who  are  required  to  make 
monthly  returns  will,  on  or  before  the  20th  day  of  each  month, 
file  with  the  collector  for  their  respective  districts  such  returns 
for  the  preceding  month,  accompanied  by  all  certificates  relat- 
ing thereto,  and  there  shall  also  accompany  said  returns  all 
certificates  claiming  exemptions  and  deductions  which  are  not 
required  to  be  listed  thereon ;  and  on  or  before  the  1st  day  of 
March  in  each  year  said  withholding  agents  shall  likewise  file 
their  annual  returns  for  the  preceding  calendar  year.  Annual 
returns  (Forms  1041  and  1042)  must  be  accompanied  by  all  cer- 
tificates claiming  exemptions  and  deductions  relating  thereto. 

Art.  36.  For  regulations  as  to  assessment  and  collection  of 
taxes  from  withholding  agents,  see  article  25  and  "Assessments 
and  collections,"  Part  4. 

§  180.  Income  Derived  from  Interest  Upon  Bonds  and 
Mortgages  or  Deeds  of  Trust  or  Other  Similar 
Obligations  of  Corporations 

Art.  37.  Under  the  law  a  tax  of  1  per  cent,  designated  as 
the  normal  tax,  shall  be  deducted  at  "the  source,"  beginning 
November  1,  1913,  from  all  income  accruing  and  payable  to 
any  person  subject  to  such  tax  which  may  be  derived  from  in- 
terest upon  bonds  and  mortgages,  or  deeds  of  trust,  or  other 
similar  obligations,  including  equipment  trust  agreements  and 
receivers'  certificates  of  corporations,  joint-stock  companies  or 
associations,  and  insurance  companies,  although  such  interest 
does  not  amount  to  $3,000. 

Income  derived  from  the  interest  upon  the  obligations  of  a 

State,  county,  city,  or  any  other  political  subdivision  thereof, 

and  upon  the  obligations  of  the  United  States  or  its  possessions, 

is  not  subject  to  the  income  tax,  and  certificates  of  ownership 
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in  connection  with  coupons  or  registered  interest  orders  for 
such  interest  will  not  be  required. 

Art.  38.  The  term  "debtor,"  as  hereinafter  used,  shall  ap- 
ply to  all  corporations,  joint-stock  companies  or  associations, 
and  insurance  companies;  and  such  "debtor"  may  appoint 
withholding  and  paying  agents  to  act  for  it  in  matters  pertain- 
ing to  the  collection  of  this  tax,  upon  filing  with  the  collector  of 
internal  revenue  for  the  district  a  proper  notice  of  the  appoint- 
ment of  such  agent  or  agents.  Where  such  withholding  agent 
is  so  authorized  by  the  debtor  corporation,  he  may  file  with  the 
collector  of  his  district  the  required  returns  and  accompanying 
certificates  (arts.  50  and  51),  in  which  case  the  assessment  of 
the  tax  withheld  by  him  will  be  made  in  that  district.  Unless 
such  authority  is  given,  such  reports,  etc.,  will  be  furnished  by 
the  debtor  corporation  to  the  collector  of  its  district  (i.  e.,  the 
district  in  which  its  principal  financial  or  business  office  is  lo- 
cated), where,  in  such  case,  assessment  will  be  made. 

Art.  39.  For  the  purpose  of  collecting  the  tax  on  all  cou- 
pons and  registered  interest  originating  or  payable  in  the  Unit- 
ed States,  the  source  shall  be  the  debtor  (or  its  withholding  and 
paying  agent  in  the  United  States),  who  shall  deduct  the  tax 
when  same  is  to  be  withheld,  and  no  other  bank,  trust  company, 
banking  firm,  or  individual  taking  coupons  or  interest  orders 
for  collection,  or  otherwise,  shall  withhold  the  tax  thereon, 
where  such  coupons  or  orders  for  registered .  interest  are  ac- 
companied by  certificates  of  ownership  signed  by  the  owners  of 
the  bonds  upon  which  the  interest  matured.  These  certificates 
shall  be  made  on  the  prescribed  forms  and  shall  be  made  out  by 
each  owner  of  bonds  for  the  coupons  or  interest  orders  for 
each  separate  issue  of  bonds  or  obligations  of  each  debtor. 
(See,  Arts.  43  and  46.) 

Art.  40.  Responsible  banks,  bankers,  and  collecting  agents 
receiving  coupons  for  collection  with  the  aforesaid  certificates 
of  ownership  attached,  ;iiay  present  the  coupons  with  the  at- 
tached certificates  to  the  debtor  or  withholding  agent  for  collec- 
tion, or  such  certificates  may  be  detached  and  forwarded  direct 
to  the  Commissioner  of  Internal  Revenue,  provided  such  bank, 
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banker,  or  collecting  agent  shall  substitute  for  such  certificates 
its  own  certificate,  and  shall  keep  a  complete  record  of  each 
transaction,  showing — 

1.  Serial  number  of  item  received. 

2.  Date  received. 

3.  Name  and  address  of  person  from  whom  received. 

4.  Name  of  debtor  corporation. 

5.  Class  of  bonds  from  which  coupons  were  cut. 

6.  Face  amount  of  coupons. 

7.  Exemptions  from  tax  claimed  by  owner  under  para- 
graph C. 

For  the  purpose  of  identification,  such  substitute  certificates 
should  be  numbered  consecutively,  and  corresponding  numbers 
given  the  original  certificates  of  ownership. 

The  permission  here  granted  will  extend  to  responsible 
banks,  bankers,  and  collecting  agents  in  foreign  countries, 
through  whom  collection  of  such  interest  coupons  is  made. 

The  various  substitute  certificates  hereby  authorized  will 
correspond  with  the  form  numbers  of  the  ownership  certifi- 
cates detached  by  the  collecting  agent,  except  that  the  substi- 
tute certificates'  form  numbers  will  be  followed  by  the  let- 
ter "a." 

Art.  41.  A  debtor  whose  bonds  may  be  registered,  both 
as  to  principal  and  interest,  shall  deduct  the  normal  tax  of 
1  per  cent  from  the  accruing  interest  on  all  bonds  before 
sending  out  checks  for  said  interest  to  registered  owners  or 
before  paying  such  interest  upon  interest  orders  signed  by  the 
registered  holders  of  said  bonds  unless  there  shall  be  filed 
with  said  debtor  or,  its  fiscal  agent  (not  later  than  30  days 
prior  to  March  1),  through  whom  said  interest  is  customarily 
paid,  the  proper  certificates  claiming  exemption  from  liability 
for  said  tax  as  herein  provided,  executed — 

By  a  citizen  or  resident  of  the  United  States,  the  bona  fide 
owner  of  the  registered  obligations,  who  may  claim  exemp- 
tion under  paragraph  C,  section  2,  of  the  income  tax  law,  or 

By  corporations,  joint-stock  companies,  associations,  or  in- 
surance companies  organized  in  the  United  States,  or  organi- 

(163) 


§  180  INCOME  TAXATION  (Ch.  3 

zations,  associations,  fraternities,  etc.,  which  are  either  tax- 
able or  exempt  from  taxation,  as  provided  in  paragraph  G, 
subdivision  (a),  of  the  act,  or 

By  a  bona  fide  resident  and  citizen  of  a  foreign  country, 
claiming  exemption  as  such. 

Art.  42.  If  the  owners  of  the  bonds  are  individuals  who 
are  citizens  or  residents  of  the  United  States,  the  aforesaid 
certificates  shall  accompany  the  coupons,  or,  with  respect  to 
the  interest  on  registered  bonds,  shall  be  filed  with  payer  of 
said  interest,  and  such  certificates  shall  describe  the  bonds  and 
show  the  amount  of  coupons  attached  or  the  amount  of  inter- 
est due  such  owners  on  registered  bonds  and  the  name  and 
address  of  the  owners,  and  if  registered  in  names  other  than 
the  owners  such  names  with  addresses  shall  also  be  given. 
Such  certificates  shall  also  show  whether  the  claimants  do  or 
do  not  then  claim  exemption  from  taxation  at  the  source,  un- 
der paragraph  C,  articles  9  and  10  ($3,000,  and  under  certain 
conditions  $4,000),  as  to  the  income  represented  by  such  cou- 
pons or  interest.  The  certificates  will  be  prepared  on  Form 
1000  and  must  show  the  amount,  if  any,  of  exemption  claimed, 
the  total  amount  of  exemption  to  which  the  claimant  is  eri- 
titled  and  must  be  signed  by  the  claimants,  who  shall  use  their 
ordinary  business  signatures.  The  certificates  shall  also  show 
the  post-office  and  street  address  of  the  claimants,  the  internal- 
revenue  district,  and  the  date  when  signed. 

Art.  43.  Duly  authorized  agents  may  sign  such  certifi- 
cates for  the  persons  for  whom  they  act,  and  withholding 
agents,  banks,  or  others,  with  whom  such  certificates  are  filed, 
if  satisfied  as  to  the  identity  and  responsibility  of  the  persons 
so  signing,  shall  stamp  or  write  on  the  face  of  each  such  cer- 
tificate "Satisfied  as  to  identity  and  responsibility  of  agent," 
giving  name  and  address  of  person  thus  certifying.  Certifi- 
cates so  verified  may  be  accepted  by  all  other  persons,  firms, 
or  organizations  to  whom  presented,  without  question  as  to 
authority  of  such  agent.  If  the  person,  firm,  or  organization 
first  receiving  such  certificate  is  not  satisfied  as  to  the  agent's 
identity  and  responsibility,  then,  in  that  event,  the  agent  shall 
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furnish  evidence  of  his  authority  to  so  act,  which  will  be  re- 
tained by  the  person,  firm,  or  organization  receiving  it,  and 
the  certificate  of  ownership  shall  be  indorsed  as  above  provided. 

Art.  44.  Whenever  interest  coupons,  accompanied  by  a 
certificate  of  an  individual  who  is  a  citizen  or  resident  of  the 
United  States,  are  presented  to  a  debtor  or  its  withholding 
agent  for  payment,  or  whenever  interest  is  payable  to  such 
individual  on  a  bond  registered  as  to  both  principal  and  inter- 
est, the  debtor  or  its  withholding  agents  shall  deduct  and  with- 
hold the  amount  of  the  normal  tax,  except  to  the  extent  that 
exemption  is  claimed  in  the  certificate  of  ownership  (Form 
1000). 

Where  the  interest  to  be  paid  is  registered,  the  same  form 
of  certificate  shall  be  used  where  exemptions  are  claimed, 
and  it  shall  be  filed  with  the  debtor  at  least  five  days  before 
the  due  date  of  such  interest. 

Art.  45.  If  the  owners  of  the  bonds  are  corporations, 
joint-stock  companies,  associations,  or  insurance  companies 
organized  in  the  United  States,  no  matter  how  created  or  or- 
ganized, or  organizations,  associations,  fraternities,  etc.,  which 
are  either  taxable  or  exempt  from  taxation  as  provided  in 
paragraph  G,  subdivision  (a)  of  the  act,  the  debtor  is  not  re- 
quired to  withhold  or  deduct  the  tax  upon  income  derived  from 
interest  on  such  bonds,  provided  coupons  or  orders  for  inter- 
est from  such  bonds  shall  be  accompanied  by  a  certificate  of 
the  owners  thereof  certifying  to  such  ownership,  which  cer- 
tificates shall  be  filed  with  the  debtor  when  such  coupons  or 
interest  orders  are  presented  for  payment. 

Such  certificate  will  be  made  on  Form  1001,  and  must  be 
signed  in  the  name  of  the  organization  (stating  its  place  of 
business)  by  the  president,  secretary,  or  some  other  principal 
officer  of  the  said  corporation  or  organization  duly  authorized 
to  sign  same,  and  must  be  properly  dated. 

Art.  46.  Coupons,  or  orders  for  registered  interest,  pay- 
able in  the  United  States,  representing  the  interest  on  bonds 
owned  by  nonresident  aliens,  must  be  accompanied  by  the  pre- 
scribed certificate  (Form   1004),  but  this  certificate  may  be 
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signed  either  by  the  owner  or,  in  behalf  of  the  owner,  by  a 
reputable  bank  or  bankers  or  other  responsible  collecting 
agency,  certifying  to  the  ownership  of  the  bonds  and  giving 
the  name  and  address  of  the  bona  fide  nonresident  and  alien 
owners,  and  when  such  certificate  is  thus  attached  the  normal 
tax  of  1  per  cent  on  such  coupons  or  interest  orders  need  not 
be  withheld  at  the  source  by  the  debtor  or  collecting  agency. 
Unless  such  proof  of  foreign  ownership  is  furnished,  the 
normal  tax  of  1  per  cent  should  be  deducted. 

Foreign  organizations  engaged  in  business  within  the  Unit- 
ed States  are  subject  to  the  normal  tax  of  1  per  cent  per  an- 
num upon  the  amount  of  net  income  accruing  from  business 
transacted  and  capital  invested  within  the  United  States;  but 
said  organizations  shall  be  exempt  from  having  any  part  of 
their  income  withheld  by  a  debtor  or  withholding  agent,  and 
claim  for  such  exemption  will  be  made  on  Form  1018. 

Art.  47.  Inasmuch  as  individual  members  of  a  partnership 
are  liable  for  income  tax  upon  their  respective  interest  in 
the  net  earnings  of  such  partnership,  the  partnership  may  file 
with  the  withholding  agent  a  notice  signed  in  the  name  of  the 
partnership,  by  a  member  thereof,  claiming  a  deduction  of  a 
specific  amount  on  account  of  the  legitimate  expense  incur- 
red in  conducting  the  business  of  said  partnership ;  and  upon 
receipt  of  said  notice  said  withholding  agent  shall  not  with- 
hold, and  shall  not  be  held  liable  for,  the  normal  tax  on  the 
amount  of  income  equal  to  the  amount  of  deduction  claimed 
in  said  notice ;  but  in  no  event  shall  the  total  of  the  amounts 
claimed,  as  provided  herein,  be  in  excess  of  the  total  amount 
of  the  actual  legitimate  annual  expenses  incurred  by  said  part- 
nership in  the  conduct  of  its  business.  Application  for  such 
deduction  shall  be  made  on  Form  1011. 

Art.  48.  Foreign  partnerships  or  firms,  all  the  members 
of  which  are  both  citizens,  or  svibjects,  and  residents  of  a  for- 
eign country,  which  are  the  owners  of  bonds  and  mortgages  or 
deeds  of  trust  or  other  similar  obligations,  including  equipment 
trust  agreements,  receivers'  certificates,  and  stocks  of  corpo- 
rations, joint-stock  companies  or  associations  and  insurance 
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companies,  organized  or  doing  business  in  the  United  States, 
may  file  with  the  debtor  or  withholding  agent,  with  their  cou- 
pons or  orders  for  registered  interest,  or  orders  for  other 
income  derived  from  property  or  investments  in  the  United 
States,  a  certificate  and  notice  of  ownership  (Form  1016)  set- 
ting forth  the  above  facts;  and  the  debtor  or  withholding 
agent  shall  not  withhold  any  part  of  said  income. 

Art.  49.  Where  a  foreign  partnership  or  firm  is  com- 
posed of  both  nonresident  foreigners  and  citizens  of  the  United 
States,  or  foreigners  residing  in  the  United  States  or  its  pos- 
sessions, the  certificate  of  ownership  shall  show  this  fact,  and 
the  name  and  legal  address  of  each  member  of  said  partner- 
ship who  is  a  citizen  of  the  United  States,  or  who  is  a  foreigner 
residing  in  the  United  States  or  its  possessions,  shall  be  given 
on  the  back  of  said  certificate,  and  no  part  of  said  income  shall 
be  withheld.  The  said  certificate  and  notice  of  ownership  in 
either  case  above  provided  shall  be  on  Form  1014. 

Art.  50.  Withholding  agents  "are  required  to  file  in  dupli- 
cate a  monthly  list  return  (Form  1012)  giving  a  list  of  all  cou- 
pon or  interest  payments  made  on  which  the  normal  tax  of 
1  per  cent  was  deducted  and  withheld  from  interest  payments 
made  upon  bonds  or  other  similar  obligations,  and  shall  show 
the  name  and  address  in  full  of  the  owners  of  the  bonds, 
amount  of  the  income,  amount  of  exemption  claimed,  amount 
of  income  on  which  withholding  agent  is  liable  for  tax,  and 
the  amount  of  tax  withheld. 

Forms  1012a,  1012b,  and  1012c  are  to  be  used  where  Form 
1012  does  not  afford  sufficient  space  in  which  to  enter  all  items. 

Form  1012d,  when  necessary  to  be  used,  shall  be  made  in 
duplicate  and  shall  be  a  summary  of  the  monthly  list  return. 
Form  1012,  as  made  in  detail  by  the  withholding  agent,  and 
the  said  summary  and  lists  thereto  attached  when  properly, 
filled  in  and  the  summary  signed  and  sworn  to  shall  constitute 
the  complete  monthly  list  return  of  the  withholding  agent  mak- 
ing same  as  fully  as  if  each  list  attached  to  the  summary  was 
signed  and  sworn  to  separately. 
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An  annual  list  return  (Form  1013)  in  duplicate  is  also  re- 
quired to  be  made  by  debtors  or  withholding  agents  of  the 
normal  tax  of  1  per  cent  withheld  from  interest  payments 
made  upon  bonds  or  other  similar  obligations,  and  it  shall  be 
filed  on  or  before  March  1  of  each  calendar  year. 

Art.  51.  The  monthly  list  return  in  the  form  as  required 
herein  shall  constitute  a  part  of  the  annual  list  return  to  be 
made  by  debtors  or  withholding  agents,  and  the  debtor  or 
withholding  agent  will  not  be  required,  in  making  an  annual 
list  return  of  the  tax  withheld  from  income  derived  from  in- 
terest upon  bonds  and  mortgages  or  deeds  of  trust,  or  other 
similar  obligations  of  corporations,  joint-stock  companies,  or 
associations  and  insurance  companies,  to  again  make  an  item- 
ized list  of  the  amount  of  tax  withheld  from  each  person*, 
but  will  give  in  the  annual  list  return  the  totals  of  the  month- 
ly list  return  for  each  month  of  the  year  for  which  annual  list 
return  is  made. 

All  substitute  certificates  of  collecting  agents,  authorized 
by  regulations,  that  are  received  by  debtors  or  withholding 
agents  will  be  considered  the  same  as  certificates  of  owners, 
and  in  entering  same  in  making  monthly  list  returns  debtors  or 
withholding  agents  will  enter  the  name  and  address  of  the 
collecting  agent  and  the  number  of  the  substitute  certificate 
issued  in  lieu  of  the  original  certificate  containing  the  name 
and  address  of  the  owner  of  the  bonds.  Until  the  further  rul- 
ing on  this  subject  by  this  department  no  list  return  is  required 
to  be  made  of  certificates  of  ownership  accompanying  cou- 
pons or  registered  interest  orders  filed  with  a  debtor  or  with- 
holding agent  when  the  owners  of  the  bonds  are  not  subject 
to  having  the  normal  tax  withheld  at  the  source,  but  all  such 
certificates  of  ownership  shall  be  forwarded  by  the  debtor  or 
withholding  agent  to  the  collector  of  internal  revenue  for  the 
district,  on  or  before  the  20th  day  of  the  month  succeeding 
that  in  which  said  certificates  of  ownership  were  received. 
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§  181.  Income  Derived  From  Interest  upon  Bonds,  Mort- 
gages, etc..  Paid  by  First  Bank  or  Collecting 
Agency  when  Certificates  of  Owners  are  Not 
Filed 

Art.  52.  Where  the  coupons  or  interest  orders  are  not 
accompanied  by  certificates  as  heretofore  prescribed,  the 
first  bank,  trust  company,  banking  firm,  or  individual,  or 
collecting  agency  receiving  the  coupons  or  interest  orders 
for  collection,  or  otherwise,  shall  deduct  and  withhold  the 
tax  and  shall  attach  to  such  coupons  or  interest  orders  its 
own  certificate  (Form  1002),  giving  the  name  and  address 
of  the  owner  of,  or  the  person  presenting  such  coupons  or 
interest  orders  if  the  owner  is  not  known,  with  a  descrip- 
tion of  the  coupons  or  interest  orders ;  also  setting  forth 
the  fact  that  they  are  withholding  the  tax  upon  them ; 
whereupon  the  debtor  shall  not  again  withhold  the  tax 
on  said  coupons  or  interest  orders,  but  in  lieu  thereof  shall 
deliver  to  the  Collector  of  Internal  Revenue  the  certificate 
of  such  bank,  trust  company,  etc.,  which  is  withholding 
such  tax  money. 

Any  corporation,  collecting  agency,  or  person  first  receiv- 
ing from  the  owner  any  interest  coupons  or  orders  for  the 
collection  of  registered  interest  should  require  the  persons 
tendering  such  coupons  or  orders  for  registered  interest  to 
satisfactorily  establish  their  identity. 

Art.  53.  Withholding  agents  receiving  coupons  or  in- 
terest orders  not  accompanied  by  certificates  of  owners  are 
required  to  file  monthly  and  annual  list  returns  in  duplicate. 

The  required  monthly  list  return  (Form  1044)  shall  give 
a  list  of  all  coupon  or  interest  payments  made  on  which  the 
normal  tax  of  1  per  cent  was  deducted  and  withheld  and 
shall  show  the  name  and  address  in  full  of  the  owner  of, 
or  the  person  presenting  such  coupons  or  interest  orders,  if 
the  owner  is  not  known,  amount  of  the  income  subject  to 
tax  and  the  amount  of  tax  withheld. 

An  annual  list  return  (Form  1044a)  is  also  required  to 
be  made  by  such  withholding  agents,  showing  the  amount 
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of  tax  withheld  during  the  preceding  year  on  income  of  this 
character.  This  return  must  be  filed  on  or  before  the  1st 
day  of  March  of  each  calendar  year. 

The  monthly  list  returns  in  the  form  as  required  herein 
shall  constitute  a  part  of  the  annual  list  return  to  be  made, 
and  the  withholding  agent  will  not  be  required,  in  making 
an  annual  list  return  of  the  tax  thus  withheld,  to  again  make 
an  itemized  list  of  the  amount  of  tax  withheld  from  each 
person,  but  will  give  in  the  annual  list  return  the  totals  of 
the  monthly  list  returns  for  the  year  for  which  annual  list 
return  is  made. 

§  182.  Income  Derived  From  Coupons,  Checks  or  Bills  of 
Exchange  on  Foreign  Bonds,  Mortgages,  Divi- 
dends, etc. 

Art.  54.  All  persons,  firms,  or  corporations  undertaking 
for  accommodation  or  profit  (this  includes  handling  either 
by  way  of  purchase  or  collection)  the  collection  of  coupons, 
checks,  bills  of  exchange,  etc.,  for  or  in  payment  of  interest 
upon  bonds  issued  in  foreign  countries,  and  upon  foreign 
mortgages  or  like  obligations,  and  for  any  dividends  upon 
stock  or  interest  upon  obligations  of  foreign  corporations, 
associations,  or  insurance  companies  engaged  in  business 
in  foreign  countries,  are  required  by  law  to  obtain  a  license 
from  the  Commissioner  of  Internal  Revenue. 

Art.  55.  Applications  for  such  license  (Form  1017)  will 
be  made  to  the  collector  for  the  district  in  which  such  busi- 
ness is  to  be  carried  on.  Upon  the  acceptance  of  such 
application  the  collector  will  issue  to  the  applicant  with- 
out cost  a  license  (Form  1010)  which  will  continue  in  force 
until  revoked  or  canceled.  Blank  forms  of  such  license, 
bearing  the  fac  simile  signature  of  the  Commissioner  of 
Internal  Revenue,  will  be  furnished  collectors  on  requisi- 
tion, who  will  in  all  cases  countersign  the  same  before  is- 
suing it  to  applicant.  Failure  to  obtain  a  license  or  to  com- 
ply with  regulations  is  punishable  by  a  fine  not  exceeding 
$5,000  or  imprisonment  not  exceeding  one  year,  or  both,  in 
the  discretion  of  the  court. 
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Art.  56.  Where  the  collector  is  not  sufficiently  informed 
as  to  the  entire  responsibility  of  the  applicant,  or  where  in 
any  case  he  deems  it  advisable,  the  Commissioner  of  Inter- 
nal Revenue  may  upon  the  recommendation  of  the  collector 
require  of  the  applicant  a  bond,  in  duplicate,  with  satisfac- 
tory sureties,  in  a  penal  sum  at  least  equal  to  the  estimated 
amount  of  tax  to  be  withheld  by  such  applicant  during  any 
one  year.  A  form  of  bond  to  be  given  in  such  cases  will  be 
furnished  collectors  on  application  for  the  same.  Where 
licenses  are  issued  without  bond,  the  collector  will  each  year 
inquire  into  and  satisfy  himself  of  the  financial  responsibil- 
ity of  the  licensee. 

Art.  57.  When  any  person,  firm,  or  corporation  shall 
have  branch  offices  and  desire  to  collect  foreign  interest 
or  dividend  income  through  said  branch  offices,  the  ap- 
plication for  license  or  licenses  shall  be  made  by  the  per- 
son, firm,  or  corporation  through  its  principal  office  for 
its  branch  office  or  offices.  Application  for  licenses  in 
such  cases  shall  be  made  to  the  collector  of  internal  revenue 
for  the  district  in  which  the  home  office  is  located.  The 
names  and  addresses  of  the  branch  offices  shall  be  furnished 
to  the  collector  in  the  application  of  the  said  principal,  and 
if  the  requirements  of  the  foregoing  regulations  have  been 
complied  with  to  the  satisfaction  of  the  collector,  he  shall 
certify  this  fact  to  the  collector  of  internal  revenue  for  the 
district  in  which  the  branch  office  is  located,  and  the  col- 
lector to  whom  this  certification  is  made  shall  issue  to  such 
branch  office  a  license,  as  in  the  case  provided  in  article  55. 

Art.  58.  The  licensed  person,  firm,  or  corporation  first 
receiving  any  such  foreign  items  for  collection  or  other- 
wise, shall  withhold  therefrom  the  normal  tax  of  1  per 
cent,  and  will  be  held  responsible  therefor.  Such  licensee 
shall  indorse  or  stamp  on  each  such  coupon,  check,  or  bill 
of  exchange,  when  practicable,  the  words  "Income  tax  with- 
held by"  (giving  his  or  their  name,  address,  and  date), 
which  shall  be  sufficient  evidence  to   relieve  subsequent 
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holders  or  purchasers  from  the  duty  of  also  withholding  the 
income  tax. 

If  the  size  or  nature  of  such  coupons,  checks,  etc.,  makes 
it  impracticable  to  make  said  indorsement  thereon,  a  state- 
ment identifying  the  item  on  which  tax  is  withheld  and 
bearing  said  indorsement  may  be  attached  thereto  with 
the  same  effect  as  if  the  indorsement  was  made  directly 
thereon. 

Art.  59.  Such  licensee  shall  obtain  the  names  and  ad- 
dresses of  the  persons  from  whom  such  items  are  received 
and  shall  prepare  a  list  of  same  in  duplicate  (on  Form  1043) 
and  file  it  with  the  collector  of  internal  revenue  for  his  dis- 
trict not  later  than  the  20th  day  of  the  month  next  succeed- 
ing the  month  in  which  such  items  were  paid.  The  list  shall 
be  dated,  and  shall  contain  the  names  and  addresses  of  the 
taxable  persons,  the  character  and  amount  of  income, 
amount  of  exemption  claimed,  amount  of  income  on  which 
withholding  agent  is  liable  for  tax,  and  the  amount  of  tax 
withheld.  In  addition  to  the  monthly  lists  the  licensee  will, 
on  or  before  the  1st  day  of  March  in  each  year,  file  with  the 
collector  in  duplicate  a  return  (Form  1043a),  showing  the 
amount  of  income  paid  and  the  amount  of  tax  withheld  by 
him  during  the  preceding  year  and  such  other  information 
as  the  form  prescribes. 

The  monthly  list  return  in  the  form  as  required  herein 
shall  constitute  a  part  of  the  annual  list  return  to  be  made 
by  the  licensee  as  withholding  agent,  and  he  will  not  be 
required,  in  making  an  annual  list  return  of  the  tax  with- 
held from  income  described  in  article  54,  to  again  make 
an  itemized  list  of  the  amount  of  tax  withheld  from  each 
person,  but  will  give  in  the  annual  list  return  the  totals 
of  the  monthly  list  return  for  each  month  of  the  year  for 
which  annual  list  return  is  made. 

Art.  60.  In  the  event  such  coupons,  checks,  or  bills  of 
exchange  above  mentioned  are  presented  for  collection  by 
an  individual  claiming  the  benefit  of  the  exemptions  allow- 
able under  paragraph  C  (arts.  9  and  10),  such  individual 
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shall  be  permitted  to  avail  himself  of  the  exemption  claimed, 
upon  signing  on  the  form  heretofore  prescribed  for  coupons 
payable  in  the  United  States,  and  no  tax  shall  be  deducted 
for  the  amount  of  the  exemption  so  claimed ;  or  if  such 
items  are  presented  by  corporations,  joint-stock  companies, 
or  associations  and  insurance  companies,  organized  in  the 
United  States,  the  form  of  certificate  heretofore  prescribed 
for  such  organizations  shall  be  used,  and  in  such  instances 
no  tax  shall  be  deducted. 

Art.  61.  In  both  instances  the  licensee  first  receiving 
such  items  shall  retain  such  certificates  for  delivery  with 
the  lists  aforesaid,  and  with  respect  to  said  coupons,  checks, 
or  bills  of  exchange,  said  licensee  shall  attach  thereto  (iden- 
tifying the  items)  or  indorse  or  stamp  thereon  the  words 
"Income  tax  exemption  claimed  through"  (giving  name  and 
address  of  licensee),  which  shall  be  sufficient  evidence  to 
relieve  subsequent  holders  or  purchasers  from  the  duty  of 
also  withholding  the  tax  thereon. 

The  provisions  for  collection  of  the  tax  on  foreign  obli- 
gations herein  set  forth  includes  the  interest  upon  all  for- 
eign bonds,  even  though  the  coupons  may,  at  the  option 
of  the  holder,  be  payable  in  the  United  States  as  well  as 
in  some  foreign  country. 

Art.  62.  All  persons  licensed  shall  keep  their  records  in 
such  manner  as  to  show  from  whom  every  such  item  has 
been  received,  and  such  records  shall  be  open  at  all  times 
to  the  inspection  of  internal-revenue  officers. 

§  183.  Income  Derived  From  Wages,  Rent,  Interest,  or 
Other  Fixed  and  Determinable  Gains,  Profits, 
and  Income 

Art.  63.  The  above  title  includes  all  income  derived 
from  salaries,  wages,  rents,  royalties,  interest,  taxable  an- 
nuities, emoluments,  or  other  fixed  and  determinable  an- 
nual gains,  profits,  and  income  of  another  person.  ("In- 
come derived  from  interest  upon  bonds  and  mortgages,  or 
deeds  of  trust,  or  other  similar  obligations  of  corporations, 
etc.,"  and  "Income  derived  from  coupons,  checks,  or  bills 
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of  exchange  on  foreign  bonds,  mortgages,  dividends,  etc.," 
which  have  been  covered  by  regulations  under  such  titles 
are  not  to  be  included  here.') 

Art.  64.  Copartnerships,  companies,  corporations,  joint- 
stock  companies  or  associations,  insurance  companies,  in 
whatever  capacity  acting,  including  lessees,  mortgagors 
of  real  or  personal  property,  trustees  acting  in  any  trust 
capacity,  executors,  administrators,  agents,  receivers,  con- 
servators, employers  and  all  officers  and  employees  of  the 
United  States,  hereinafter  referred  to  as  "debtors"  or  with- 
holding agents,  having  the  control,  receipt,  custody,  dis- 
posal, or  payment  of  income  as  described  in  article  63,  shall 
deduct  and  withhold  from  such  annual  gains,  profit,  and 
income,  when  the  same  shall  have  reached  an  aggregate 
amount  in  excess  of  $3,000,  such  sum  as  will  be  sufficient  to 
pay  the  normal  tax  of  1  per  cent  imposed  by  law,  and  shall 
pay  the  taxes  so  withheld  to  the  collector  of  internal  revenue 
for  the  district  in  which  the  said  withholding  agent  resides 
or  has  his,  her,  or  its  principal  place  of  business. 

Art.  65.  A  withholding  agent  who  pays  monthly,  or 
periodically  during  the  year,  interest,  rents,  salaries,  wages, 
etc.,  shall  not  withhold  the  said  tax  until  such  time  as  the 
interest,  rents,  salaries,  wages,  etc.,  shall  have  reached  an 
aggregate  amount  in  excess  of  $3,000.  When  such  amount 
has  been  reached,  such  agent  shall  withhold  the  tax  on  the 
whole  $3,000  and  any  excess  thereof,  unless  the  person  to 
whom  the  income  is  due  files  a  notice  claiming  exemption 
under  paragraph  C  (as  provided  in  art.  33  [a]),  in  which 
case  the  withholding  agent  shall  withhold  only  the  tax  on 
the  income  in  excess  of  said  exemption  of  $3,000  or  $4,000 
(as  the  case  may  be),  and  the  tax  so  withheld  shall  be  paid 
as  required  by  law. 

Art.  66.  In  case  the  person  to  whom  the  income  is  due 
is  entitled  to  any  deductions  under  paragraph  B,  he  may  avail 
himself  of  such  deductions  by  filing  with  the  withholding  agent 
Form  1008,  as  provided  in  article  33  (b),  in  which  case  the 
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withholding  agent  will  only  withhold  the  tax  on  such  income 
in  excess  of  the  deductions  claimed  on  said  form. 

Art.  67.  Banks,  bankers,  trust  companies,  and  other  bank- 
ing institutions  receiving  deposits  of  money,  are  not  required 
to  withhold  at  the  source  the  normal  income  tax  of  1  per  cent 
on  interest  paid,  or  accrued,  or  accruing  to  depositors,  whether 
on  open  accounts  or  on  certificates  of  deposit;  but  all  such 
interest,  whether  paid  or  accrued  and  unpaid,  must  be  included 
in  the  annual  income  return  of  the  person  entitled  to  receive 
such  interest,  whether  on  open  account  or  on  the  certificate 
of  deposit. 

Art.  68.  When  a  note  shall  have  been  given  in  payment  of 
interest,  rents,  or  other  income  accruing  after  March  1,  1913, 
the  maker  of  the  note,  as  the  "debtor"  and  as  the  "source" 
where  the  income  originates,  is  required,  in  paying  such  note, 
to  withhold  the  normal  tax  of  1  per  cent  on  the  entire  amount 
of  the  note,  if  in  excess  of  $3,000,  unless  claim  for  exemption 
or  deductions  under  article  33  (a)  or  33  (b)  is  filed,  in  which 
case  the  said  tax  shall  be  withheld  only  on  the  amount  of  said 
note  in  excess  of  the  exemption  or  deductions  so  claimed. 

If  any  person  who  has  purchased' or  discounted  any  such 
notes  omitted,  in  acquiring  them  from  previous  holder,  to 
make  a  deduction  or  allowance  for  said  tax,  he  can  look  for 
relief  only  to  the  person  from  whom  the  notes  were  obtained, 
as  the  "debtor,"  the  maker  of  said  notes,  is  required  to  de- 
duct, withhold,  and  pay  to  the  collector  of  internal  revenue  the 
amount  of  the  normal  tax  of  1  per  cent  which  may  be  due 
thereon. 

Art.  69.  Withholding  agents  shall  make  an  annual  list  re- 
turn (Form  1042),  in  duplicate,  to  the  collector  of  internal  rev- 
enue for  the  district  in  which  the  withholding  agent  resides 
or  has  his  principal  place  of  business  on  or  before  the  1st  day 
of  March  in  each  year,  showing  the  names  and  addresses  of 
persons  who  h,ave  received  incomes  in  excess  of  $3,000,  on 
which  the  normal  tax  of  1  per  cent  has  been  deducted  and 
withheld  during  the  preceding  year.    This  return  must  be  ac- 
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companied  by  all  forms  presented  claiming  exemptions  and 
deductions. 

§  184.     Fiduciaries 

Art.  70.  Guardians,  trustees,  executors,  administrators, 
agents,  receivers,  conservators,  and  all  persons,  corporations, 
or  associations  acting  in  any  fiduciary  capacity  hereinafter 
referred  to  as  fiduciary  agents,  who  hold  in  trust  an  estate  of 
another  person  or  persons,  shall  be  designated  the  "source" 
for  the  purpose  of  collecting  the  income  tax,  and  by  filing  no- 
tice with  other  debtors  or  withholding  agents  said  fiduciary 
shall  be  exempt  from  having  any  income,  due  to  them  as  such, 
withheld  for  any  income  tax  by  any  other  debtor  or  withhold- 
ing agent.  Other  debtors  or  withholding  agents  upon  receipt 
of  such  notice  shall  not  withhold  any  part  of  such  income  from 
said  fiduciary  and  will  not  in  such  case  be  held  liable  for  nor- 
mal tax  of  1  per  cent  due  thereon.  The  form  of  notice  to  be 
filed  with  the  debtor  or  withholding  agent  by  fiduciary  will 
be  on  Form  1015.  Where  such  exemption  is  not  claimed, 
notice  thereof  on  Form  1019  should  be  filed  with  the  with- 
holding agent. 

Art.  71.  Fiduciaries  shall,  on  or  before  March  1,  of  each 
year,  make  and  render  a  return  of  the  income  coming  into 
their  custody  or  control  and  management  from  each  trust  or 
estate  when  the  annual  interest  of  any  beneficiary  in  said  trust 
or  estate  is  in  excess  of  $3,000.  This  return  (Form  1041)  must 
be  filed  with  the  collector  for  the  district  in  which  the  fiduciary 
resides  or  has  his  principalplace  of  business,  and  shall  contain 
an  itemized  statement  of  the  gross  income  and  deductions 
claimed. 

Notice  of  failure  to  file  return  as  required  shall  be  served 
upon  the  fiduciary.    (See  art.  18.) 

The  entries  on  the  first  page  of  Form  1041  in  column  head- 
ed "Amount  of  incortie  paid  or  accrued  to  beneficiaries"  should 
not  include  their  respective  shares  of  income  derived  from 
dividends  on  the  stock  or  from  the  net  earnings  of  corpora- 
tions, joint-stock  companies,  etc.,  subject  to  like  tax  or  the  in- 
come on  which  the  normal  tax  of  1  per  cent  has  been  deducted 
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and  withheld  at  the  source  by  the  debtor  or  the  prior  with- 
holding agent,  as  these  two  items  of  income  are  treated  as 
deductions  in  determining  the  amount  of  income  subject  to 
tax  for  which  the  fiduciary  as  withholding  agent  has  to  ac- 
count. 

When  the  share  of  any  beneficiary,  therefore,  in  the  amount 
stated  on  line  3  of  the  first  page  of  said  return  is  in  excess  of 
$3,000,  return  must  be  made. 

Art.  72.  As  each  such  fiduciary  acts  solely  in  behalf  of 
the  beneficiaries  of  the  trust,  the  annual  return  required  in 
such  cases  has  reference  only  to  the  income  accruing  and 
payable  through  said  fiduciary,  and  not  to  the  income  of  the 
beneficiary  derived  from  other  sources.  If,  however,  such 
fiduciary  is  legally  authorized  to  act  for  such  beneficiary  as 
agent  or  attorney  in  fact,  he  may  in  such  case  also  make  for 
the  beneficiary  the  personal  annual  return  (Form  1040)  re- 
quired by  law. 

Art.  Ti.  The  annual  return  of  the  fiduciary  shall  contain 
a  list  of  the  name  and  full  address  of  each  beneficiary  and  the 
share  of  said  income  to  which  each  may  be  entitled.  There 
must  also  be  entered  opposite  the  name  of  -each  beneficiary 
the  amount  of  exemption,  if  any,  claimed  by  him,  the  amount 
of  income  on  which  the  fiduciary  is  liable  for  tax,  and  the 
amount  of  tax  withheld,  and  the  said  return  shall  be  signed 
and  sworn  to  by  the  fiduciary,  if  an  individual,  making  same, 
and  his  full  address  must  be  stated.  If  the  fiduciary  is  an 
organization,  the  return  shall  be  signed  and  sworn  to  by  the 
president,  secretary,  or  treasurer  of  said  organization. 

Art.  74.  Fiduciaries  having  control  of  any  portion  of  an 
annual  income  accruing  during  the  year,  but  not  distributed 
or  paid  to  the  beneficiaries  during  the  year,  shall,  in  rendering 
their  annual  return  (Form  1041),  give  the  name  and  address 
of  each  of  said  beneficiaries  having  a  distributive  interest  in 
said  income,  and  shall  furnish  all  information  called  for  in 
such  returns.  The  fiduciary  shall  in  all  such  cases  withhold 
and  pay  to  the  collector,  as  provided  by  law,  the  normal  tax 
of  1  per  cent  upon  the  distributive  interest  of  each  of  said 
Bl.Inc.Tax.  (2d  Ed.)  —12  (177) 
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beneficiaries  when  in  excess  of  $3,000,  the  same  as  if  said  in- 
come was  actually  distributed  and  paid.  Exemption  under 
paragraph  C,  however,  may  be  claimed  by  the  beneficiary  or 
his  legal  representative  by  filing  his  claim  for  exemption  with 
the  fiduciary  agent. 

Art.  75.  When  the  normal  tax  on  undivided  annual  net 
income  has  been  so  withheld,  such  tax  shall  not  be  again 
withheld  when  such  portion  of  the  income  is  actually  distrib- 
uted and  paid  to  said  beneficiary. 

§  185.  Relating  to  the  Income  Tax  on  Corporations,  Joint- 
Stock  Companies  or  Associations,  and  Insurance 
Companies 

Art.  76.  Under  the  provisionsi  of  sections  2  and  4  of  the 
act  of  October  3,  1913,  every  corporation,  joint-stock  com- 
pany or  association,  and  every  insurance  company  organized 
in  the  United  States,  no  matter  how  created  or  organized,  ex- 
cept those  specifically  exempted,  shall  be  subject  to  pay  an- 
nually an  income  tax  of  1  per  centum  per  annum  upon  the 
entire  net  income  arising  or  accruing  from  all  sources  dur- 
ing the  preceding  calendar  or  fiscal  year,  as  the  case  may  be. 
Certain  exceptions  as  to  taxability  will  be  noted  specifically 
hereinafter. 

Art.  77.  A  similar  tax  shall  be  levied,  assessed  against, 
and  paid  annually  by  corporations,  joint-stock  companies  or 
associations,  and  insurance  companies  organized,  authorized, 
or  existing  under  the  laws  of  any  foreign  country  upon  the 
amount  of  net  income  accruing  from  business  transacted  and 
capital  invested  within  the  United  States  during  such  year. 

Art.  78.  "Corporation"  or  "corporations,"  as  used  in  these 
regulations,  shall  be  construed  to  include  all  corporations, 
joint-stock  companies  or  associations,  and  all  insurance  com- 
panies coming  within  the  terms  of  the  law,  and  such  organi- 
zations will  hereinafter  be  referred  to  as  "corporations." 

Art.  79.  It  is  immaterial  how  such  corporations  are  cre- 
ated or  organized.  The  terms  "joint-stock  companies"  or  "as- 
sociations" shall  include  associates,  real  estate  trusts,  or  by 
whatever  name  known,  which  carry  on  or  do  business  in  an 
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organized  capacity,  whether  organized  under  and  pursuant  to 
State  laws,  trust  agreements,  declarations  of  trusts,  or  other- 
wise, the  net  income  of  which,  if  any,  is  distributed,  or  dis- 
tributable, among  the  members  or  share  owners  on  the  basis 
of  the  capital  stock  which  each  holds,  or,  where  there  is  no 
capital  stock,  on  the  basis  of  the  proportionate  share  of  capital 
which  each  has  invested  in  the  business  or  property  of  the  or- 
ganization, all  of  which  joint-stock  companies  or  associations 
shall,  in  their  organized  capacity,  be  subject  to  the  tax  imposed 
by  this  act. 

Art.  80.  Every  corporation  not  specifically  enumerated  as 
exempt  shall  make  the  return  of  annual  net  income  required 
by  law  whether  or  not  it  may  have  any  income  liable  to  tax, 
or  whether  or  not  it  shall  be  subordinate  to  or  controlled  by 
another  corporation.  Mutual  telephone  companies,  mutual 
insurance  companies,  and  like  organizations,  although  local 
in  character,  and  whose  income  consists  largely  from  assess- 
ments, dues,  and  fees  paid  by  members,  do  not  come  within  the 
class  of  corporations  specifically  enumerated  as  exempt.  Their 
status  under  the  law  is  not  dependent  upon  whether  they  are 
or  are  not  organized  for  profit.  Not  coming  within  the  statu- 
tory exemption,  all  organizations  of  this  character  will  be  re- 
quired to  make  returns  of  annual  net  income,  and  pay  any  in- 
come tax  thereby  shown  to  be  due.  For  this  purpose  the  sur- 
plus of  receipts  of  the  year  over  expenses  will  constitute  the 
net  income  upon  which  the  tax  will  be  assessed. 

A  railroad  or  other  corporation  which  has  leased  its  prop- 
erties in  consideration  of  a  rental  equivalent  to  a  certain  rate 
of  dividends  on  its  outstanding  capital  stock  and  the  interest 
on  the  bonded  indebtedness,  and  such  rental  is  paid  by  the  les- 
see directly  to  the  stock  and  bond  holders,  should,  nevertheless, 
make  a  return  of  annual  net  income  showing  the  rental  so 
paid  as  having  been  received  by  the  corporation. 

Art.  81.  A  railroad  company  operating  leased  or  pur- 
chased lines  shall  include  all  receipts  derived  therefrom,  and, 
if  bonded  indebtedness  of  such  lines  has  been  assumed,  such 
opera;ting  company  may  deduct  the  interest  paid  thereon  to 
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an  amount  not  exceeding  one-half  of  the  sum  of  its  interest- 
bearing  indebtedness  and  its  paid-up  capital  stock  outstanding 
at  the  close  of  the  year. 

Art.  82.  Corporations  operating  leased  lines  should  not 
include  the  capital  stock  of  the  lessor  corporations  in  their 
own  statement  of  capital  stock  outstanding  at  the  close  of  the 
year.  The  indebtedness  of  such  lessor  corporations  should  not 
be  included  in  the  statement  of  the  indebtedness  of  the  lessee 
unless  the  lessee  has  assumed  the  same.  Each  leased  or  sub- 
sidiary company  will  make  its  own  separate  return,  account- 
ing for  therein  all  income  which  it  may  have  received  by  way 
of  dividends,  rentals,  interest,  or  from  any  other  source. 

Art.  83.  A  foreign  corporation  having  several  branch  of- 
fices in  the  United  States  should  designate  one  of  such  branches 
as  its  principal  office  and  should  also  designate  the  proper 
officers  to  make  the  required  return. 

Art.  84.  A  corporation  organized  during  the  year  should 
render  a  sworn  return  on  the  prescribed  form,  covering  that 
portion  of  the  year  (calendar  or  fiscal)  during  which  it  was  en- 
gaged in  business  or  had  an  income  accruing  to  it. 

Art.  85.  Corporations  going  into  liquidation  during  any 
tax  period  may,  at  the  time  of  such  liquidation,  prepare  a 
"final  return"  covering  the  income  received  or  accrued  to 
them  during  the  fractional  part  of  the  year  during  which  they 
"were  engaged  in  business,  and  immediately  file  the  same  with 
-the  collector  of  the  district  in  which  the  corporations  have 
their  principal  places  of  business. 

Art.  86.  Limited  partnerships  are  held  to  be  corporations 
within  the  meaning  of  this  act  and  these  regulations,  and  in 
their  organized  capacity  are  subject  to  the  income  tax  as  cor- 
porations. 

Art.  87.  The  act  specifically  enumerates  and  exempts  from 
its  provisions  and  requirements  labor,  agricultural,  or  horticul- 
tural organizations,  mutual  savings  banks  not  having  a  capi- 
tal stock  represented  by  shares,  fraternal  beneficiary  socie- 
ties, orders,  or  associations  operating  under  the  lodge  system, 
or  for  the  exclusive  benefit  of  the  members  of  a  fraternity 
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itself  operating  under  the  lodge  system,  and  providing  for  the 
payment  of  life,  sick,  accident,  and  other  benefits  to  the  mem- 
bers of  such  societies,  orders,  or  associations,  and  dependents 
of  such  members,  domestic  building  and  loan  associations, 
cemetery  companies  organized  and  operated  exclusively  for 
the  mutual  benefit  of  their  members,  any  and  all  corporations 
or  associations  organized  and  operated  exclusively  for  re- 
ligious, charitable,  scientific,  or  educational  purposes,  no  part 
of  whose  net  income  inures  to  the  benefit  of  any  private  stock- 
holder or  individual,  business  leagues,  chambers  of  commerce, 
or  boards  of  trade  not  organized  for  profit,  no  part  of  the 
net  income  of  which  inures  to  the  benefit  of  the  private  stock- 
holder or  individual,  and  civic  leagues  or  similar  organizations 
not  organized  for  profit,  but  operated  exclusively  for  the  pro- 
motion of  social  welfare. 

Domestic  building  and  loan  associations  are  among  those 
enumerated  as  exempt  from  the  requirements  of  the  law. 
A  domestic  building  and  loan  association  is  held  to  be  one  or- 
ganized under  and  pursuant  to  the  laws  of  the  United  States, 
or  of  a  State  or  Territory  thereof,  or  under  the  laws  applica- 
ble to  Alaska  or  the  District  of  Columbia.  Mutuality  in  op- 
eration and  in  the  distribution  of  profits  and  benefits  is  essen- 
tial to  exemption.  Therefore,  in  order  to  come  within  the 
exempted  class  such  associations  must  not  only  be  "Domestic," 
as  defined,  but  they  must  be  organized  and  operated  exclu- 
sively for  the  mutual  benefit  of  the  members;  that  is,  all  the 
profits  and  benefits  provided  for  in  the  articles  of  association 
and  by-laws  must  be  ratably  distributed  among  all  members 
regardless  of  the  kind  of  stock  held,  according  to  the  amount 
of  money  they  have  on  deposit.  An  association  issuing  dif- 
ferent classes  of  stock  upon  which  different  rates  of  interest 
or  dividends  are  guaranteed  or  paid,  does  not  come  within 
the  exempted  class. 

Art.  88.  All  corporations  and  all  beneficiary  societies  enum- 
erated above  shall  by  affidavit,  or  otherwise,  at  the  request 
of  the  collector  or  Commissioner  of  Internal  Revenue,  estab- 
lish their  right  to  the  exemption  provided,  in  which  case  it 
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will  not  be  sufficient  to  merely  declare  that  they  are  exempt, 
but  they  must  show  the  character  and  purpose  of  the  organi- 
zation, the  manner  of  distributing  the  net  income,  if  any,  or 
that  none  of  the  net  income  inures  to  the  benefit  of  any  private 
stockholder  or  individual.  In  the  absence  of  such  a  showing, 
such  organizations  may,  at  any  time,  be  required  to  make  re- 
turns of  annual  net  income  or  disclose  their  books  of  account 
to  a  revenue  officer  for  examination  in  order  that  the  status 
of  the  company  may  be  determined. 

Art.  89.  A  society  or  association  "operating  under  the 
lodge  system"  is  considered  to  be  one  organized  under  a 
charter,  with  properly  appointed  or  elected  officers,  with  an 
adopted  ritual  or  ceremonial,  holding  meetings  at  stated  inter- 
vals, and  supported  by  fees,  dues,  or  assessments. 

Art.  90.  Cemetery  companies  organized  and  operated  ex- 
clusively for  the  mutual  benefit  of  their  members  are  exempt. 
The  provisions  of  the  law  clearly  indicate  that  companies 
which  operate  cemeteries  for  profit  are  liable  to  the  tax.  The 
status  of  cemetery  associations  under  the  law  will,  therefore, 
depend  upon  the  character  and  purpose  of  the  organization 
and  what  disposition  is  made  of  the  income. 

Art.  91.  Any  corporation,  concerning  whose  status  under 
the  law  there  is  any  doubt,  or  which  does  not  clearly  come 
within  one  or  another  of  the  classes  of  those  specifically  enum- 
erated as  exempt,  should  file  a  return  (in  blank  if  desired)  and 
attach  thereto  a  statement  setting  out  fully  the  nature  and  pur- 
pose of  the  organization,  the  source  of  its  income,  and  what 
disposition  is  made  of  it,  and  particularly  of  any  surplus. 

Art.  92.  Cooperative  dairies  not  issuing  stock  and  allowing 
patrons  dividends  based  on  butter  fat  in  milk  furnished  are 
not  liable.  In  such  case  the  "dividends"  are  the  purchase  price 
of  the  raw  material  furnished. 

Art.  93.  The  income  derived  from  any  public  utility  or 
from  the  exercise  of  any  essential  governmental  function, 
which  income  accrues  to  any  State,  Territory,  the  District  of 
Columbia,  or  any  political  subdivision  of  a  State,  Territory,  or 
the  District  of  Columbia,  and  any  income  accruing  to  the  gov- 
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ernment  of  the  Philippine  Islands,  or  to  Porto  Rico,  shall  not 
be  subject  to  the  tax  imposed  by  this  act.  In  cases  wherein  any- 
State,  Territory,  or  the  District  of  Columbia,  or  any  political 
subdivision  of  a  State,  or  Territory,  shall  have,  prior  to  the 
passage  of  this  act,  contracted  in  good  faith  with  any  person 
or  corporation  to  acquire,  construct,  operate,  or  maintain  a 
public  utility,  no  income  tax  pursuant  to  this  act  shall  be 
levied  upon  the  income  derived  from  the  operation  of  such 
public  utility,  so  far  as  the  assessment  and  payment  of  such 
tax  will  impose  a  loss  or  burden  upon  such  State,  Territory, 
District  of  Columbia,  or  political  subdivision.  But  the  per- 
son or  corporation  is  not  relieved  from  the  payment  of  the 
tax  upon  that  portion  of  the  income  accruing  to  him,  or  it,  un- 
der such  contract.  . 

Art.  94.  Ordinary  copartnerships  are  not,  as  such,  subject 
to  the  tax  imposed  by  this  act,  but  the  individual  members  of 
any  such  partnership  are  liable  for  income  tax  only  in  their 
individual  capacity  on  their  respective  shares  of  the  earnings 
of  such  partnership,  whether  such  earnings  be  distributed  or 
not. 

Art.  95.  Full  amount  of  stock,  as  represented  by  the  par 
value  of  the  shares  issued,  is  to  be  regarded  as  the  paid-up 
capital  stock,  except  when  such  stock  is  assessable  on  account 
of  deferred  payments,  or  payable  in  installments,  in  which 
case  the  amount  actually  paid  on  such  shares  will  constitute  the 
actual  paid-up  capital  stock  of  the  corporation. 

Art.  96.  The  following  definitions  and  rules  are  given 
for  determining  the  gross  income  of  various  classes  of  cor- 
porations : 

Gross  income  of  banks  and  other  financial  institutions 
consists  of  the  total  revenue  derived  from  the  operation 
of  the  business,  including  income,  gains,  or  profits  from 
all  other  sources,  as  shown  by  the  entries  on  the  books  of 
account,  within  the  calendar  or  fiscal  year  for  which  the 
return  is  made. 

Art.  97.  Gross  income  of  insurance  companies  consists 
of  the  total  revenue   derived   from  the  operation  of  the 
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business,  including  income,  gains,  or  profits  from  all  other 
sources,  as  shown  by  the  entries  on  the  books  of  account 
within  the  calendar  or  fiscal  year  for  which  the  return  is 
made,  except  as  modified  by  the  express  exemptions  of 
the  articles  which  apply  to  mutual  fire,  mutual  marine,  and 
life  insurance  companies. 

Art.  98.  Mutual  fire  insurance  companies,  which  require 
their  members  to  make  premium  deposits  to  provide  for 
losses  and  expenses,  shall  not  return  as  gross  income  any 
portion  of  the  premium  deposits  returned  to  their  policy- 
holders, but  shall  return  as  taxable  income  all  income  re- 
ceived by  them  from  all  other  sources  plus  such  portions 
of  the  premium  deposits  as  are  retained  by  the  companies 
for  purposes  other  than  the  payment  of  losses  and  expenses 
and  reinsurance  reserves. 

Art.  99.  Mutual  marine  insurance  companies  may  in- 
clude in  their  deductions  from  gross  income  amounts  repaid 
to  policyholders  on  account  of  premiums  previously  paid 
by  them  and  interest  paid  upon  such  amounts  between 
the  ascertainment  thereof  and  the  payment  thereof,  such 
amounts  and  interest  having  been  included  in  gross  in- 
come. 

Art.  100.  Life  insurance  companies  are  authorized  to 
omit  from  gross  income  such  portion  of  any  actual  pre- 
mium received  from  any  individual  policyholder  as  shall 
have  been  paid  back  or  credited  to  the  policyholder  or  treat- 
ed as  an  abatement  of  his  premium.  In  so  far  as  "deferred 
dividends"  payable  at  a  stated  period  represent  "a  portion 
of  any  actual  premium  received,"  such  deferred  dividends 
may  be  included  in  the  amounts  to  be  omitted  from  gross 
income  for  the  year  in  which  they  were  actually  paid  back, 
credited  to  the  policyholder,  or  applied  as  an  abatement  of 
premium.  In  the  case  of  dividends  credited  or  apportioned 
annually  to  the  policyholder,  only  the  aggregate  amount  so 
actually  credited  or  apportioned  during  the  premium-pay- 
ing period,  and  not  any  accretions  thereto,  can  be  excluded 
from  gross  income.    In  the  case  of  whole-life  or  five-year 
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distribution  policies,  deferred  dividends  may  be  excluded 
from  gross  income  to  the  extent  that  they  are  paid  back,  or 
credited  to  the-  insured,  or  used  as  an  abatement  of  his 
annual  premiums. 

Art.  101.  Gross  income  of  insurance  companies,  as  de- 
fined above,  will  include  net  premium  income  as  reported 
to  the  State  insurance  departments,  except  the  foregoing 
items  specifically  exempted  in  the  act,  and,  in  the  case  of 
life  insurance  companies,  surrender  values  applied  in  any 
manner,  consideration  for  supplementary  contracts  involv- 
ing and  not  involving  life  contingencies,  and  all  other  income, 
gains,  or  profit  as  shown  by  the  books  of  account. 

Art.  102.  Applied  surrender  values  and  consideration 
for  supplementary  contracts  not  involving  life  contingencies 
included  in  income  will,  of  course,  be  deducted  as  payments 
under  policy  contracts,  but  for  convenience  in  verifying  the 
returns,  these  items  should  appear  in  the  return  in  both 
gross  income  and  deductions. 

Art.  103.  All  insurance  companies  should  include  and 
attach  to  their  returns  a  supplementary  statement  showing, 
for  life  companies,  the  aggregate  of  items  "of  such  portion 
of  any  actual  premium  received  from  any  individual  policy- 
holder as  shall  have  been  paid  back  or  credited  to  such  in- 
dividual policyholder,  or  treated  as  an  abatement  of  pre- 
mium of  such  individual  policyholder  within  such  year;"  in 
the  case  of  mutual  fire  insurance  companies  a  statement 
showing  "any  portion  of  the  premium  deposits  returned  to 
their  policyholders ;"  and  in  the  case  of  mutual  marine  com- 
panies "amounts  repaid  to  policyholders  on  account  of  pre- 
miums previously  paid  by  them,  and  interest  paid  upon 
such  amounts  between  the  ascertainment  thereof  and  the 
payment  thereof,"  which  are,  or  may  be,  omitted  from 
gross  income.  (For  authorized  deductions,  on  account  of 
losses,  etc.,  see  Arts.  113  and  147.) 

Art.  104.  Gross  income  of  manufacturing  companies 
shall  consist  of  the  total  sales  of  manufactured  goods  dur- 
ing the  year  covered  by  the  return,  increased  or  decreased 
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by  the  gain  or  loss  as  shown  by  the  inventories  of  finished 
and  unfinished  products,  raw  material,  etc.,  at  the  beginning 
and  end  of  the  year.  To  this  amount  should  be  added  the 
income,  gains,  or  profits  from  all  other  sources  as  shown  by 
the  books  of  account. 

Art.  105.  Gross  income  of  mercantile  companies  shall 
include  the  total  merchandise  sales  during  the  year,  in- 
creased or  decreased  by  the  gain  or  loss  as  shown  by  the 
inventories  of  merchandise  at  the  beginning  and  end  of 
the  year  for  which  the  return  is  made;  to  this  amount 
should  be  added  the  income,  gains,  or  profits  derived  from 
all  other  sources  as  shown  by  the  books  of  account. 

Art.  106.  Gross  income  of  miscellaneous  corporations 
consists  of  the  total  revenue  derived  from  the  operation 
and  management  of  the  business  and  property  of  the  cor- 
poration making  the  return,  together  with  all  amounts  of 
income,  including  the  income,  gains,  or  profits  from  all 
other  sources  as  shown  by  the  books  of  account. 

Art.  107.  It  will  be  noted  from  these  definitions  that 
the  gross  income  embraces  not  only  the  operating  reve- 
nues, but  also  income,  gains,  or  profits  from  all  other  sourc- 
es, such  as  rentals,  royalties,  interest,  and  dividends  from 
stock  owned  in  other  corporations,  and  appreciation  in 
values  of  assets,  if  taken  up  on  the  books  of  account  as 
gain ;  also  profits  made  from  the  sale  of  assets,  investments, 
etc. 

Art.  108.  For  the  purpose  of  determining  the  income 
resulting  from  the  sale  of  capital  assets  and  the  amount  to 
be  accounted  for  as  income  under  this  act,  there  shall  be 
included  any  and  all  profit  resulting  from  such  sale  and 
which  may  be  apportioned  to  the  period  during  which  the 
corporation  tax  law  (sec.  38,  act  of  Aug.  5,  1909)  was  in 
force  and  effect,  which  was  not  returned  as  income  during 
that  period. 

Art.  109.  In  ascertaining  net  income  derived  from  the 
sale  of  capital  assets,  if  such  assets  were  acquired  sub- 
sequent to  January   1,   1909,  the  difference  between   the 
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selling  price  and  the  buying  price  shall  constitute  an  item 
to  be  added  to  or  subtracted  from  gross  income  according 
to  whether  the  selling  price  was  greater  or  less  than  the 
buying  price.  If  the  capital  assets  were  acquired  prior  to 
January  1,  1909,  the  amount  of  profit  or  loss  representing 
the  difference  between  the  selling  and  buying  price  is  to  be 
prorated  to  determine  the  proportion  of  the  gain  or  loss 
arising  subsequent  to  January  1,  1909,  and  the  proportion- 
ate part  belonging  to  the  years. subsequent  to  January  1, 
1909,  shall  be  added  to  or  deducted  from  the  gross  income 
for  the  year  in  which  the  sale  was  made. 

Art.  110.  For  the  purpose  of  determining  the  profit  or 
loss  arising  from  the  sale  of  such  assets,  there  shall  be 
added  to  the  price  actually  realized  from  the  sale  any 
amount  which  has  heretofore  been  set  aside  and  deducted 
from  gross  income  by  way  of  depreciation  since  January 
1,  1909,  which  has  not  been  paid  out  in  making  good  such 
depreciation  on  the  property  sold. 

Art.  111.  In  the  case  of  changes  in  book  values  of  cap- 
ital assets  resulting  from  a  reappraisal  of  property,  the 
consequent  gains  or  losses  shall  be  computed  for  the  return 
in  the  manner  prescribed  above  in  the  case  of  the  sale  of 
capital  assets. 

In  cases  wherein  there  is  an  annual  adjustment  of  book 
values  of  securities,  real  estate  and  like  assets,  and  the 
increases  and  decreases  in  values,  thus  indicated,  are  taken 
up  on  the  books  and  reflected  in  the  profit  and  loss  account, 
such  readjusted  values  will  be  taken  into  account  in  mak- 
ing the  return  of  annual  net  income  and  no  prorating  will 
be  required.  If  such  adjustment  had  been  madd  annually 
prior  to  March  1,  1913;  the  book  value  of  the  assets  at  that 
date  will  be  taken  as  the  basis  for  determining  gain  or  loss 
resulting  from  subsequent  sale,  maturity,  or  adjustment. 
The  adjustment  referred  to  will  comprehend  assets  which 
have  increased  in  value  as  well  as  those  which  have  de- 
creased. 
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Art.  112.  Where  a  corporation  is  engaged  in  carrying 
on  more  than  one  class  of  business,  gross  income  derived 
from  the  different  classes  of  business  shall  be  ascertained 
according  to  the  definitions  above,  and  which  are  applicable 
thereto. 

Art.  113.  The  net  income  shall  be  ascertained  by  de- 
ducting from  the  gross  amount  of  the  income  of  such  cor- 
poration received  within  the  year  from  all  sources: 

First.  All  the  ordinary  and  necessary  expenses  paid  with- 
in the  year  in  the  maintenance  and  operation  of  its  business 
and  properties,  including  rentals  or  other  payments  re- 
quired to  be  made  as  a  condition  to  the  continued  use  or 
possession  of  property. 

Second.  All  losses  actually  sustained  within  the  year  and 
not  compensated  by  insurance  or  otherwise,  including  a 
reasonable  allowance  for  depreciation  by  use,  wear  and  tear 
of  property,  if  any,  and  in  the  case  of  mines,  a  reasonable 
allowance  for  depletion  of  ores  and  all  natural  deposits, 
not  to  exceed  5  per  centum  of  the  gross  value  at  the  mine 
of  the  output  for  the  year  for  which  the  computation  is 
made;  and  in  the  case  of  insurance  companies,  the  net' 
addition,  if  any,  required  by  law  to  be  made  within  the 
year  to  reserve  funds,  and  the  sums  other  than  dividends 
paid  within  the  year  on  policy  and  annuity  contracts,  ex- 
cept as  provided  in  the  cases  of  mutual  fire,  mutual  marine, 
and  life  insurance  companies. 

Third.  The  amount  of  interest  accrued  and  paid  within 
the  year  on  its  indebtedness  to  an  amount  of  such  indebt- 
edness not  exceeding  one-half  of  the  sum  of  its  interest- 
bearing  indebtedness  and  its  paid-up  capital  stock  out- 
standing at  the  close  of  the  year,  or  if  no  capital  stock,  on 
the  amount  of  its  indebtedness  not  exceeding  the  amount 
of  capital  employed  in  the  business  at  the  close  of  the 
year:  Provided,  That  in  case  of  indebtedness  wholly  se- 
cured by  collateral  the  subject  of  sale  in  ordinary  business 
■  of  such  corporation,  joint-stock  company,  or  association, 
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the  total  interest  secured  and  paid  by  such  company,  cor- 
poration, or  association  within  the  year  on  any  such  in- 
debtedness may  be  deducted  as  a  part  of  its  expense  of  do- 
ing business:  Provided  further,  That  in  the  case  of  bonds 
or  other  indebtedness,  which  have  been  issued  with  a  guar- 
anty that  the  interest  payable  thereon  shall  be  free  from 
taxation,  no  deduction  for  the  payment  of  the  tax  herein 
imposed  shall  be  allowed ;  and  in  the  case  of  a  bank,  bank- 
ing association,  loan,  or  trust  company,  interest  paid  within 
the  year  on  deposits  or  on  moneys  received  for  investment 
and  secured  by  interest-bearing  certificates  of  indebtedness 
issued  by  such  bank,  banking  association,  loan,  or  trust 
company. 

Fourth.  All  sums  paid  within  the  year  for  taxes  imposed 
under  the  authority  of  the  United  States,  or  any  State  or 
Territory  thereof,  or  imposed  by  the  government  of  any 
foreign  country. 

Art.  114.  Expenses  of  operation  and  maintenance  shall 
include  all  expenditures  for  material,  labor,  fuel,  and  other 
items  entering  into  the  cost  of  the  goods  sold  or  inven- 
toried at  the  end  of  the  year,  and  all  other  expenses  in- 
curred in  the  operation  of  the  business  except  such  as  are 
required  by  the  act  to  be  segregated  in  the  return. 

Art.  115.  The  cost  of  erecting  permanent  buildings  on 
ground  leased  by  a  company  is  a  proper  deduction  as  a 
rental  charge,  provided  such  buildings  are  left  on  the 
ground  at  the  expiration  of  the  lease  as  a  part  of  the  rental 
payment.  In  such  case  the  cost  will  be  prorated  according 
to  the  number  of  years  constituting  the  term'  of  the  lease 
and  the  annual  deduction  will  be  made  accordingly. 

Art.  116.  General  expenses,  such  as  coal,  ship  stores, 
etc.,  of  foreign  steamship  companies,  shall  be  prorated  as 
provided  in  the  act  for  interest  deductions  in  the  case  of 
foreign  corporations. 

Art.  117.  Commissions  allowed  salesmen,  paid  in  stock, 
may  be  deducted  as  expense  if  so  charged  on  books  at  the 
actual  value  of  such  stock. 
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Art.  118.  Amounts  expended  in  additions  and  better- 
ments which  constitute  an  increase  in  capital  investment 
are  not  a  proper  deduction. 

Art.  119.  Amounts  paid  as  compensation  or  additional 
compensation  to  officers  or  employees,  which  amounts  are 
based  upon  the  stockholdings  of  such  officers  or  employees, 
are  held  to  be  dividends,  and  although  paid  in  lieu  of  sal- 
aries or  wages,  are  not  allowable  deductions  from  gross 
income,  for  the  reason  that  dividends  are  not  deductible. 

Art.  120.  Amounts  paid  for  pensions  to  retired  employ- 
ees, or  to  their  families,  or  others  dependent  upon  them, 
or  on  account  of  injuries  received  by  employees,  are  prop- 
er deductions  as  "ordinary  and  necessary  expenses";  gifts 
or  gratuities  to  employees  in  the  service  of  a  corporation 
are  not  properly  deductible  in  ascertaining  net  income. 

Art.  121.  Donations  made  for  purposes  connected  with 
the  operation  of  the  property  when  limited  to  charitable 
institutions,  hospitals,  or  educational  institutions,  conduct- 
ed for  the  benefit  of  its  employees,  or  their  dependents,  shall 
be  a  proper  deduction  for  ordinary  and  necessary  expenses. 

Art.  122.  Funds  set  aside  by  a  corporation  for  insuring 
its  own  property  are  not  a  proper  deduction,  but  any  loss 
actually  sustained  and  charged  to  such  fund  may  be  de- 
ducted. 

Art.  123.  In  ascertaining  expenses  proper  to  be  includ- 
ed in  the  deductions  to  be  made  under  the  item  of  "Ex- 
penses," corporations  carrying  materials  and  supplies  on 
hand  for  use  should  include  in  such  expenses  the  charges 
for  materials  and  supplies  only  to  the  amount  that  the  same 
are  actually  disbursed  and  used  in  operation  and  main- 
tenance during  the  year  for  which  the  return  is  made. 

Art.  124.  The  deduction  for  losses  must  be  losses  actually 
sustained  during  the  year  and  not  compensated  by  insurance 
or  otherwise.  It  must  be  based  upon  the  difference  between 
the  cost  value  and  salvage  value  of  property  or  assets,  includ- 
ing in  the  latter  value  such  amount,  if  any,  as  has,  in  the  cur- 
rent or  previous  years,  been  set  aside  and  deducted  from  gross 
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income  by  way  of  depreciation,  as  elsewhere  defined,  and  has 
not  been  paid  out  in  making  good  such  depreciation. 

Art.  125.  Bad  debts,  if  so  charged  oS  the  company's  books, 
during  the  year,  are  proper  deductions.  But  such  debts,  if 
subsequently  collected,  must  be  treated  as  income. 

Art.  126.  Reserves  to  take  care  of  anticipated  or  probable 
losses  are  not  a  proper  deduction  from  gross  income. 

Art.  127.  L,oss  due  to  voluntary  removal  of  buildings,  etc., 
incident  to  improvements  is  either  a  proper  charge  to  the  cost 
of  new  additions  or  to  depreciation  already  provided,  as  the 
facts  may  indicate,  but  in  no  case  is  it  a  proper  deduction  in 
determining  net  income,  except  as  it  may  be  reflected  in  the 
reasonable  amount  allowable  as  a  deduction  for  depreciation 
of  the  new  building.  Any  loss  claimed  because  of  the  volun- 
tary removal  of  a  building  is  presumed  to  have  been  covered 
by  previous  depreciation  charges;  otherwise  the  amount  of 
such  loss  will  constitute  a  part  of  the  cost  of  the  new  building. 

Art.  128.  All  losses  claimed  arising  from  sale  of  capital 
assets  should  be  arrived  at  in  the  manner  prescribed  in  article 
109,  defining  gains  arising  from  sale  of  capital  assets. 

Art.  129.  The  deduction  for  depreciation  should  be  the 
estimated  amount  of  the  loss,  accrued  during  the  year  to  which 
the  return  relates,  in  the  value  of  the  property  in  respect  of 
which  such  deduction  is  claimed,  that  arises  from  exhaustion, 
wear  and  tear,  or  obsolescence  out  of  the  uses  to  which  the 
property  is  put,  and  which  loss  has  not  been  made  good  by 
payments  for  ordinary  maintenance  and  repairs  deducted 
under  the  heading  of  expenses  of  maintenance  and  operation. 
This  estimate  should  be  formed  upon  the  assumed  life  of  the 
property,  its  cost,  and  its  use.  Expenses  paid  in  any  one  year 
in  making  good  exhaustion,  wear  and  tear,  or  obsolescence  in 
respect  of  which  any  deduction  for  depreciation  is  claimed 
must  not  be  included  in  the  deduction  for  expense  of  mainte- 
nance and  operation  of  the  property,  but  must  be  made  out  of 
accumulated  allowances,  deducted  for  depreciation  in  current 
and  previous  years. 
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Art.  130.  The  depreciation  allowance,  to  be  deductible, 
must  be,  as  nearly  as  possible,  the  measure  of  the  loss  due  to 
wear  and  tear,  exhaustion,  and  obsolescence,  and  should  be  so 
entered  on  the  books  as  to  constitute  a  liability  against  the 
assets  of  the  company,  and  must  be  reflected  in  the  annual  bal- 
ance sheet  of  the  company.  The  annual  allowance  deductible 
on  this  account  should  be  such  an  amount  as  that  the  aggre- 
gate of  the  annual  allowances  deducted  during  the  life  of  the 
property,  with  respect  to  which  it  is  claimed,  will  not,  when  the 
property  is  worn  out,  exhausted,  or  obsolete,  exceed  its  original 
cost. 

Art.  131.  Incidental  repairs  which  neither  add  to  the  value 
of  the  property  nor  appreciably  prolong  its  life,  but  keep  it  in 
an  operating  condition,  may  be  deducted  as  expenses. 

Art.  132.  Depreciation  set  up  on  the  books  and  deducted 
from  gross  income  can  not  be  used  for  any  purpose  other  than 
making  good  the  loss  sustained  by  reason  of  the  wear  and  tear, 
exhaustion,  or  obsolescence  of  the  property  with  respect  to 
which  it  was  claimed.  If  it  develops  that  an  amount  has  been 
reserved  or  deducted  in  excess  of  the  loss  by  depreciation,  the 
excess  shall  be  restored  to  income  and  so  accounted  for. 

Art.  133.  If  any  portion  of  the  depreciation  set  up  is 
diverted  to  any  purpose  other  than  making  good  the  loss  sus- 
tained by  reason  of  depreciation,  the  income  account  for  the 
year  in  which  such  diversion  takes  place  must  be  correspond- 
ingly increased. 

Art.  134.  Depreciation  in  book  values  of  capital  assets 
shall  be  treated  in  the  return  in  the  manner  prescribed  in  the 
case  of  loss  from  the  sale  of  capital  assets  (art.  109),  but 
amounts  arbitrarily  charged  off  will  not  be  allowed  as  deduc- 
tions except  so  far  as  they  represent  an  actual  shrinkage  in 
values  which  may  be  determined  to  have  taken  place  during 
the  year  for  which  the  return  is  made. 

Art.  135.  Where  a  corporation  holds  bonds  which  were 
purchased  at  a  rate  above  par  and  said  corporation  shall  pro- 
portionately reduce  the  value  of  those  bonds  on  its  books  each 
year  so  that  the  book  value  shall  be  the  redemption  value  of 
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the  bonds  when  such  bonds  become  due  and  payable,  the 
return  of  annual  net  income  of  the  corporation  holding  such 
bonds  may  show  the  depreciation  on  account  of  amortization 
of  such  bonds.  The  requirement  is,  however,  that  the  amount 
carried  to  the  amortization  account  each  year  shall  be  equitably 
proportioned  with  respect  to  the  difference  between  the  pur- 
chase price  and  the  maturing  value  and  the  number  of  years 
to  elapse  until  the  bonds  become  due  and  payable.  With 
respect  to  bond  issues  where  such  bonds  are  disposed  of  for 
a  price  less  than  par  and  are  redeemable  at  par,  it  is  also  held 
that  because  of  the  fact  that  such  bonds  must  be  redeemed 
at  their  face  value,  the  loss  sustained  by  reason  of  their  sale 
for  less  than  their  face  value  may  be  prorated  by  the  issuing 
corporation  in  accordance  with  the  life  of  the  bond. 

Art.  136.  "Good  will"  represents  the  value  attached  to  a 
business  over  and  above  the  value  of  the  physical  property, 
and  is  such  an  entirely  intangible  asset  that  no  claim  for  depre- 
ciation in  connection  therewith  can  be  allowed. 

Art.  137.  An  allowance  for  depreciation  of  patents  will 
be  made  on  the  following  basis : 

The  deduction  claimed  for  exhaustion  of  the  capital  assets 
as  represented  by  patents  to  be  made  in  the  return  of  annual 
net  income  of  a  corporation  for  any  given  year  shall  be  one- 
seventeenth  of  the  actual  cost  of  such  patents  reduced  to  a 
cash  basis.  Where  the  patent  has  been  secured  from  the  Gov- 
ernment by  a  corporation  itself,  its  cost  would  be  represented 
by  the  various  Government  fees,  cost  of  drawings,  experimen- 
tal models,  attorneys'  fees,  etc.  Where  the  patent  has  been 
purchased  by  the  corporation  for  a  cash  consideration,  the 
amount  would  represent  the  cost.  Where  the  corporation  has 
purchased  a  patent  and  made  payment  therefor  in  stocks  or 
other  securities,  the  actual  cash  value  of  such  stocks  or  other 
securities  at  the  time  of  the  purchase  will  represent  the  cost  of 
the  patent  to  the  corporation. 

Art.  138.  With  respect  to  the  depreciation  of  patents,  one- 
seventeenth  of  the  cost  is  allowable  as  a  proper  deduction  each 
year  until  the  cost  of  the  patent  has  been  returned  to  the  cor- 
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poration.  Where  the  value  of  a  patent  has  disappeared 
through  obsolescence  or  any  other  cause  and  the  fact  has  been 
established  that  the  patent  is  valueless,  the  unreturned  cash 
investment  remaining  in  the  patent  may  be  claimed  as  a  total 
loss  and  be  deducted  from  gross  income  in  the  return  of  annual 
net  income  for  the  year  during  which  the  facts  as  to  obsoles- 
cence or  loss  shall  be  established,  such  unreturned  cash  value 
to  be  fixed  in  accordance  with  the  proportion  that  the  number 
of  years  which  the  patent  still  has  to  run  bears  to  the  full 
patent  period  of  17  years. 

Art.  139.  Corporations  owning  tracts  of  timber  lands  and 
removing  therefrom  and  selling,  or  otherwise  disposing  of  the 
timber  will  be  permitted  to  deduct  from  their  gross  income  on 
account  of  depreciation  or  depletion  an  amount  representing 
the  original  cost  of  such  timber,  plus  any  carrying  charges 
that  may  have  been  capitalized  or  not  deducted  from  income. 
The  purpose  of  the  depreciation  or  depletion  deduction  is  to 
secure  to  the  corporation,  when  the  timber  has  been  exhausted, 
an  aggregate  amount  which,  plus  the  salvage  value  of  the 
land,  will  equal  the  capital  actually  invested  in  such  timber  and 
land. 

Art.  140.  When  an  amount  sufficient  to  return  this  cap- 
ital has  been  secured  through  annual  depreciation  deductions 
no  further  deduction  on  this  account  shall  be  allowed.  For 
the  purpose  of  increasing  the  deduction  on  this  account  no 
arbitrary  increase  in  values  shall  be  made,  unless  such  increase 
in  value  shall  be  returned  as  income  for  the  year  in  which  the 
increase  in  value  was  taken  up  on  the  books. 

Art.  141.  The  depreciation  of  coal,  iron,  oil,  gas,  and  all 
other  natural  deposits  must  be  based  upon  the  actual  cost  of 
the  properties  containing  such  deposits.  In  no  case  shall  the 
annual  deduction  on  this  account  exceed  5  per  cent,  of  the 
gross  value  at  the  mine  (well,  etc.)  of  the  output  for  the  year 
for  which  the  computation  is  made. 

Art.  142.  The  term  "gross  value  at  the  mine,"  as  used  in 
paragraphs  B  and  G  of  section  2  of  the  act  of  October  3,  1913, 
prescribing  a  limit  to  the  amount  which  may  be  deducted  in 
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the  return  of  individuals  and  corporations  as  depreciation  in 
the  case  of  mines,  is  held  to  mean  the  market  value  of  ore, 
coal,  crude  oil,  and  gas  at  the  mine  or  well,  where  such  value 
is  established  by  actual  sales  at  the  mine  or  well ;  and  in  case 
the  market  value  of  the  product  of  the  mine  or  well  is  estab- 
lished at. some  place  other  than  at  the  mine  or  well,  or  on  the 
basis  of  the  bullion  or  metallic  value  of  the  ore,  then  the  gross 
value  at  the  mine  is  held  to  be  the  value  of  the  ore,  coal,  oil, 
or  gas  sold,  or  of  the  metal  produced,  less  transportation, 
reduction,  and  smelting"  charges. 

If  the  rate  of  5  per  cent  per  annum  shall  return  to  the  cor- 
poration its  capital  investment  prior  to  the  exhaustion  of  the 
deposits,  the  rate  on  which  the  annual  deduction  for  depletion 
of  deposits  is  based  must  be  lowered  in  accordance  with  the 
estimated  number  of  years  it  will  take  to  exhaust  the  estimated 
reserves. 

In  case  the  reserves  shall  be  in  excess  of  the  estimates,  no 
further  deduction  on  account  of  depletion  shall  be  made  where 
the  capital  investment  has  been  returned  to  the  corporation. 

Art.  143.  In  addition  to  the  deduction  to  measure  the  loss 
due  to  depletion,  the  corporation  will  be  allowed  the  usual 
depreciation  of  its  machinery,  equipment,  etc.,  such  deprecia- 
tion to  be  determined  on  the  basis  of  the  cost  and  estimated  life 
of  the  property  with  respect  to  which  the  depreciation  is 
claimed. 

Art.  144.  Corporations  leasing  oil  or  gas  territory  shall 
base  their  depletion  deduction  upon  the  cost  of  the  lease,  and 
not  upon  the  estimated  value,  in  place,  of  the  oil  or  gas. 

Art.  145.  Corporations  operating  mines  (including  oil  or 
gas  wells)  upon  a  royalty  basis  only  can  not  claim  depreciation 
because  of  the  exhaustion  of  the  deposits. 

Art.  146.  Unearned  increment  will  not  be  considered  in 
fixing  the  value  on  which  depreciation  shall  be  based. 

Art.  147.  (a)  Under  item  5  (a)  of  the  return  form,  the 
insurance  company  may  take  credit  for  all  losses  actually  sus- 
tained during  the  year  and  not  compensated  by  insurance  or 
otherwise,  including  losses  resulting  from  the  sale  or  maturity 
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of  securities  or  other  assets,  as  well  as  decreases  by  adjust- 
ment of  book  values  of  securities,  in  so  far  as  such  decreases 
represent  actual  declines  in  values  which  have  taken  place 
during  the  year  for  which  the  return  is  made ;  also  losses  from 
agency  balances,  or  other  accounts,  charged  off  as  worthless; 
losses  by  defalcation;  premium  notes  voided  by  lapse,  when 
such  notes  shall  have  been  included  in  gross  income.  This 
item  will  not,  however,  include  payments  on  policy  contracts. 

(b)  In  this  item  may  be  deducted  actual  losses  sustained 
within  the  year  by  reason  of  the  depreciation  of  property, 
which  shall  have  been  so  entered  on  the  books  of  the  company 
as  to  constitute  a  liability  against  its  assets.  An  arbitrary 
depreciation  deduction  claimed  in  the  return,  but  not  evidenced 
by  book  entry,  cannot  be  allowed. 

(c)  In  this  item  credit  will  be  taken  for  all  death,  disability, 
or  other  policy  claims,  including  fire,  accident,  and  liabihty 
losses,  matured  endowments,  annuities,  payments  on  install- 
ment policies,  surrender  values,  and  all  claims  actually  paid 
under  the  terms  of  policy  contracts.  Salvage  need  not  be 
included  in  gross  income  if  deducted  in  ascertaining  the  net 
amount  paid  for  losses  under  policy  contracts.  Reserves  cov- 
ering liabilities  for  losses  incurred,  reported,  resisted,  adjusted 
or  unadjusted  but  not  paid,  cannot  be  deducted  from  gross 
income  under  this  or  any  other  item  of  the  return. 

(d)  The  reserve  funds  of  insurance  companies  to  be  con- 
sidered in  computing  the  deductible  net  addition  to  reserve 
funds  are  held  to  include  only  the  reinsurance  reserve  and  the 
reserve  for  supplementary  contracts  required  by  law  in  the 
case  of  life  insurance  companies,  the  unearned  premium 
reserves  required  by  law  in  the  case  of  fire,  marine,  accident, 
liability,  and  other  insurance  companies,  and  only  such  othei' 
reserves  as  are  specifically  required  by  the  statutes  of  a  State 
within  which  the  company  making  the  return  is  doing  business. 
The  reserves  used  in  computing  the  net  addition  must  not 
include  the  reserve  on  any  policies  the  premiums  on  which  have 
not  been  accounted  for  in  gross  income.  For  the  purpose  of 
this  deduction,  the  net  addition  is  the  excess  of  the  reserve 
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at  the  efld  of  the  year  over  that  at  the  beginning  of  th6  year 
and  may  be  based  upon  the  highest  authorized  reserve  required 
by  any  State  in  which  the  company  making  the  return  does 
business. 

In  the  case  of  assessment  insurance  companies,  the  actual 
deposits  of  sums  with  the  State  or  Territorial  officers  pursuant 
to  law,  as  additions  to  guaranty  or  reserve  funds,  shall  be 
treated  as  payments  required  by  law  to  reserve  funds. 

Mutual  marine  insurance  companies  will  deduct  under  item 
5  (e)  amounts  repaid  to  policyholders  on  account  of  premiums 
previously  paid  by  them  and  interest  paid  upon  such  amounts 
between  the  ascertainment  thereof  and  the  payment  thereof. 

Art.  148.  The  amount  of  interest  accrued  and  paid  within 
the  year  by  a  corporation  on  an  amount  of  bonded  or  other 
indebtedness  not  in  excess  of  one-half  of  the  sum  of  the  inter- 
est-bearing indebtedness  and  the  paid-up  capital  stock  out- 
standing at  the  close  of  the  year,  or,  if  no  capital  stock,  on 
the  amount  of  interest-bearing  indebtedness  not  exceeding  the 
amount  of  capital  employed  in  the  business  at  the  close  of  the 
year,  constitutes  an  allowable  deduction ;  that  is,  the  maximum 
principal,  upon  which  interest  for  the  purpose  of  this  deduc- 
tion, can  be  computed  must  not  exceed,  in  the  one  case,  one- 
half  of  the  sum  of  the  interest-bearing  indebtedness  and 
the  capital  stock  outstanding  at  the  close  of  the  year,  or,  in  the 
other  case,  must  not  exceed  the  amount  of  capital  employed 
in  the  business  at  the  close  of  the  year.  The  interest  to  be 
deductible  must  have  been  computed  on  the  proper  principal 
at  the  contract  rate  and  must  have  been  actually  paid  within 
the  year. 

Interest  paid  pursuant  to  contract  on  an  indebtedness  secured 
by  mortgage  on  real  estate  occupied  and  used  by  a  corporation, 
in  which  real  estate  the  corporation  has  no  equity  or  to  which 
it  is  not  taking  title  is  an  allowable  deduction  from  gross 
income  as  a  rental  charge,  payment  of  which  is  required  to  be 
made  as  a  condition  to  the  continued  use  and  possession  of  the 
property.  If,  however,  the  corporation  has  an  equity  in  or  is 
purchasing  for  its  own  use  the  real  estate  upon  which  such 
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mortgage  is  a  prior  lien,  the  indebtedness  will  be  held  to  be 
indebtedness  of  the  corporation  within  the  meaning  of  the  law 
and  the  interest  paid  on  such  mortgage  will  be  deductible  only 
to  the  extent  that  it,  with  interest  on  other  obligations  of  the 
corporation,  is  within  the  limit  fixed  by  the  act. 

Art.  149.  In  the  case  of  banks  and  banking  associations, 
loan  or  trust  companies,  interest  paid  within  the  year  on 
deposits,  or  on  moneys  received  for  investment  and  secured 
by  interest-bearing  certificates  of  indebtedness  issued  by  such 
bank,  banking  association,  loan  or  trust  company,  may  be 
allowably  deducted  from  the  gross  income  of  such  corpora- 
tions. 

Art.  150.  Interest  paid  on  indebtedness,  wholly  secured 
by  collateral  the  subject  of  sale  in  ordinary  business  of  such 
corporations,  is  also  deductible  to  the  full  amount  of  such 
interest  paid.  This  contemplates  that  the  entire  interest 
received  on  the  collateral  securing  such  indebtedness  shall  be 
included  in  the  gross  income  returned. 

Art.  151.  Interest  on  bonded  or  other  indebtedness  bearing 
different  rates  of  interest  may  be  deducted  from  gross  income 
during  the  year,  provided  the  aggregate  amount  of  such  indebt- 
edness on  which  the  interest  is  paid  does  not  exceed  the  limit 
prescribed  by  law,  and  in  case  the  indebtedness  is  in  excess  of 
the  amount  on  which  interest  may  be  legally  deducted  the 
indebtedness  bearing  the  highest  rate  may  be  first  considered 
in  computing  the  interest  deduction  and  the  balance,  if  any, 
will  be  computed  upon  the  indebtedness  bearing  the  next  lower 
rate  actually  paid,  and  so  on  until  interest  oh  the  maximum 
principal  allowed  has  been  computed. 

Art.  152.  All  sums  paid  within  the  year  for  taxes  imposed 
under  the  authority  of  the  United  States  or  of  any  State  or 
Territory  thereof,  or  imposed  by  the  government  of  any  for- 
eign country,  are  deductible  from  gross  income. 

Art.  153.  Taxes  paid  for  local  benefits  are  not  deductible. 
Taxes  paid  by  a  corporation  pursuant  to  a  contract  guarantee- 
ing that  the  interest  payable  on  its  bonds  or  other  indebtedness 
shall  be  free  from  taxation  are  not  deductible. 
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Art.  154.  Banks  paying  taxes  assessed  against  their  stock- 
holders because  of  their  ownership  of  the  shares  of  stock 
issued  by  such  banks  cannot  deduct  the  amount  of  taxes  so 
paid  in  making  their  return  for  the  income  tax  imposed  by  this 
act  unless  specially  authorized  to  do  so  by  the  laws  of  the  State 
in  which  they  do  business.  The  shares  of  stock  are  the  prop- 
erty of  the  stockholders,  and  such  holders  are  primarily  liable 
for  the  tax. 

Art.  155.  Import  duties  or  taxes  are  not  deductible  under 
the  item  of  taxes  paid  during  the  year,  but  should  be  included 
in  arriving  at  the  cost  of  goods  under  item  No.  4  (expenses). 

Art.  156.  Reserves  for  taxes  cannot  be  allowed,  as  the 
law  specifically  provides  that  only  such  sums  as  are  paid  within 
the  year  for  taxes  shall  be  deducted. 

Art.  157.  Foreign  corporations  shall  be  subject  to  the  nor- 
mal tax  of  1  per  cent  computed  upon  the  net  income  received 
by  or  accruing  to  such  corporations  from  business  transacted 
and  capital  invested  in  this  country.  For  the  purpose  of  the 
tax  tlie  net  income  of  such  foreign  organizations  shall  be  ascer- 
tained by  deducting  from  the  gross  income  arising,  received, 
or  accruing  from  business  done  and  capital  invested  in  this 
country  the  deductions  enumerated  in  the  act,  which  deduc- 
tions shall  be  limited  to  expenditures  or  charges  actually  incur- 
red in  the  maintenance  and  operation  of  the  business  trans- 
acted and  capital  invested  in  the  United  States  or,  as  to  certain 
charges,  such  proportion  of  the  aggregate  charges  as  the  gross 
income  from  business  done  and  capital  invested  in  the  United 
States  bears  to  the  aggregate  income  within  and  without  the 
United  States.  In  other  words,  the  deductions  from  the  gross 
income  of  a  foreign  corporation  doing  business  in  this  country 
should,  as  nearly  as  possible,  represent  the  actual  expenses  and 
authorized  charges  incident  to  the  business  done  and  capital 
invested  in  this  country  and  must  not  comprehend,  either 
directly  or  indirectly,  any  expenditures  or  charges  incurred  in 
the  transaction  of  business  or  the  investment  of  capital  without 
the  United  States. 
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Art.  158.  It  is  immaterial  whether  the  deductions  except 
for  taxes  and  losses  are  evidenced  by  actual  disbursements  in 
cash,  or  whether  evidenced  in  such  other  way  as  to  be  properly 
acknowledged  by  the  corporate  ofiScers  and  so  entered  on  the 
books  of  the  corporation  as  to  constitute  a  liability  against  the 
assets  of  the  corporation  making  the  return.  Deductions  for 
taxes,  however,  should  be  the  aggregate  of  the  amounts  actu- 
ally paid,  as  shown  on  the  cash  book  of  the  corporation.  De- 
ductions for  losses  should  be  confined  to  losses  actually  sus- 
tained and  charged  off  during  the  year  and  not  compensated 
by  insurance  or  otherwise.  Except  as  the  same  may  be  modi- 
fied by  the  provisions  of  the  act,  limiting  certain  deductions  and 
authorizing  others,  the  net  income  as  returned  for  the  purpose 
of  the  tax  should  be  the  same  as  that  shown  by  the  books  or 
the  annual  balance  sheet. 

Art.  159.  The  tax  imposed  upon  the  income  of  corpora- 
tions, whether  domestic  or  foreign,  shall  be  computed  upon 
the  net  income,  ascertained  in  the  manner  hereinbefore  indi- 
cated, except  that  for  the  year  ending  December  31,  1913,  the 
income  tax  will  be  imposed  upon  the  net  income  accrued  from 
March  1  to  December  31,  both  dates  inclusive,  and  such 
amount  of  net  income  is  ascertained  by  taking  five-sixths  of 
the  entire  net  income  for  said  calendar  year. 

Art.  160.  The  special  excise  tax  on  corporations  provided 
for  in  the  act  of  August  5,  1909,  is  reaffirmed  and  made  opera- 
tive and  effective  as  to  the  period  from  January  1  to  February 
28,  1913,  both  dates  inclusive,  which  said  tax  shall  be  com- 
puted upon  one-sixth  of  the  entire  net  income  of  said  corpora- 
tions for  said  year,  and  the  net  income  shall  be  ascertained 
in  accordance  with  the  provisions  of  the  income-tax  law. 

For  the  year  1913  it  shall  be  necessary  to  make  but  one 
return  and  assessment  for  all  taxes  imposed  in  the  income-tax 
law  upon  corporations,  either  by  way  of  income  or  excise, 
which  return  and  assessment  shall  be  made  at  the  times  and  in 
the  manner  provided  in  section  2  of  the  act  of  October  3,  1913. 

Under  the  present  law,  no  specific  exemption  is  allowable, 
as  was   the  case  under  the  corporation-tax  law;   hence  the 
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assessment  will  be  based  upon  the  entire  net  income  of  the 
corporation  arising  or  accruing  to  it  from  all  sources  during 
the  entire  year  for  which  the  return  is  made. 

Art.  161.  In  order  that  certain  classes  of  corporations  may 
arrive  at  their  correct  income,  it  is  necessary  that  an  inventory, 
or  its  equivalent,  of  materials,  supplies,  and  merchandise  on 
hand  for  use  or  sale  at  the  close  of  each  calendar  year  shall 
be  made  in  order  to  determine  the  gross  income  or  to  deter- 
mine the  expense  of  operation. 

A  physical  inventory  is  at  all  times  preferred,  but  where  a 
physical  inventory  is  impossible  and  an  equivalent  inventory  is 
equally  accurate,  the  latter  will  be  acceptable. 

An  equivalent  inventory  is  an  inventory  of  materials,  sup- 
plies, and  merchandise  on  hand  taken  from  the  books  of  the 
corporation. 

Art.  162.  For  the  purpose  of  this  tax,  corporations  are 
divided  into  five  classes,  as  follows: 

Class  A.  Financial  and  commercial,  including  banks,  bank- 
ing associations,  trust  companies,  guaranty  and  surety  com- 
panies, title  insurance  companies,  building  associations  (if  for 
profit),  and  insurance  companies,  not  specifically  exempt. 

Class  B.  Public  service,  such  as  railroad,  steamboat,  ferry- 
boat, and  stage-line  companies;  street-railway  companies; 
pipe-line,  gas-light,  and  electric-light  companies ;  express  com- 
panies, telegraph  and  telephone  companies. 

Class  C.  Industrial  and  manufacturing,  such  as  mining,  oil 
and  gas  producing  companies,  lumber  and  coke  companies; 
rolling  mills;  foundry  and  machine  shops;  sawmills;  flour, 
woolen,  cotton,  and  other  mills;  manufacturers  of  cars,  auto- 
mobiles, elevators,  agricultural  implements,  etc. ;  manufactur- 
ers or  refiners  of  sugar,  molasses,  sirups,  or  other  products ; 
ice  and  refrigerating  companies;  slaughterhouse,  tannery, 
packing,  or  canning  companies;  printing  and  publishing  com- 
panies, etc. 

Class  D.  Mercantile,  including  all  dealers  (not  otherwise 
classed  as  producers  or  manufacturers)  in  coal,  lumber,  grain, 
produce,  and  all  goods,  wares,  and  merchandise. 
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Class  E.  Miscellaneous,  such  as  architects,  contractors, 
hotel,  theater,  or  other  companies  or  associations  not  other- 
wise classified. 

Art.  163.  Under  the  authority  conferred  by  this  act, 
forms  of  return  have  been  prescribed,  in  which  the  various 
items  specified  in  the  law  are  to  be  stated.  Blank  forms 
of  this  return  will  be  forwarded  to  collectors  and  should 
be  furnished  to  every  corporation,  not  expressly  exempted, 
on  or  before  January  1  of  each  year,  in  the  case  of  corpora- 
tions m.aking  their  returns  for  the  calendar  year,  or  on  or 
before  the  first  day  of  the  next  fiscal  year  in  the  case  of  cor- 
porations making  returns  for  their  fiscal  year.  Failure  on 
the  part  of  any  corporation,  joint-stock  company,  as- 
sociation, or  insurance  company  liable  to  this  tax  to  re- 
ceive a  prescribed  blank  form  will  not  excuse  it  from  mak- 
ing the  return  required  by  law,  or  relieve  it  from  any  penal- 
ties for  failure  to  make  the  return  in  the  prescribed  time. 
Corporations  not  supplied  with  the  proper  forms  for  mak- 
ing the  return  should  make  application  therefor  to  the 
collector  of  internal  revenue  in  whose  district  is  located  its 
principal  place  of  business  in  ample  time  to  have  its  return 
prepared,  verified,  and  filed  with  the  collector  on  or  before 
the  last  due  date  as  hereinafter  defined.  Failure  in  this 
respect  subjects  it  not  only  to  SO  per  cent  additional  tax, 
but  to  the  specific  penalty  imposed  for  delinquency.  Each 
corporation  should  carefully  prepare  its  return  so  as  to 
fully  and  clearly  set  forth  the  data  therein  called  for.  Im- 
perfect or  incorrect  returns  will  not  be  accepted  as  meeting 
the  requirements  of  the  law. 

Art.  164.  To  any  sum  or  sums  due  and  unpaid  after  the 
date  for  payment  stated  in  the  notice  and  demand  issued  by 
the  collector  there  shall  be  added  the  sum  of  5  per  cent  of  the 
amount  so  unpaid,  and  interest  at  the  rate  of  1  per  cent  per 
month.  To  the  amount  assessable  on  the  basis  of  the  net 
income  there  shall  be  added  50  per  cent  in  case  of  refusal 
or  neglect  of  a  corporation  to  make  a  return  or  100  per  cent 
in  case  of  a  false  or  fraudulent  return.    For  refusal  or  neg- 
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lect  to  make  a  return  within  the  prescribed  time,  or  for  a 
false  or  fraudulent  return,  the  corporation  so  offending  shall 
be  liable  to  a  specific  penalty  not  exceeding  $10,000.  Any 
person  divulging  unlawfully  any  information  whatever  dis- 
closed by  a  return  shall  be  punished  by  a  fine  not  exceed- 
ing $1,000,  or  by  imprisonment  not  exceeding  one  year,  or 
both. 

Any  person  or  any  officer  of  any  corporation  required 
by  law  to  make,  render,  sign,  or  verify  any  return,  who 
makes  any  false  or  fraudulent  return  or  statement  with  in- 
tent to  defeat  or  evade  the  assessment  required  by  section 
2,  act  of  October  3,  1913,  shall  be  guilty  of  a  misdemeanor 
and  shall  be  fined  not  exceeding  $2,000  or  be  imprisoned  not 
exceeding  one  year,  or  both,  at  the  discretion  of  the  court, 
with  the  costs  of  prosecution. 

Art.  165.  The  Federal  income-tax  law  authorizes  cor- 
porations, joint-stock  companies,  etc.,  under  certain  con- 
ditions to  make  their  returns  on  the  basis  of  an  established 
"fiscal  year"  or  consecutive  12-months  period,  which  may 
be  other  than  the  calendar  year. 

Pursuant  to  this  provision  the  following  instructions  are 
issued  for  the  guidance  of  collectors  and  other  interested 
parties : 

Any  corporation,  joint-stock  company,  or  association,  or 
any  insurance  company  subject  to  the  tax  imposed  by  this 
act  may,  at  its  option,  have  the  tax  payable  by  it  computed 
upon  the  basis  of  the  net  income  arising  or  accruing  from 
all  sources  during  its  fiscal  year,  provided  that  it  shall  desig- 
nate the  last  "day  of  the  month  selected  as  the  month  in 
which  its  fiscal  year  shall  close  as  the  day  of  the  closing  of 
its  fiscal  year,  and  shall,  not  less  than  30  days  prior  to  the 
date  upon  which  its  annual  return  is  to  be  filed  give  notice, 
in  writing,  to  the  collector  of  internal  revenue  of  the  district 
in  which  its  principal  place  of  business  is  located,  of  the 
day  it  has  thus  designated  as  the  closing  of  such  fiscal  year. 

Art.  166.  In  pursuance  of  this  provision,  a  corporation 
or  like  organization  subject  to  this  tax  may,  for  example, 
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designate  the  30th  day  of  September  as  the  day  for  the 
closing  of  its  .fiscal  year,  whereupon  its  return  of  annual  net 
income  shall  be  filed  with  the  collector  of  internal  revenue 
of  the  district  in  which  its  principal  place  of  business  is  lo- 
cated not  later  than  60  days  after  the  close  of  its  said  pro- 
posed fiscal  year;  that  is  to  say,  on  or  before  the  29th  day 
of  November  next  succeeding. 

The  date  of  the  closing  of  the  fiscal  year  having  been  desig- 
nated, notice  thereof  must  be  given  to  the  collector  not  less 
than  30  days  prior  to  the  last  day  of  such  60-day  period.  In 
the  case  just  instanced  the  notice  must  be  given  not  later  than 
October  29. 

If  such  designation  (September  30,  1913)  had  been  made  and 
notice  given,  as  hereinbefore  indicated,  as  to  the  closing  of  the 
fiscal  year  1913,  the  corporation  would  be  authorized  to  make 
its  return  and  have  the  tax  payable  by  it  computed  upon  the 
basis  of  the  net  income  arising  or  accruing  tO'  it  during  the 
period  from  January  1  to  September  30,  1913,  both  dates 
inclusive. 

Art.  167.  Collectors  of  internal  revenue  receiving  notices 
of  the  selection  and  designation  of  the  "fiscal  years,"  as  above 
indicated,  will  make  record  of  the  same,  recording,  (a)  the 
name  of  the  corporation  or  like  organization,  (b)  the  date  when 
notice  was  given,  (c)  the  day  designated  for  the  closing  of  the 
fiscal  year,  and  (d)  the  date  when  the  return  under  such  desig- 
nation must  be  filed,  which  must  be,  as  above  stated,  not  later 
than  the  last  day  of  the  60-day  period  next  following  the  day 
designated  as  the  close  of  the  fiscal  year. 

Art.  168.  If  it  shall  appear  that  for  the  year  1913  the 
notice  was  given  within  the  prescribed  time — that  is,  within  30 
days  of  the  last  day  of  the  60-day  period — the  1913  return 
may  be  made  as  of  the  fiscal  year  so  established ;  otherwise  it 
will  be  made  on  the  basis  of  the  calendar  year  until  such  time 
as  the  designation  shall  be  duly  made  and  notice  thereof  prop- 
erly given. 

Art.  169.  The  designation  and  notice  can  not  be  retroac- 
tive ;  that  is  to  say,  if  a  corporation  now  designates  April  30, 
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1914,  as  the  date  of  the  closing  of  its  fiscal  year  and  gives 
notice  of  such  designation,. it  would  not  be  authorized  to  make 
a  return  for  the  four  months  ended  April  30,  1913,  and  then 
for  the  fiscal  year  ended  April  30,  1914,  nor  would  it  be  author- 
ized to  make  one  return  covering  the  entire  16  months  ended 
April  30,  1914.  In  the  case  of  such  corporation  the  return 
for  the  year  must  be  made  for  the  calendar  year  ended  Decem- 
ber 31,  1913,  and  then,  assuming  that  designation  and  notice 
had  been  properly  made  and  given,  it  may  make  a  return  for 
the  four  months  ended  April  30,  1914,  and  thereafter  the 
return  will  be  made  on  the  basis  of  the  fiscal  year  so  estab- 
lished. 

Art.  170.  In  all  cases  where  a  fiscal  year  is  not  established 
as  above  prescribed  returns  must  be  made  on  the  basis  of  the 
calendar  year,  in  which  case  such  returns  must  be  filed  on  or 
before  the  1st  day  of  March  next  succeeding  such  calendar 
year.  Such  returns  in  either  case  provided  must  be  verified 
under  oath  or  affirmation  of  its  president  or  other  principal 
■officer,  and  its  treasurer  or  assistant  treasurer ;  that  is  to  say, 
by  two  different  persons  acting  in  the  official  capacity  indi- 
cated. 

Art.  171.  If  it  shall  appear  in  any  case  that  returns  have 
been  made  to  the  collector  on  the  basis  of  a  fiscal  year  riot 
■designated  as  above  indicated,  the  corporations  making  such 
returns  will  be  advised  that  such  returns  can  not  be  accepted, 
but  must  be  made  to  cover  the  business  of  the  calendar  year: 

Art.  172.  Returns  made  under  this  act  and  pursuant  to 
these  instructions  must  be  made  on  the  new  forms  prescribed 
by  this  department. 

The  forms  heretofore  in  use,  under  the  special  excise  tax 
law,  can  not  be  used  for  making  returns  for  either  the  fiscal 
or  calendar  year  1913. 

Art.  173.  An  extension  of  time  within  which  a  return  may 
be  filed  can  in  no  case  exceed  30  days  from  the  date  on  which 
the  return  is  due  and  can  be  granted  only  upon  written  appli- 
cation to  the  collector,  and  in  case  of  sickness  or  absence  of 
an  officer  v/hose  signature  to  the  return  is  required,  such  appli- 
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cation  to  be  made  prior  to  the  expiration  of  the  period  for 
which  the  extension  is  desired. 

Art.  174.  If  a  return  is  made  and  placed  in  the  United 
States  mails,  properly  addressed,  and  postage  paid,  in  ample 
time,  in  due  course  of  mails,  to  reach  the  office  of  the  collec- 
tor or  deputy  collector  on  or  before  the  last  due  date,  no  pen- 
alty will  be  held  to  attach  should  the  return  not  be  actually 
received  by  such  officer  until  subsequent  to  that  date. 

Art.  175.  "Last  due  date,"  as  hereinbefore  used,  is  con- 
strued to  mean  the  last  day  upon  which  a  return  is  required 
to  be  filed  in  accordance  with  the  provisions  of  the  law,  or  the 
last  day  of  the  period  not  exceeding  30  days  covered  by  an 
extension  of  time  granted  by  the  collector. 

Art.  176.  When  the  due  date  as  above  defined  falls  on  Sun- 
day or  on  a  legal  holiday,  the  last  due  date  will  be  held  to  be 
the  day  next  following  such  Sunday  or  legal  holiday  and  the 
return  should  be  made  to  the  collector  not  later  than  such 
following  day,  or,  if  placed  in  the  mails,  it  should  be  posted 
in  ample  time  to  reach  the  collector's  office,  under  ordinary 
handling  of  the  mails,  on  or  before  the  date  on  which  the 
return  is  thus  made  due  in  the  office  of  the  collector. 

Art.  177.  All  assessments  against  corporations,  etc., 
making  returns  for  the  calendar  year  are  required  to  be 
made  and  the  several  corporations,  joint-stock  companies, 
etc.,  notified  of  the  amount  for  which  they  are  liable  on 
or  before  the  1st  of  June  of  each  successive  year,  and  said 
assessments  shall  be  paid  on  or  before  the  30th  day  of  June 
of  such  year.  In  the  case  of  corporations  making  returns 
for  the  fiscal  year,  the  assessments  shall  be  made  and  notice 
given  on  or  before  the  expiration  of  90  days  from  the  date 
when  the  returns  were  required  to  be  filed,  and  the  taxes 
assessed  against  such  corporations,  etc.,  shall  be  paid  within 
120  days  after  the  date  upon  which  the  returns  were  re- 
quired to  be  filed.  In  case  of  refusal  or  neglect  by  a  cor- 
poration, etc.,  to  make  a  return,  and  in  case  of  false  or 
fraudulent  return,  the  commissioner,  upon  the  discovery  there- 
of within  three  years  after  such  returns  are  due,  shall  make  a 
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return  upon  information  obtained  in  the  manner  provided 
in  the  act,  and  the  assessment  made  on  the  basis  of  such 
.return  shall  be  paid  immediately  upon  notice  and  demand 
given  by  the  collector. 

Upon  failure  to  pay  the  tax  when  due  and  for  10  days 
after  notice  and  demand,  a  penalty  of  5  per  cent  of  the 
amount  of  the  tax  unpaid  and  interest  at  the  rate  of  1  per 
cent  per  month  until  paid  shall  be  added  to  the  amount  of 
such  tax. 

Art.  178.  When  the  assessments  shall  have  been  made, 
the  returns  shall  be  filed  in  the  office  of  the  commissioner 
and  shall  constitute  public  records,  subject  to  inspection 
upon  the  order  of  the  President,  under  rules  and  regula- 
tions prescribed  by  the  Secretary  of  the  Treasury  and  ap- 
proved by  the  President.  Copies  of  returns  on  file  in  the 
Commissioner's  office  are  not  permitted  to  be  sent  to  any 
person,  except  to  the  corporation  itself  or  to  its  duly  au- 
thorized attorney. 

Art.  179.  Upon  request  of  the  governor  of  a  State  which 
imposes  a  general  income  tax,  the  proper  officers  of  such 
State  may  have  access  to  the  returns  filed  by  corporations 
doing  business  in  such  States,  or  to  an  abstract  thereof 
showing  the  name  and  income  of  such  corporations,  etc., 
at  such  times  and  in  such  manner  as  the  Secretary  may  pre- 
scribe. In  no  case  are  the  original  returns  to  be  removed 
from  the  office  of  the  commissioner,  except  upon  order  and 
by  direction  of  the  Secretary  of  the  Treasury  or  the  Pres- 
ident. 

Art.  180.  At  the  request  of  the  Attorney  General,  or  by 
direction  of  the  Secretary  of  the  Treasury,  certified  copies 
of  returns  may  be  made  and  delivered  to  the  United  States 
district  attorneys  for  their  use  as  evidence  in  the  prosecu- 
tion or  defense  of  suits  in  which  the  collection  or  legality  of 
the  tax  assessed  on  the  basis  of  such  returns  is  involved,  or 
in  any  suit  to  which  the  United  States  Government  and 
the  corporation,  etc.,  making  the  return  are  parties  and  in 
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which  suit  such  certified  copies,  would  constitute  material 
evidence. 

Art.  181.  The  disclosure  by  any  collector,  deputy  col-, 
lector,  agent,  clerk,  or  other  officer  or  employee  of  the 
United  States  to  any  person  of  any  information  whatever 
contained  in  or  set  forth  by  any  return  of  annual  net  in- 
come made  pursuant  to  this  act  is,  by  the  act,  made  a  mis- 
demeanor, and  is  punishable  by  a  fine  not  exceeding  $1,000, 
or  by  imprisonment  not  exceeding  one  year,  or  both,  at  the 
discretion  of  the  court,  and  if  the  offender  is  an  officer  or 
employee  of  the  United  States  he  shall  be  dismissed  and 
be  incapable  thereafter  of  holding  any  office  under  the  United 
States  Government. 

Art.  182.  No  particular  system  of  bookkeeping  or  ac- 
counting will  be  required  by  the  department.  However, 
the  business  transacted  by  corporations  must  be  so  re- 
corded that  each  and  every  item  set  forth  in  the  return  of 
annual  net  income  may  be  readily  verified  by  an  examina- 
tion of  the  books  of  account. 

Art.  183.  The  books  of  a  corporation  are  assumed  to 
reflect  the  facts  as  to  its  earnings,  income,  etc.  Hence 
they  will  be  taken  as  the  best  guide  in  determining  the  net 
income  upon  which  the  tax  imposed  by  this  act  is  calcu- 
lated. Except  as  the  same  may  be  modified  by  the  provi- 
sions of  the  law,  wherein  certain  deductions  are  limited, 
the  net  income  disclosed  by  the  books  and  verified  by  the 
annual  balance  sheet,  or  the  annual  report  to  stockhold- 
ers, should  be  the  same  as  that  returned  for  taxation. 

Art.  184.  In  cases  wherein  corporations  have  neglected 
or  refused  to  make  returns,  and  in  cases  wherein  returns 
made  are  found,  upon  investigation  or  otherwise,  to  be 
false  or  fraudulent,  the  commissioner  may,  upon  discovery 
thereof,  at  any  time  within  three  years  after  said  return  is 
due,  make  return  upon  the  information  obtained  in  the 
manner  provided  in  the  act,  and  the  tax  so  discovered  to 
be  due,  together  with  the  additional  tax  prescribed,  shall  be 
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assessed,  and  the  amount  thereof  shall  be  paid  immediately 
upon  notice  and  demand. 

Art.  185.  Corporations  coming  within  the  terms  of  this 
law  are  subject  to  the  normal  tax  only;  that  is,  a  tax  com- 
puted at  a  level  rate  of  1  per  cent  of  their  entire  net  income 
regardless  of  the  amount  of  such  net  income. 

Art.  186.  For  the  purpose  of  verifying  any  return,  made 
pursuant  to  this  act,  the  Commissioner  of  Internal  Revenue 
may,  by  any  duly  authorized  revenue  agent  or  deputy  col- 
lector, cause  the  books  of  such  corporation  to  be  examined, 
and  if  such  examination  discloses  that  the  corporation  is 
liable  to  tax  in  addition  to  that  previously  assessed,  or 
assessable,  the  same  shall  be  assessed  and  shall  be  payable 
immediately  upon  notice  and  demand.  For  the  purpose  of 
such  examination,  the  books  of  corporations  shall  be  open 
to  the  examining  officer,  or  shall  be  produced  for  this  pur- 
pose upon  summons  issued  by  any  properly  authorized 
officer. 

§  186.     Assessment  and  Collection 

Art.  187.  All  income  taxes  found  to  be  due  will  be  reported 
by  collectors  on  their  assessment  lists.  Form  23-A  in  the  case 
of  corporations,  and  on  Form  23-B  in  the  case  of  individuals 
and  withholding  agents. 

Art.  188.  The  names  of  corporations  subject  to  tax  will  be 
listed  on  Form  23-A,  according  to  their  designated  class,  and  in 
alphabetical  order  as  to  each  class.  Names  of  individuals  sub- 
ject to  tax  will  be  listed  on  Form  23-B,  alphabetically,  without 
reference  to  class  or  rate  of  tax.  Following  such  names  there 
will  be  listed,  alphabetically,  the  names  of  all  withholding  or  li- 
censed collecting  agents,  and  the  aggregate  amount  of  tax  with- 
held by  each,  as  shown  by  the  annual  returns  rendered  by  them. 
An  assessment  against  each  person,  firm  or  company,  from 
whose  income  the  tax  has  been  so  withheld,  will  be  unnecessary 
in  such  cases. 

Art.  189.  To  avoid,  as  far  as  possible,  the  assessment  of 
taxes  as  to  which  claims  for  exemption  or  deduction  may  be 
Bl.Inc.Tax.  (2d  Ed.)  —14  (209) 
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filed  under  article  33,  collectors  will  delay  reporting  for  assess- 
ment taxes  remaining  in  the  hands  of  withholding  agents,  until 
the  annual  reports  of  such  agents,  which  must  be  filed  not  later 
than  March  1  in  each  year,  are  received. 

Art.  190.  Returns  of  withholding  agents  (including  those 
of  licensed  collecting  agents)  as  to  interest  payments  shall  be 
made  monthly  and  returns  containing  summaries  of  said 
monthly  returns  shall  be  made  annually.  (See  Part  2,  A,  B, 
and  C.)  Returns  of  individuals  (see  Part  1),  corporations  (see 
Part  3),  and  withholding  agents,  withholding  tax  on  wages, 
salaries,  rents,  etc.  (see  Part  2,  D),  and  fiduciaries  acting  as 
withholding  agents  (see  Part  2,  E)  shall  be  made  annually.  All 
monthly  returns  are  required  to  be  made  on  or  before  the  20th 
day  of  each  month  for  the  preceding  month.  All  annual  re- 
turns are  required  to  be  made  on  or  before  the  1st  day  of 
March  in  each  year,  except  in  the  case  of  corporations  which 
have  given  due  notice  of  the  termination  of  their  fiscal  year,  in 
which  cases  the  prescribed  return  is  to  be  filed  within  60  days 
after  the  termination  of  such  fiscal  year. 

Art.  191.  Corporations  which  are  subject  to  the  special  ex- 
cise tax  on  income  received  during  the  months  of  January  and 
February,  1913,  may,  under  the  provisions  of  section  4,  para- 
graph S,  of  the  act  of  October  3,  1913,  include  such  income,  as 
also  the  income  taxable  under  said  act,  in  one  return  for  the 
year  1913.    In  each  such  case  one  assessment  only  will  be  made. 

Art.  192.  All  returns  of  income,  whether  of  individuals  or 
corporations,  should  be  forwarded  with  the  assessment  list 
rendered.  Where  in  any  case  the  collector  has  reason  to  be- 
lieve that  any  return  rendered  is  false  or  fraudulent,  he  will 
prepare  and  retain  in  his  office  a  copy  of  such  return,  and  will 
note  on  the  original  and  under  the  head  of  "Remarks"  of  his 
assessment  list  the  words  "Investigation  pending."  He  will  in 
all  such  cases  make  his  investigation  in  the  manner  prescribed 
in  section  3173,  Revised  Statutes  and  paragraph  D  of  said  act 
of  October  3,  1913  ;  and  he  will  report  the  results  of  his  invest- 
igation to  the  Commissioner  of  Internal  Revenue,  referring  to 
the  list,  folio,  and  line  on  which  the  assessment  was  reported. 
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Art.  193.  Monthly  and  annual  returns  of  withholding 
agents  (including  those  of  licensed  agents)  as  to  interest  pay- 
ments and  the  annual  returns  of  withholding  agents  withhold- 
ing tax  on  wages,  salaries,  etc.,  will  be  made  in  duplicate,  one 
copy  of  which  will  be  retained  by  the  collector  in  his  office  and 
one  copy  transmitted  to  the  Commissioner  of  Internal  Reve- 
nue. Annual  returns  of  withholding  agents  (including  those  of 
licensed  agents)  as  to  interest  payments,  and  returns  of  with- 
holding agents  as  to  wages,  salaries,  etc.,  and  of  fiduciaries  will 
be  forwarded  by  the  collector  with  his  list.  Form  23-B,  on 
which  the  tax  withheld  is  reported  for  assessment. 

Art.  194.  All  certificates  of  exemption  or  deductions,  filed 
by  or  on  behalf  of  persons  subject  to  tax,  will  be  forwarded  by 
the  collector  as  soon  as  received;  and  all  such  certificates,  re- 
ports, and  returns,  before  being  transmitted  to  the  commission- 
er, will  have  stamped  thereon  the  name  and  number  of  the  dis- 
trict; will. be  arranged  (unfolded)  in  alphabetical  order  and,  in 
the  case  of  corporations,  according  to  the  designated  class  to 
which  they  belong.  Care  should  be  taken  to  have  all  such  par 
pers,  when  so  arranged,  carefully  secured  by  cord  or  other  fas- 
tening, so  as  to  insure  their  receipt  in  like  order.  This  is  espe- 
cially necessary  in  view  of  the  large  number  of  like  papers 
which  will  be  forwarded  from  the  various  districts. 

Art.  195.  In  order  that  assessment  lists  may  be  promptly 
prepared  and  forwarded,  collectors  will  see  that  all  reports 
and  returns  to  be  listed  are  examined  as  received,  and  that  no 
delay  occurs  in  this  branch  of  the  work.  Special  diligence  in 
this  matter  is  necessary,  as  sufficient  time  must  be  given  for  the 
reexamination  of  such  returns  in  the  commissioner's  office  be- 
fore assessment  is  made.  The  forwarding  of  assessment  lists, 
however,  should  in  no  case  be  delayed,  beyond  the  time  allow- 
ed, on  account  of  unexamined  returns,  as  such  returns  can  be 
examined  and  reported  on  a  subsequent  list.  As  the  law  limits 
the  time  in  which  these  assessments  are  to  be  made  and  notice 
of  assessment  given,  collectors  will  assign  to  this  work  all  avail- 
able force  in  their  respective  offices. 
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Art.  196.  Where  the  required  returns  are  not  filed  within 
the  prescribed  time,  either  by  individuals  or  corporations,  no- 
tice on  Form  1045,  should  in  each  case  be  sent  to  the  delin- 
quent. (For  authorized  extension  of  time,  see  articles  23  and 
173.) 

Art.  197.  When  assessment  has  been  made,  collectors  will, 
on  receipt  of  their  returned  lists,  at  once  issue  preliminary  no- 
tices of  assessment  (Form  647),  and  where  in  any  case  the  tax 
assessed  is  not  paid  on  or  before  the  30th  day  of  June,  or  in 
case  of  corporations  designating  their  own  fiscal  year,  within 
120  days  following  the  date  on  which  the  return  should  have 
been  filed,  notice  and  demand  (Form  17)  should  be  at  once  is- 
sued, and  unless  the  tax  in  such  case  is  paid  within  10  days  aft- 
er the  service  of  such  notice,  general  demand  for  tax,  penalty, 
and  interest  (Form  21)  should  at  once  be  issued.  Immediate 
notice  and  demand  (Form  17)  will,  however,  be  served  in  case 
of  failure  to  file  the  required  return  within  the  statutory  period. 

Art.  198.  Pending  assessment  on  returns  forwarded  to  the 
commissioner,  collectors  will  have  prepared  the  necessary  no- 
tices of  assessment,  with  properly  addressed  envelopes,  to  be 
used  immediately  on  return  of  their  assessment  lists. 

Art.  199.  Statements  of  payment,  abatement,  and  outstand- 
ing balances  of  such  assessed  taxes  will  be  rendered  monthly  by 
collectors  on  special  Form  325.  Such  statements  will  be  pre- 
pared in  the  same  manner  as  required  in  the  case  of  assess- 
ments on  the  regular  Form  23,  except  that  in  Statement  III 
the  outstanding  balances  on  the  various  lists  will  be  reported 
in  aggregate  only.  Items  constituting  such  balances,  however, 
will  be  carded  by  collectors,  but  only  as;  to  such  as  were  as- 
sessed during  the  month  for  which  the  return  is  rendered, 
thus  avoiding  detailed  statements  each  month  of  outstanding 
balances  previously  reported.  A  separate  card  (Form  1020) 
will  be  used  for  each  such  item;  and  all  cards  so  prepared 
each  month  should  be  arranged  alphabetically,  and  so  for- 
warded by  the  collector  with  his  report  on  sp&cial  Form  325. 
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CHAPTER  IV 

NATURE  OF  INCOME  TAXES 

§  187.     Definitions  and  General  Considerations. 

188.  Property  Taxes  Distinguished. 

189.  Excise,  Franchise,   License,   and  Occupation  Taxes  Distin- 
'       guished. 

190.  Tax  on  Gross  Receipts. 

191.  Income  Tax  as  Direct  Tax. 

§  187.     Definitions  and  General  Considerations 

An  income  tax  is  distinguished  from  other  forms  of  taxa- 
tion in  this  respect,  that  it  is  not  levied  upon  property,  nor 
upon  the  operations  of  trade  and  business  or  the  subjects  em- 
ployed therein,  nor  upon  the  practice  of  a  profession  or  the 
pursuit  of  a  trade  or  calling,  but  upon  the  acquisitions  of  the 
taxpayer  arising  from  one  or  more  of  these  sources  or  from 
all  combined,  annually  or  at  other  stated  intervals,  and  gen- 
erally, but  not  necessarily,  only  upon  the  excess  of  such  ac- 
quisitions over  a  certain  minimum  sum.  It  is  not  a  tax  upon 
accumulated  wealth,  but  upon  its  periodical  accretions.  It 
is  not  a  tax  upon  personal  exertion  for  gain,  whether  com- 
bined with  the  employment  of  capital  or  not,  but  upon  the 
fruits  thereof.  An  income  tax  is  in  effect  a  tax  upon  earn- 
ings, taking  that  term  in  its  broadest  sense,  and  irrespective  of 
the  question  whether  the  person  whose  income  is  taxed  has 
actively  earned  it  or  has  merely  profited  by  loaning  his  cap- 
ital for  active  employment  by  another.^     The  definition  of 

1  "There  is  no  tax  which,  in  its  essence,  is  more  just  and  equitable 
than  an  income  tax,  if  the  statute  imposing  it  allows  only  such  ex- 
emptions as  are  demanded  by  public  considerations  and  are  consist- 
ent with  the  recognized  principles  of  the  equality  of  all  persons  be- 
fore the  law,  and,  while  providing  for  its  collection  in  ways  that  do 
not  unnecessarily  irritate  and  annoy  the  taxpayer,  reaches  the  earn- 
ings of  the  entire  property  of  the  country,  except  governmental  prop- 
erty and  agencies,  and  compels  those,  whether  individuals  or  corpo- 
rations, who  receive  such  earnings,  to  contribute  therefrom  a  reason- 
able amount  for  the  support  of   the  common  government  of  all." 
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an  income  tax  as  one  which  relates  to  the  product  or  income 
from  property  or  from  business  pursuits,^  is  sufficient  for  the 
purposes  of  a  practical  description,  but  is  not  scientifically 
accurate,  since  the  term  "income"  may  include  acquisitions 
from  other  sources  than  those  mentioned.  For  instance,  mon- 
ey coming  to  one  by  gift  or  bequest  is  undoubtedly  "income," 
though  it  is  in  the  discretion  of  the  taxing  power  to  include  it 
within  the  incidence  of  the  tax  or  to  exempt  it.  In  the  sense 
that  it  is  imposed  upon  a  limited  and  selected  subject  of  tax- 
ation, an  income  tax  may  also  be  regarded  as  a  special  tax, 
rather  than  a  general  tax.  Thus,  in  South  Carolina,  a  gen- 
eral taxing  act  enacted  in  1905  required  the  county  auditors 
and  treasurers  to  collect  the  taxes  levied  under  its  provisions, 
and  forbade  them  to  collect  any  other  tax  except  such  "special 
tax"  as  might  be  authorized  under  an  act  or  joint  resolution 
of  the  legislature.  It  was  contended  that  this  operated  as  a 
repeal  of  the  income  tax  law  of  1897.  But  the  courts  held 
otherwise,  declaring  that  the  income  tax  was  a  "special  tax" 
within  the  meaning  of  the  general  statute.' 

§  188.     Property  Taxes  Distinguished 

A  tax  on  incomes  is  not  a  tax  on  property,  and  a  tax  on 
property  does  not  embrace  incomes.  Hence  a  municipal  cor- 
poration which  has  authority  by  its  charter  to  levy  taxes  for 
its  own  purposes  on  all  "taxable  property"  does  not  possess 
the  authority  to  lay  a  tax  on  incomes.*  For  the  same  reason 
a  tax  laid  on  income  is  different  from  a  tax  laid  on  the  prop- 
erty out  of  which  the  income  arises,  and  although  a  statute 
may  tax  land  at  a  different  rate  from  that  imposed  on  incomes, 
it  is  not  therefore  in  conflict  with  a  constitutional  provision 
requiring  that  taxation  on  all  species  of  property  shall  be  uni- 


Dissenting  opinion  of  Harlan,   J.,  in   Pollock  v.   Farmers'   Loan  & 
Trust  Co.,  158  V.  S.  601,  15  Sup.  Ct.  912,  39  L.  Ed.  1108. 

2  Levi  V.  City  of  Louisville,  97  Ky.  394,  30  S.  W.  973,  28  L.  R.  A. 
480. 

3  Alderman  v.  Wells,  85  S.  C.  507,  07  S.  E.  781,  21  Am.  &  Eng. 
Ann.  Cas.  193,  27  L.  R.  A.  (N.  S.)  864. 

*  City  of  Dubuque  v.  Northwestern  Life  Ins.  Co.,  29  Iowa,  9. 
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form.  As  remarked  by  the  Supreme  Court  of  Georgia: 
"Gross  earnings  and  interest  coming  in  from  any  source, 
labor,  capital,  investment  of  any  sort,  of  money  loaned,  are 
not  property  in  the  sense  of  the  constitution,  but  are  merely 
income.  Certainly  the  gross  earnings  of  a  laboring  man  are 
nothing  but  his  income.  So  it  would  seem  the  earnings  of  a 
salaried  officer  are  income,  and  so  the  income  from  capital 
employed  in  a  bank  or  railroad  or  manufacture  would  seem 
to  be  income  only.  The  net  income  after  the  expenses  are 
paid  becomes  property,  when  invested,  or  if  it  be  money  lying 
in  a  bank  or  locked  up  at  home.  The  fact  is,  property 'is  a 
tree,  income  is  the  fruit;  labor  is  a  tree,  income  the  fruit; 
capital  a  tree,  income  the  fruit.  The  fruit,  if  not  consumed 
as  fast  as  it  ripens,  will  germinate  from  the  seed  which  it  in- 
closes, and  will  produce  other  trees,  and  grow  into  more  prop- 
erty ;  but  so  long  as  it  is  fruit  merely,  and  plucked  to  eat  and 
consumed  in  the  eating,  it  is  no  tree  and  will  produce  itself  no 
fruit."  = 

§  189.     Excise,  Franchise,  License  and  Occupation  Taxes 
Distinguished 

License  and  occupation  taxes,  which  are  payable  in  re- 
spect to  the  privilege  of  engaging  in  or  carrying  on  a  par- 
ticular business  or  vocation,  are  not  income  taxes,  notwith- 
standing the  fact  that  the  amount  of  tax  payable  by  any  in- 
dividual may  be  measured  by  the  amount  of  business  which 
he  transacts  or  his  earnings  therefrom.  And  conversely, 
although  a  person's  entire  income  may  be  derived  from  a 
particular  pursuit  or  trade,  a  tax  on  the  income  as  such  is 
not  a  license  or  privilege  tax.  Thus,  a  tax  on  sales  of  a 
particular  commodity,  or  a  tax  on  the  dealer  rneasured  by 
the  amount  of  his  sales,  is  not  an  income  tax."  So,  in  Vir- 
ginia, it  appeared  that  a  city  ordinance  provided  that  law- 
yers and  others  should  be  divided  into  six  classes,  and  that 
those  in  each  class  should  pay  a  certain  sum  as  a  tax.     The 

"  Waring  v.  City  of  Savannah,  60  Ga.  93. 

6  Commonwealth  v.  Brown,  91  Va.  762,  21  S.  E.  357,  28  L.  R.  A. 
110. 
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committee  on  finance  was  to  place  each  attorney  in  the  class 
to  which  he  properly  belonged,  looking  to  all  the  circum- 
stances. After  the  committee  had  completed  their  classifi- 
cation, public  notice  was  to  be  given,  and  any  lawyer  dissatis- 
fied with  his  classification  was  to  appear  before  the  commit- 
tee and  have  it  corrected  if  erroneous.  It  was  held  that  this 
was  not  an  income  tax,  and  the  ordinance  was  valid.''  Hence 
it  appears  that  a  person  carrying  on  a  certain  business,  as, 
for  instance,  a  dealer  in  intoxicating  liquors,  may  be  sub- 
jected to  a  license  tax  for  the  privilege  of  pursuing  that 
avocation,  to  a  state  or  municipal  tax  for  general  purposes 
upon  his  stock  in  trade,  and  to  a  tax  upon  the  income  de- 
rived from  his  business,  and  yet,  as  all  these  taxes  relate  to 
different  subjects  and  do  not  overlap  or  conflict,  their  im- 
position affords  no  legal  ground  for  complaint. 

Excise  taxes  include  license  fees  and  also  some  other  forms 
of  taxation,  and  these  also  are  theoretically  distinguishable 
from  income  taxes,  although  the  practical  difference  is  very 
slight  in  cases  where  the  excise  is  measured  by  the  income. 
And  indeed  it  has  sometimes  been  thought  that  an  income 
tax  should  be  classed  as  an  excise  tax,  within  the  meaning 
of  the  federal  Constitution.  In  the  decision  which  over- 
threw the  federal  income  tax  law  of  1894,  one  of  the  judges 
remarked:  "Excises  are  a  species  of  tax  consisting  gen- 
erally of  duties  laid  upon  the  manufacture,  sale,  or  consump- 
tion of  commodities  within  the  country,  or  upon  certain 
callings  or  occupations,  often  taking  the  form  of  exactions 
for  licenses  to  pursue  them.  The  taxes  created  by  the  law 
under  consideration,  as  applied  to  savings  banks,  insurance 
companies,  whether  of  fire,  life,  or  marine,  to  building  or 
other  associations,  or  to  the  conduct  of  any  other  kind  of 
business,  are  excise  taxes,  and  fall  within  the  requirement, 
so  far  as  they  are  laid  by  Congress,  that  they  must  be  uni- 
form throughout  the  United  States."  " 

7  Ould  V.  City  of  Ricbmond,  23  Gratt.  (Va.)  464,  14  Am.  Rep.  139. 

8  Per  Field,  J.,  concurring,  in  Pollock  v.  Farmers'  Loan  &  Trust 
Co.,  157  U.  S.  429,  15  Sup.  Ct.  673,  39  L.  Ed.  759. 
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But  a  franchise  tax  upon  corporations  is  not  an  income 
tax,  though  it  may  be  called  an  excise  tax.  And  this  is  so 
whether  the  tax  is  laid  by  the  state  under  whose  laws  the 
corporation  is  organized,  and  is  exacted  annually  for  the 
privilege  of  continuing  its  corporate  existence,  or  is  imposed 
by  a  different  state  for  the  privilege  of  doing  business  with- 
in its  limits,  or  is  imposed  by  an  outside  power,  such  as  the 
United  States,  upon  the  franchise  of  transacting  business  in 
a  corporate  capacity.  For  this  reason  the  tax  on  corpora- 
tions imposed  by  the  act  of  Congress  of  August  5,  1909,  be- 
ing laid  specifically  upon  the  carrying  on  or  doing  of  busi- 
ness in  a  corporate  or  quasi  corporate  capacity,  was  ad- 
judged not  to  be  an  income  tax,  although  the  amount  of 
the  tax  in  each  instance  was  measured  by  the  net  annual  in- 
come of  the  corporation,  but  an  excise  tax,  and  therefore 
not  a  direct  tax,  and  therefore  not  invalid  because  not  ap- 
portioned among  the  several  states  according  to  popula- 
tion.' Practically  it  makes  but  little  difference  to  a  corpo- 
ration whether  it  is  taxed  upon  its  income  or  upon  the  value 
of  its  corporate  privileges  as  measured  by  its  income.  But 
the  theoretical  distinction  is  valid,  and  its  actual  importance 
is  shown  by  the  fact  that  it  was  this  distinction  alone  which 
ultimately  saved  the  act  of  Congress  of  1909  from  the  fate 
which  befell  that  of  1894. 

§  190.     Tax  on  Gross  Receipts 

In  numerous  states  at  the  present  time,  various  kinds  of 
corporations  and  particularly  railroad  companies  are  not 
taxed  directly  upon  their  real  and  personal  property,  but 
upon  their  gross  receipts.  Whether  or  not  a  tax  of  this 
kind  is  to  be  regarded  as  an  income  tax  is  an  unsettled  ques- 
tion. It  has  been  held  in  Louisiana  that  the  term  "income 
tax"  includes  a  tax  upon  the  gross  receipts  of  a  corporation 
or  business. "^^     But  there  is  a  contrary  decision  in  Texas." 

9  Flint  v.  Stone  Tracy  Co.,  220  V.  S.  107,  31  Sup.  Ct.  342,  55  L.  Ed. 
389. 

10  Parker  v.  North  British  Ins.  Co.,  42  La.  Ann.  428,  7  South.  599. 

11  Galveston,  H.  &  S.  A.  Ey.  Co.  v.  Davidson  (Tex.  Civ.  App.)  93 
S.  W.  436. 
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Certainly  such  a  tax  is  not  a  general  income  tax,  being  re- 
stricted to  corporations  as  distinguished  from  individuals,  or 
even  to  certain  classes  of  corporations.  And  it  may  clearly 
be  regarded  in  the  light  of  an  excise  tax,  the  subject  of  tax- 
ation being  the  transaction  of  business  in  a  corporate  capac- 
ity, and  the  receipts  of  the  company  serving  only  to  measure 
the  tax.  Or  perhaps,  having  regard  to  the  use  of  this  form 
of  taxation  as  the  sole  means  of  assessing  corporations,  it 
may  be  considerd  as  in  reality  a  tax  on  their  property  hold- 
ings, rather  than  an  income  tax,  the  amount  being  measured 
not  so  much  by  the  market  value  of  the  property  as  by  its 
profitableness,  and  its  degree  of  profitableness  being  ascer- 
tained from  the  amount  of  the  gross  earnings. 

§  191.     Income  Tax  as  Direct  Tax 

In  general  usage,  and  according  to  the  terminology  of 
political  economy,  a  direct  tax  is  one  demanded  of  the  per- 
son who  is  expected  to  pay  it  and  bear  the  expense  of  it 
without  recoupment,  while  an  indirect  tax  is  demanded  from 
one  person  in  the  expectation  that  he  will  indemnify  him- 
self at  the  expense  of  others. "^^  When  the  question  of  the 
difference  between  direct  and  indirect  taxes  first  came  be- 
fore the  Supreme  Court  of  the  United  States,  in  connection 
with  the  constitutional  provision  that  "representatives  and 
direct  taxes  shall  be  apportioned  among  the  several  states," 
it  was  held  that  the  term  "direct,"  as  here  used,  was  to  be 
taken  in  a  narrower  sense  than  that  above  indicated;  and  it 
was  ruled  that  only  two  classes  of  taxes  could  be  considered 
as  coming  under  this  designation,  namely,  taxes  on  land  and 
capitation  taxes. ^'  But  these  decisions  have  been  overruled, 
and  it  is  now  held  that  income  taxes,  whether  levied  on  the 
issues  and  profits  of  real  estate  or  on  the  gains  and  interest 

12  Brewers'  Ass'n  v.  Attorney  General  [1897]  App.  Cas.  231;  Black, 
Constitutional  Law  (3d  edn.)  p.  209. 

13  Springer  v.  United  States,  102  U.  S.  586,  26  L.  Ed.  253;  Pacific 
Ins.  Co.  V.  Soule,  7  Wall.  433,  19  L.  Ed.  95 ;  Hylton  v.  United  States, 
3  Dall.  171,  1  L.  Ed.  556. 
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from  personal  property,  are  also  direct  taxes  within  the 
meaning  of  the  constitution.^*  The  celebrated  case  in  which 
this  decision  was  made  was  twice  before  the  Supreme  Court, 
and  in  the  course  of  the  opinion  filed  on  the  second  hearing 
it  was  said :  "Our  previous  decision  was  confined  to  the 
consideration  of  the  validity  of  the  tax  on  the  income  from 
real  estate,  and  on  the  income  from  municipal  bonds.  The 
question  thus  limited  was  whether  such  taxation  was  direct 
or  not  in  the  meaning  of  the  Constitution;  and  the  court 
went  no  further,  as  to  the  tax  on  the  income  from  real  es- 
tate, than  to  hold  that  it  fell  within  the  same  class  as  the 
source  whence  the  income  was  derived, — that  is,  that  a  tax 
upon  the  realty  and  a  tax  upon  the  receipts  therefrom  were 
alike  direct;  while,  as  to  the  income  from  municipal  bonds, 
that  could  not  be  taxed  because  of  want  of  power  to  tax 
the  source,  and  no  reference  was  made  to  the  nature  of  the 
tax,  as  being  direct  or  indirect.  We  are  now  permitted  to 
broaden  the  field  of  inquiry,  and  to  determine  to  which  of 
the  two  great  classes  a  tax  upon  a  person's  entire  income — 
whether  derived  from  rents  or  products,  or  otherwise,  of 
real  estate,  or  from  bonds,  stocks,  or  other  forms  of  per- 
sonal property — ^belongs,  and  we  are  unable  to  conclude  that 
the  enforced  subtraction  from  the  yield  of  all  the  owner's 
real  or  personal  property,  in  the  manner  prescribed,  is  so 
different  from  a  tax  upon  the  property  itself  that  it  is  not 
a  direct,  but  an  indirect,  tax  in  the  meaning  of  the  Constitu- 
tion." ^^  For  this  reason,  and  by  this  decision,  the  income 
tax  law  of  1894  was  pronounced  unconstitutional.  Since 
that  time  the  Sixteenth  Amendment  to  the  Constitution  has 
been  adopted.  But  that  amendment  does  not  purport  to  de- 
clare that  an  income  tax  shall  not  be  a  direct  tax.     It  only 

14  Pollock  V.  Farmers'  Loan  &  Trust  Co.,  157  U.  S.  429,  15  Sup.  Ct. 
673,  39  L.  Ed.  759.  And  see  Emery,  Bird,  Thayer  Realty  Co.  v. 
United  States,  198  Fqd.  242. 

15  Pollock  V.  Farmers'  Loan  &  Trust  Co.,  158  U.  S.  601,  15  Sup 
Ct.  912,  39  L.  Ed.  1108. 
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dispenses  with  the  necessity  of  apportionment  among  the 
several  states,  so  far  as  concerns  a  tax  on  incomes  from 
whatever  source  derived.  The  decision  of  the  Supreme 
Court  above  referred  to  has  never  been  overruled,  and  it 
remains  an  authoritative  declaration  that  a  tax  upon  incomes 
is  as  much  a  direct  tax  as  one  laid  upon  land  or  personal 
property. 
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§  192.     Provisions  of  United  States  Constitution 

As  originally  adopted  the  Constitution  of  the  United  States 
contained  the  following  provisions  with  reference  to  national 
taxation:  "Representatives  and  direct  taxes  shall  be  appor- 
tioned among  the  several  states  which  may  be  included  within 
this  Union,  according  to  their  respective  numbers"  (Art.  1,  § 
2.)  "The  Congress  shall  have  power  to  lay  and  collect  taxes, 
duties,  imposts,  and  excises,  to  pay  the  debts  and  provide  for 
the  common  defense  and  general  welfare  of  the  United  States ; 
but  all  duties,  imposts,  and  excises  shall  be  uniform  through- 
out the  United  States"  (Art.  1,  §  8.)  "No  capitation  or  other 
direct  tax  shall  be  laid  unless  in  proportion  to  the  census  or 
enumeration  herein  before  directed  to  be  taken."  (Art.  1,  § 
9.)  During  the  period  of  the  Civil  War  and  for  some  time 
thereafter,  that  is,  between  the  years  1861  and  1870,  succes- 
sive acts  of  Congress  imposed  general  taxation  upon  incomes 
derived  from  all  sources,  for  the  support  of  the  federal  gov- 
ernment, without  any  attempt  at  apportionment  among  the 
states.  But  it  was  held  by  the  courts  that  an  income  tax  is  not 
a  direct  tax  and  therefore  does  not  require  such  apportion- 
ment, while  the  question  of  the  "uniformity"  of  such  acts  un- 
der the  constitutional  provision  above  quoted  does  not  appear 
to  have  been  raised.  But  a  similar  statute  enacted  in  1894  was 
adjudged  unconstitutional,  in  so  far  as  it  applied  to  incomes 
derived  from  the  renting  of  real  property  or  from  the  invest- 
ment of  personal  property,  for  lack  of  apportionment,  the 
court  now  holding  it  to  be  a  direct  tax,  and  invalid  so  far  as 
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it  applied  to  income  derived  from  state  or  municipal  bonds,  on 
the  ground  that  Congress  had  no  rightful  power  to  tax  those 
subjects.^  In  so  deciding,  the  Supreme  Court  advanced  the 
suggestion  that  if  the  "ultimate  sovereignty"  desired  to  intrust 
to  Congress  a  general  power  to  tax  incomes,  it  could  be  done 
by  an  amendment  to  the  Constitution.  Thereafter  a  consti- 
tutional amendment  was  proposed  by  act  of  Congress,  sub- 
mitted to  the  legislatures  of  the  several  states,  ratified  by  the 
necessary  majority,  and  proclaimed  in  1913  as  the  Sixteenth 
Amendment.  It  is  as  follows :  "The  Congress  shall  have  pow- 
er to  lay  and  collect  taxes  on  incomes,  from  whatever  source 
derived,  without  apportionment  among  the  several  states,  and 
without  regard  to  any  census  or  enumeration." 

Is  this  amendment  a  grant  of  power  or  only  the  removal 
of  a  constitutional  restriction?  From  the  use  of  the  words 
"from  whatever  source  derived"  it  might  be  argued  that  it  was 
the  intention  to  bring  within  the  taxing  power  of  Congress 
certain  subjects  not  previously  included,  such  as  income  de- 
rived from  the  bonded  debt  of  states  or  municipalities  and  the 
salaries  of  state  officers.  But  this  would  appear  to  be  a 
strained  construction,  because  the  lack  of  authority  in  the  fed- 
eral government  to  tax  the  subjects  mentioned  does  not  arise 
from  any  explicit  provision  of  the  Constitution,  but  from  the 
relation  between  the  states  and  the  Union  and  the  necessity  of 
giving  to  each  an  entire  immunity  from  possibly  destructive 
taxation  on  the  part  of  the  other.  That  this  was  also  the  un- 
derstanding of  Congress  in  enacting  the  law  of  1913  is  shown 
by  the  fact  that  it  expressly  excludes  "interest  upon  the  obli- 
gations of  a  state  or  any  political  subdivision  thereof,"  and 
also  "the  compensation  of  all  officers  and  employees  of  a  state 
or  any  political  subdivision  thereof." 

On  the  other  hand,  the  decision  of  the  court  in  the  Pollock 
case  was  confined  to  the  question  of  the  constitutionality  of 
the  tax  in  so  far  as  it  bore  upon  income  derived  from  real  es- 
tate and  from  invested  personal  property.    It  was  not  decided 

1  Pollock  V.  Farmers'  Loan  c&  Trust  Co.,  158  V.  S.  601,  15  Sup.  Ct. 
912,  39  L.  Ed.  1108. 
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that  a  tax  upon  income  derived  from  business  operations  or 
from  the  practice  of  a  trade  or  profession  or  the  receipt  of  a 
salary  was  a  direct  tax,  and  this  was  explained  by  Mr.  Justice 
Harlan,  in  his  dissenting  opinion,  as  equivalent  to  a  declara- 
tion that  no  apportionment  among  the  states  would  be  necessary 
in  so  far  as  a  tax  upon  incomes  might  be  laid  upon  those  sub- 
jects alone.  It  never  was  doubted  that  Congress  possessed 
the  power  to  tax  incomes  in  so  far  as  it  could  be  done  without 
infringing  upon  the  rightful  sovereignty  of  the  states.  The 
only  question  was  as  to  the  necessity  of  apportionment.  On 
this  question,  the  Supreme  Court  ruled  that  a  tax  on  income 
derived  from  certain  specified  sources  would  require  appor- 
tionment, while  a  tax  on  income  derived  from  certain  other 
sources  would  not.  Now  the  Sixteenth  Amendment,  which 
was  prompted  by  the  decision  in  the  Pollock  case,  and  which 
need  not  have  been  proposed  and  adopted  if  it  had  not  been 
for  that  decision,  declares  that  there  shall  be  no  necessity  of 
apportionment  among  the  several  states,  nor  any  regard  to  the 
census  or  enumeration,  for  the  purposes  of  a  federal  tax  on 
incomes  "from  whatever  source  derived."  It  does  not,  there- 
fore, enlarge  the  power  of  taxation  previously  possessed  by 
Congress,  but  merely  repeals  certain  parts  of  the  existing  Con-  | 
stitution  which  imposed  a  limitation  upon  the  levying  of  one 
form  of  direct  taxation,  namely,  an  income  tax. 

§  193.     Provisions  of  State  Constitutions 

While  it  is  probable  that  an  express  grant  of  authority  in 
the  constitution  is  not  necessary  to  empower  the  legislature 
of  a  state  to  enact  a  general  system  of  income  taxation,^  yet 
the  imposition  of  an  income  tax  is  expressly  authorized  by 
the  constitutions  of  several  of  the  states.^  But  in  some  cases 
the  power  of  the  legislature  is  carefully  restricted  in  this 
regard,  especially  with  a  view  to  avoiding  double  taxation  or 
a  burdensome  accumulation  of  taxes,  as  in  North  Carolina, 


2  See  Glasgow  v.  Rowse,  43  Mo.  479. 

3  See,  for  instance,  Const.  Cal.,  art.  13,  §  11 ;   Const.  Tenn.,  art.  2, 
§  28 ;    Const.  Texas,  art.  8,  §  1 ;    Const.  Wis.,  art.  8,  §  1. 
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where  the  constitution  provides  that  "the  general  assembly 
may  tax  trades,  professions,  franchises,  and  incomes,  provided 
that  no  income  shall  be  taxed  when  the  property  from  which 
the  income  is  derived  is  taxed."  *  In  Wisconsin,  the  state 
which  now  possesses  the  most  complete  and  detailed  system 
of  income  taxation,  it  was  at  first  doubted  whether  the  orig- 
inal provision  of  the  constitution  was  sufficiently  broad  to 
permit  the  levying  of  this  kind  of  a  tax.  It  was  merely  ex- 
pressed as  follows:  "The  rule  of  taxation  shall  be  uniform, 
and  taxes  shall  be  levied  upon  such  property  as  the  legislature 
shall  prescribe."  This  had  been  held  as  not  expressly  forbid- 
ding excise  taxation,  and  therefore  as  admitting  of  a  collateral 
inheritance  tax,"  but  when  a  tax  on  incomes  was  proposed, 
the  legislature  (in  1905  and  1907)  passed  a  resolution  recom- 
mending an  amendment  to  the  section  of  the  constitution 
above  quoted  by  the  addition  of  the  following  words :  "Taxes 
may  also  be  imposed  on  incomes,  privileges,  and  occupations, 
which  taxes  may  be  graduated,  and  progressive  and  reason- 
able exemptions  may  be  provided."  This  change  was  rati- 
fied by  the  people  of  the  state  at  a  general  election  held  in 
1908,  and  three  years  later  (1911)  the  legislature  enacted  a  stat- 
ute laying  a  tax  upon  incomes  and  intended  eventually  to  su- 
persede all  forms  of  personal  property  taxation.^ 

§  194.     History  of  Income  Tax  Laws 

In  England,  the  first  income  tax  law  was  proposed  by  Pitt, 
and  was  enacted  by  act  of  Parliament,  January  9,  1799  ^  since 
which  time,  with  occasional  short  lapses,  income  taxation  has 
always  formed  a  chief  source  of  revenue  in  the  United  King- 
dom. But  the  acts  which  have  remained  in  force,  with  some 
modifications  and  minor  changes,  to  the  present  time,  and 
which  have  had  a  most  important  influence,  by  way  of  sug- 

*  Const.  N.  Car.,  art.  5,  §  3. 

B  Nunnemacher  v.  State,  129  Wis.  190,  108  N.  W.  627,  9  L.  E.  A. 
(N.  S.)  121. 

«  Const.  Wis.,  art.  8,  §  1.  And  see  State  v.  Frear,  148  Wis.  456, 
134  N.  W.  673,  26  Am.  &  Bng.  Ann.  Cas.  1147. 

'  Stat.  39  Geo.  Ill,  c.  13,  18  Stat,  at  L.,  p.  29. 
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gestion  and  precedent,  upon  the  frame-work  of  all  income  tax 
laws  in  the  United  States,  are  the  statutes  of  1842  and  1853.* 

In  America,  many  states  have  at  different  times  experi- 
mented with  taxes  of  this  kind,  enacting,  repealing,  and  some- 
times re-enacting  them,  but  few  have  continuously  availed 
themselves  of  this  source  of  revenue  until  comparatively  re- 
cent times.  Even  as  early  as  the  colonial  period  statutes  were 
here  and  there  in  force  which  did  practically  and  substantially 
tax  certain  classes  of  incomes,  though  not  by  that  name. 
Again,  in  the  years  between  1840  and  1850,  laws  of  this  char- 
acter were  sporadically  enacted,  as  also  in  the  following  dec- 
ade, when  income  tax  laws  were  put  in  force  in  Alabama, 
Louisiana,  and  Missouri  (among  others),  which  are  not  now 
in  force.  But  for  all  practical  purposes  the  interest  of  the 
student  of  law  and  economics  will  center  upon  two  foci, 
namely,  the  period  of  the  Civil  War  and  what  may  be  called 
the  period  of  present-day  activity  in  income  tax  legislation, 
the  latter  beginning  about  1894. 

The  first  attempt  of  Congress  to  levy  a  tax  of  this  kind  was 
made  in  1861,  when  it  was  sorely  pressed  with  the  burden  of 
providing  revenue  to  carry  on  the  pending  war.  This  act 
levied  a  tax  upon  practically  all  sources  and  kinds  of  income, 
but  at  varying  rates,  viz.,  three  per  cent  upon  incomes  gen- 
erally, one  and  one-half  per  cent  upon  interest  on  treasury 
notes  and  United  States  bonds,  and  five  per  cent  on  the  in- 
comes of  American  citizens  residing  abroad.  Annual  incomes 
below  $800  were  exempted.  The  tax  was  to  be  levied  and 
collected  for  only  one  year,  that  is,  on  the  income  of  1861,  and 
no  elaborate  system  for  its  collection  was  provided,  adminis- 
trative details  being  left  to  the  regulation  of  the  officers  of 
the  treasury  department.  In  the  following  year,  1862,  this  act 
was  re-enacted,  but  with  very  important  changes.  The  ex- 
emption was  now  fixed  at  $600,  and  the  tax  was  at  the  rate 
of  three  per  cent  on  incomes  between  that  minimum  and  the 
sum  of  $10,000,  and  five  per  cent  on  all  incomes  exceeding 
the  latter  amount,  as  also  upon  the  incomes  (irrespective  of 

8  Stat.  5  &  6  Vict,  c.  35 ;   Stat.  16  &  17  Vict.,  c.  34. 

Bl.Inc.Tax.(2dEd.)— 15  (225) 


§  194  INCOME  TAXATION  (Ch.  5 

amount)  of  American  citizens  living  abroad,  except  those  in 
the  service  of  the  government.  Salaries  of  persons  in  the  em- 
ploy of  the  United  States,  including  senators  and  representa- 
tives in  Congress,  were  exempted,  and  provision  was  also  made 
for  the  deduction  from  taxable  income  of  other  taxes  paid 
by  the  subject  and  also  dividends  received  from  corporations 
subject  to  tax.  The  statute  was  to  be  in  force  until  and  in- 
cluding the  year  1866  and  no  longer,  and  taxable  persons  were 
required  to  make  returns  of  their  income.  In  the  next  year 
(1863)  this  act  was  amended  by  permitting  the  taxpayer  to 
deduct  from  his  taxable  income  rent  paid  for  the  dwelling 
house  in  which  he  resided.  The  income  tax  law  of  1864,  as 
amended  in  1865,  materially  increased  the  burden  of  taxation, 
the  exemption  remaining  as  before,  but  the  duty  being  now 
fixed  at  five  per  cent  on  incomes  up  to  $5,000,  and  ten  per 
cent  on  the  excess  over  that  sum.  Several  new  features  were 
now  introduced,  as,  for  instance,  a  partial  attempt  at  "col- 
lection at  the  source"  by  taxing  dividends  declared  by  certain 
kinds  of  corporations  and  then  permitting  the  stockholder 
to  deduct  the  same  from  his  estimate  of  income,  and  a  like 
provision  as  to  persons  paid  by  the  government.  Now  for  the 
first  time  also  we  meet  the  provision  that  only  one  deduction 
of  $600  shall  be  allowed  from  the  aggregate  incomes  of  the 
members  of  a  family.  Salaries  paid  to  persons  in  the  em- 
ployment of  the  United  States,  including  the  members  of  Con- 
gress, were  now  subjected  to  the  tax,  as  also  premiums  on 
gold.  But  the  rental  value  of  a  homestead  owned  and  occu- 
pied by  the  taxpayer  was  not  to  be  included.  Special  provi- 
sions were  made  for  estimating  the  income  and  the  allowable 
deductions  of  farmers  and  stock-raisers.  The  life  of  the  act 
was  limited  to  the  year  1870.  It  was  amended  in  details  in 
1866  and  1867.  Again  in  1870  a  statute  was  passed,  to  be  in 
force  only  for  that  year  and  the  one  following,  which  im- 
posed a  flat  tax  of  two  and  one-half  per  cent  on  income  from 
all  sources.  These  sources  were  elaborately  defined  and  de- 
scribed, and  it  may  be  remarked  that  they  were  made  to  in- 
clude interest  accrued  within  the  year  but  unpaid,  if  coUect- 
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■ible,  a  stockholder's  proportionate  share  of  the  undivided 
profits  of  the  corporation,  interest  on  United  States  securi- 
ties and  premiums  on  gold,  the  salaries  of  federal  officers  in- 
cluding members  of  Congress,  and  profits  realized  within  the 
year  from  sales  of  real  estate  purchased  within  two  years 
previous.  The  exemptions  or  deductions  included  the  sum  of 
$2,000  of  income  and  also  pensions  under  the  laws  of  the 
United  States,  taxes  paid,  losses  sustained  and  bad  debts  writ- 
ten off  within  the  year,  "but  excluding  all  estimated  deprecia- 
tion of  values,"  interest  paid,  and  rent  and  the  expenses  of 
business.  Consuls  of  foreign  countries  were  exempted  from 
the  payment  of  the  tax,  so  far  as  concerned  their  official  emolu- 
ments and  income  from  their  property  in  foreign  countries, 
but  only  in  case  their  governments  reciprocated.  It  is  a  sig- 
nificant fact  that,  during  all  this  period,  there  was  no  attempt 
to  tax  coi;porations  as  such,  except  that  the  acts  of  1862,  1864, 
and  1870  laid  a  tax  on  the  dividends  declared,  and  interest 
paid,  by  banks,  trust  companies,  savings  institutions,  insur- 
ance companies,  and  railroads  and  other  transportation  com- 
panies. 

The  period  of  modern  activity  in  income  tax  legislation 
was  inaugurated  by  the  enactment  of  the  federal  income  tax 
act  of  1894.  This  statute  was  intended  to  expire  by  its  own 
limitation  in  1900,  but  in  the  year  following  its  passage  it 
was  adjudged  unconstitutional  and  therefore  was  not  en- 
forced. Allowing  an  exemption  of  $4,000,  it  imposed  a  tax 
of  two  per  cent  on  all  income  above  that  amount,  from  what- 
ever source  derived,  and  a  like  tax  upon  the  net  earnings 
of  all  corporations  doing  business  within  the  United  States 
(not  including  partnerships),  except  corporations  for  char- 
itable, religious,  or  educational  purposes,  fraternal  benefit  so- 
cieties, mutual  insurance  companies,  and  certain  kinds  of 
building  and  loan  associations  and  savings  banks.  It  made 
some  provision  for  collection  of  the  tax  at  the  source,  and 
covered  carefully  the  administrative  features  of  sUch  a  tax, 
in  regard  to  returns,  the  method  of  collection,  the  imposition 
,and  recovery  of  penalties,  and  conditions  upon  the  publicity 
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of  the  returns.  But  in  other  respects  it  did  not  differ  very 
materially  from  the  last  and  most  elaborate  of  the  earlier 
acts,  that  of  1870.  The  corporation  excise  tax  law  of  1909 
imposed  a  tax  of  one  per  cent  upon  the  entire  net  income  (over 
and  above  $5,000)  received  in  each  year  by  "every  corpora- 
tion, joint  stock  company  or  association  organized  for  profit 
and  having  a  capital  stock  represented  by  shares,  and  every 
insurance  company,"  whether  organized  under  state  or  terri- 
torial or  federal  laws,  or  organized  under  the  laws  of  a  for- 
eign country  and  engaged  in  business  in  any  state  and  terri- 
tory of  the  United  States.  In  its  main  features,  this  stat- 
ute very  closely  resembled  that  act  of  1894,  in  so  far  as  the 
latter  was  applicable  to  corporations.  But  the  tax  laid  by  the 
act  of  1909  was  specifically  denominated  a  "special  excise 
tax,"  and  was  declared  to  be  imposed  "'with  respect  to  the 
carrying  on  or  doing  business  by  such  corporation."  This  was 
in  reality  an  income  tax  very  thinly  disguised,  and  restricted 
to  corporations.  But  the  theoretical  distinction  between  a 
tax  on  income  and  a  tax  on  the  privilege  of  doing  business 
in  a  corporate  capacity,  as  measured  by  income,  afforded  suffi- 
cient ground  for  the  courts  to  hold  that  it  was  not  a  direct  tax 
and  therefore  not  in  conflict  with  the  constitution. °  Finally, 
as  concerns  the  activity  in  this  direction  of  the  United  States 
government,  the  tariff  act  of  1913  contained  a  section  im- 
posing a  tax  upon  the  incomes  of  both  individuals  and  cor- 
porations. This  statute  will  not  now  be  discussed  in  detail, 
as  its  provisions  will  form  a  principal  subject  for  considera- 
tion in  the  following  pages. 

The  act  of  1913,  it  should  be  remarked,  supersedes  and  re- 
peals the  corporation  excise  tax  law  of  1909.  But  in  order 
that  corporations  may  not  escape  taxation  for  any  part  of 
the  year  1913,  that  year  is  divided  into  two  portions,  as  to 
one  of  which  the  excise  tax  is  to  be  assessed  and  collected, 
and  as  to  the  other  the  income  tax.  The  act  provides  that 
"an  excise  tax  upon  the  doing  of  business,  equivalent  to  one 

9  Flint  V.  Stone  Tracy  Co.,  220  V.  S.  107,  31  Sup.  Ot.  342,  55  L. 
Ed.  389. 
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per  centum  upon  their  entire  net  income,  shall  be  levied,  as- 
sessed, and  collected  upon  corporations,  joint  stock  companies 
or  associations,  and  insurance  companies,  of  the  character 
described  in  section  38  of  the  act  of  August  5,  1909,  for  the 
period  from  January  first  to  February  twenty-eighth,  1913, 
both  dates  inclusive,  which  said  tax  shall  be  computed  upon 
one-sixth  of  the  entire  net  income  of  said  corporations,  joint 
stock  companies  or  associations,  and  insurance  companies,  for 
said  year."  And  the  provisions  of  the  act  of  1909,  "relative  to 
the  collection  of  the  tax  therein  imposed,  shall  remain  in  force 
for  the  collection  of  the  excise  tax  herein  provided."  As  to 
the  remainder  of  the  year,  the  imposition  of  the  income  tax 
upon  any  corporation  subject  to  its  terms  is  effected  by  a 
requirement  that  "said  tax  shall  be  imposed  upon  its  entire 
net  income  accruing  during  that  portion  of  said  year  (1913) 
from  March  first  to  December  thirty-first,  both  dates  inclu- 
sive, to  be  ascertained  by  taking  five-sixths  of  its  entire  net 
income  for  said  calendar  year."  But  for  the  year  1913  "it 
shall  not  be  necessary  to  make  more  than  one  return  and. 
assessment  for  all  the  taxes  imposed  herein  upon  said  cor- 
porations, joint  stock  companies  or  associations,  and  insurance 
companies,  either  by  way  of  income  or  excise,  which  returni 
and  assessment  shall  be  made  at  the  times  and  in  the  manner 
provided  in  this  act.  But  the  repeal  of  existing  laws  or  mod- 
ifications thereof  embraced  in  this  act  shall  not  affect  any 
act  done,  or  any  right  accruing  or  accrued,  or  any  suit  or  pro- 
ceeding had  or  commenced  in  any  civil  case  before  the  said 
repeal  or  modification ;  but  all  rights  and  liabilities  under  said 
laws  shall  continue  and  may  be  enforced  in  the  same  manner 
as  if  said  repeal  or  modifications  had  not  been  made.  Any 
offenses  committed  and  all  penalties  or  forfeitures  or  liabil- 
ities incurred  prior  to  the  passage  of  this  act  under  any  stat- 
ute embraced  in  or  changed,  modified,  or  repealed  by  this 
act  may  be  prosecuted  or  punished  in  the  same  manner  and 
with  the  same  effect  as  if  this  act  had  not  been  passed." 

As  regards  the  legislation  of  the  states  in  the  more  recent 
period,  it  may  be  mentioned  that  an  income  tax  law,  not  very 
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complete  or  detailed,  was  enacted  in  North  Carolina  in  1907, 
a  somewhat  similar  act  by  South  Carolina  in  1902,  an  act 
closely  resembling  that  of  North  Carolina  by  Oklahoma  in 
1907,  a  short  statute,  but  intended  to  include  all  kinds  of  in- 
come, by  Virginia  in  1903  and  amended  in  1908,  a  compre- 
hensive statute,  modeled  on  the  various  acts  of  Congress,  by 
the  territory  of  Hawaii  in  1901,  and  a  very  long  and  detailed 
income  tax  law  by  Wisconsin  in  1911.  In  addition  to  these, 
there  are  special  and  restricted  income  tax  provisions  in  force 
in  Massachusetts  and  Tennessee,  brought  down  from  earlier 
legislation  in  those  states  and  included  in  their  later  codes  or 
revisions. 

§  195.     Income  Tax  Laws  in  Force 

From  the  foregoing  historical  review  it  will  be  seen  that 
income  tax  laws  are  now  in  force  not  only  for  the  United 
States  generally,  by  the  legislation  of  Congress,  but  also  in 
and  for  the  following  states  and  territories :  Wisconsin,  Vir- 
ginia, North  Carolina,  South  Carolina,  Massachusetts,  Ten- 
nessee, Oklahoma,  and  Hawaii.  The  text  of  all  these  stat- 
utes, including  the  acts  of  Congress  passed  between  1861  and 
1870  and  the  act  of  1894  and  the  corporation  tax  law  of  1909, 
as  well  as  the  federal  income  tax  law  of,  1913,  will  be  found 
printed  in  full  in  the  appendix  to  this  volume. 

But  it  is  not  alone  in  America  that  taxation  of  incomes  has 
been  resorted  to  as  a  rich  source  of  governmental  revenue. 
On  the  contrary, — in  some  cases  only  from  recent  times, 
but  in  others  for  more  than  a  century — the  income  tax  has 
been,  and  is  still,  employed  in  England  and  several  of  her 
colonies,  in  Norway,  Sweden,  and  Denmark,  in  Prussia,  Aus- 
tria, and  Italy,  in  France,  and  in  fact  in  practically  all  the 
great  civilized  nations  of  the  world.  As  observed  by  the 
court  in  Wisconsin,  in  considering  the  validity  of  the  statute 
of  that  state:  "It  may  be  well  to  note  that  income  taxation 
is  no  new  and  untried  experiment  in  the  field  of  taxation. 
It  has  been  in  use  in  various  forms,  and  generally  with  the 
progressive  feature,  by  many  of  the  civilized  governments  of 
ihe  world  for  decades,  which  in  some  instances  run  into  cen- 
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turies.  It  has  been  used  at  various  times  by  nearly  or  quite 
twenty  of  our  own  states,  and  is  now  in  use  in  several  of  them. 
It  was  used  for  a  brief  period  by  the  government  of  the  United 
States,  and  is  now  in  successful  operation  in  practically  all  of 
the  great  nations  of  the  civilized  world,  except  the  United 
States."  ^°  As  to  the  last  sentence,  it  should  be  remembered 
that  this  was  written  in  1912,  and  the  exception  then  noted 
has  now  ceased  to  exist. 

§  196.     Departmental  Regulations 

All  the  federal  income  tax  statutes,  not  excepting  the  one 
now  in  force,  have  confided  to  the  administrative  officers  of  the 
government  a  large  measure  of  authority  and  discretion  in  the 
matter  of  prescribing  rules  and  regulations  for  the  assessment 
and  collection  of  the  tax,  particularly  to  the  Commissioner  of 
Internal  Revenue,  whose  bureau  is  specially  charged  with  the 
collection  of  this  tax,  as  of  all  other  internal  revenue  taxes.  In 
most  instances,  however,  his  regulations  must  have  the  approv- 
al of  the  Secretary  of  the  Treasury.  This  is  not  considered  as 
an  unlawful  delegation  to  these  officers  of  the  legislative  power 
of  Congress  itself,  and  no  objection  to  the  constitutional  valid- 
ity of  such  ia  grant  of  authority  has  been  successfully  main- 
tained.^^ But  of  course  it  is  not  within  the  lawful  power  of 
these  officers  to  go  a  step  beyond  the  limits  of  the  act  of  Con- 
gress under  which  their  authority  is  exercised.  They  could 
neither  bring  within  the  purview  of  the  law  or  of  their  regula- 
tions anything  not  definitely  within  the  words  of  the  act,  nor 
except  from  its  operation  anything  not  clearly  meant  to  be  ex- 
cluded, nor  add  to  the  burden  of  the  taxpayer  anything  which 
Congress  did  not  intend  to  impose  upon  him.  But  within  the 
limits  of  their  rightful  authority,  regulations  prescribed  by  the 
Commissioner  of  Internal  Revenue,  pursuant  to  statutory  au- 
thority, with  the  approval  of  the  Secretary  of  the  Treasury 
where  necessary,  in  respect  to  the  assessment  and  collection  of 
internal  revenue  taxes,  or  for  the  government  of  the  officers  of 

10  State  V.  Prear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Eng.  Ann. 
Cas.  1147. 

11  See,  infra,  §  214. 
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the  revenue  department,  have  all  the  force  and  effect  of  law, 
and  are  as  binding  as  if  incorporated  in  the  statute  law  of  the 
United  States ;  and  the  acts  of  the  Commissioner  are  presumed 
to  be  the  acts  of  the  Secretary."  But  the  construction  given 
to  an  act  of  Congress  imposing  internal  revenue  taxes  by  the 
Commissioner  of  Internal  Revenue,  though  officially  published, 
is  not  a  construction  of  so  much  dignity  that  a  re-enactment  of 
the  statute  subsequent  to  the  construction  is  to  be  regarded  as  a 
legislative  adoption  of  that  construction,  and  especially  when 
the  construction  would  make  a  proviso  to  the  act  repugnant  to 
the  body  of  the  act.^^ 

All  the  regulations  and  rulings  of  the  Treasury  department 
relative  to  the  federal  income  tax  act  of  1913,  up  to  the  date  of 
going  to  press,  are  printed  in  full  in  the  second  and  third  chap- 
ters of  this  book. 

§  197.     Economic  Aspects  of  Income  Taxation 

Although  we  are  here  concerned  rather  with  the  legal 
aspects  of  the  income  tax  laws  than  with  their  economic  justi- 
fication, it  may  be  well  to  add  what  has  been  said  on  this  sub- 
ject by  one  or  two  authorities.  As  to  this  method  of  raising 
revenue,  "the  fundaniental  idea  upon  which  its  champions 
rest  their  argument  in  its  favor  is  that  taxation  should  logi- 
cally be  imposed  according  to  ability  to  pay,  rather  than  upon, 
the  mere  possession  of  property,  which  for  various  reasons 
may  produce  no  revenue  to  the  owner.  It  is  argued  that 
there  should  be  as  nearly  as  practicable  equality  of  sacrifice 
among  the  various  taxpayers,  and  that  a  tax  levied  at  an  uni- 
form or  proportional  rate  can  rarely,  if  ever,  produce  equality 
of  sacrifice;  that  one  per  cent  of  a  small  income,  which  just 
suffices  to  support  its  owner,  is  a  far  larger  relative  contribu- 
tion to  the  public  treasury  than  one  per  cent  of  an  income  so 
large  that  it  cannot  be  exhausted  by  the  owner,  except  by 
means  of  lavish  and  extravagant  expenditures."  ^*     "In  theory 

12  Stegall  V.  Thurman,  175  Fed.  813 ;    In  re  Huttman,  70  Fed.  699. 

13  Dollar  Sav.  Bank  v.  United  States,  19  Wall.  227,  22  L.  Ed.  80. 
1*  State  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Eng.  Ann. 

Gas.  1147. 
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an  income  tax  is  an  ideal  one.  Much  property  is  necessarily 
carried  by  citizens  of  a  state  that  is  unproductive,  and  hence 
yields  but  little  income  out  of  which  taxes  may  be  paid; 
while,  on  the  other  hand,  if  the  state  only  demands  a  part  of 
the  income  actually  earned,  it  works  no  hardship  on  its  citi- 
zens. If  each  man  paid  taxes  according  to  his  income,  those 
who  have  most  would  pay  most,  and  those  who  have  least 
would  pay  least."  ^^ 

16  Report  of  Minnesota  State  Tax  Commission,  1910. 
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CHAPTER  VI 

CONSTITUTIONAL  VALIDITY  OF  INCOME  TAX  LAWS 

§  198.  Requirement  of  Due  Process  of  Law. 

199.  Requirement  of  Equality  and  Uniformity. 

200.  Equal  Protection  of  the  Laws. 

201.  Discrimination    Between    Corporations,    Partnerships,    and 

Individuals. 

202.  Discrimination  Between  Residents  and  Non-Residents. 

203.  Federal  Taxation  of  Corporations  Created  by  States. 

204.  Taxation  of  Income  from  Non-Taxable  Property. 

205.  Taxing  Salaries  of  Federal  and  State  Officers. 

206.  Exemption  of  Incomes  'Below  a  Fixed  Sum. 

207.  Exemption  of  Classes  of  Individuals  or  Corporations. 

208.  Allowance  of  Deduction  for  Other  Taxes  Paid. 

209.  Double  Taxation. 

210.  Taxing  Aggregate  Income  of  Family. 

211.  Validity  of  Graduated  or  Progressive  Tax. 

212.  Retrospective  Operation  of  Statute. 

213.  Objections  as  to  Title,  Purpose,  and  Mode  of  Enactment  of 

Statute. 

214.  Objections  to  Administrative  Provisions  of  Act. 

215.  Apportionment  of  Federal  Income  Tax. 

216.  Constitutional'  Objections  to  Penalties  Imposed. 

§  198.     Requirement  of  Due  Process  of  Law 

As  applied  to  the  levy,  assessment,  and  collection  of  taxes, 
the  constitutional  requirement  of  due  process  of  law  does  not 
mean  that  either  the  validity  of  the  tax  or  the  liability  of  the 
particular  person  or  property  should  be  adjudicated  by  a 
court  of  justice.  Nor  does  it  mean  that  personal  notice  should 
be  given  to  the  taxpayer  of  each  or  any  step  in  the  proceed- 
ings. It  is  enough  if  he  is  informed  of  the  amount  for  which 
he  is  to  be  charged,  and  is  afforded  an  opportunity  to  contest 
the  legality  of  the  tax,  the  question  of  his  liability  to  it,  or 
the  amount  of  his  assessment,  before  some  board  or  tribunal 
empowered  to  give  him  all  the  relief  which  justice  may  de- 
mand, though  it  be  a  board  of  administrative  officers  in  the 
first   instance,  with  a  final  appeal  to   the  courts.^     As  this 

1  Black,  Const.  Law  (3d  edn.)  p.  580. 
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method  of  procedure  has  commonly  been  prescribed  by  the 
income  tax  laws,  their  constitutional  validity  has  been  upheld 
as  against  the  contention  that  they  deprived  the  citizen  of  his 
property  without  due  process  of  law.^  In  one  of  the  cases 
dealing  with  this  question  it  was  said:  "The  claim  that  the 
act  deprives  the  plaintiff  of  his  property  without  due  process 
of  law,  and  denies  him  the  equal  protection  of  the  laws,  raises 
questions  under  the  federal  constitution,  upon  which  the  de- 
cisions of  the  Supreme  Court  of  the  United  States  are  au- 
thoritative and  controlling.  In  solving  these  questions  we 
must  therefore  be  guided  by  the  decisions  of  that  court.  In 
the  Kentucky  Railroad  Tax  Cases,  115  U.  S.  321,  6  Sup.  Ct. 
57,  29  L.  Ed.  414,  the  court  considered  a  statute  of  the  state 
of  Kentucky,  which  involved  both  these  constitutional  guar- 
anties. Upon  the  question  of  what  is  due  process  of  law,  in 
the  matter  of  levying  and  collecting  taxes,  the  court,  by  Mr. 
Justice  Matthews,  said:  'It  has  been  repeatedly  decided  by 
this  court  that  the  proceedings  to  raise  the  public  revenue  by 
levying  and  collecting  taxes  are  not  necessarily  judicial,  and 
that  due  process  of  law,  as  applied  to  that  subject,  does  not 
imply  or  require  the  right  to  such  notice  and  hearing  as  are 
conside^red  to  be  essential  to  the  validity  of  the  proceedings 
and  judgments  of  judicial  tribunals.  Notice  by  statute  is  gen- 
erally the  only  notice  given,  and  that  has  been  held  sufficient. 
"In  judging  what  is  due  process  of  law,''  said  Mr.  Justice 
Bradley  in  Davidson  v.  New  Orleans,  96  U.  S.  97,  24  L.  Ed. 
616,  "respect  must  be  had  to  the  cause  and  object  of  the 
taking,  whether  under  the  taxing  power,  the  power  of  eminent 
domain,  or  the  power  of  assessment  for  local  improvements,  or 
none  of  these;  and  if  found  to  be  suitable  or  admissible  in 
the  special  case,  it  will  be  adjudged  to  be  due  process  of  law, 
but  if  found  to  be  arbitrary,  oppressive,  and  unjust,  it  may  be 
declared  to  be  not  due  process  of  law."  In  its  application  to 
proceedings  for  the  levy  and  collection  of  taxes,  it  was  said 

2  Flint  V.  stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  L.  Ed. 
389 ;  Alderman  v.  Wells,  85  S.  0.  507,  67  S.  E.  781,  21  Am.  &  Eng. 
Ann.  Cas.  193,  27  L.  R.  A.  (N.  S.)  864. 
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in  McMillen  v.  Anderson,  95  U.  S.  37,  42,  24  L.  Ed.  335, 
that  it  "is  not,  and  never  has  been,  considered  necessary  to 
the  validity  of  a  tax  that  the  party  charged  should  have  been 
present,  or  had  an  opportunity  to  be  present,  in  some  tribunal, 
when  he  was  assessed."  This  language,  it  is  true,  was  used 
in  the  decision  of  a  case  in  reference  to  a  license  tax,  where 
all  the  circumstances  of  its  assessment  were  declared  by  stat- 
ute, and  nothing  was  intrusted  to  the  discretion  of  public  offi- 
cers ;  but  in  the  State  Railroad  Tax  Cases,  92  U.  S.  575,  610, 
23  L.  Ed.  663,  where  the  ascertainment  of  the  taxable  value 
of  railroads  was  the  duty  of  a  board,  as  in  the  present  case, 
whose  assessment  was  challenged  for  the  reason  that  the  pro- 
ceedings were  not  due  process  of  law,  and  for  want  of  notice 
and  a  hearing,  it  was  said  by  Mr.  Justice  Miller,  delivering 
the  opinion  of  the  court:  "This  board  has  its  time  of  sitting 
fixed  by  law.  Its  sessions  are  not  secret.  No  obstruction 
exists  to  the  appearance  of  any  one  before  it  to  assert  a  right 
or  redress  a  wrong,  and,  in  the  business  of  assessing  taxes, 
this  is  all  that  can  be  reasonably  asked." '  "  * 

§  199.     Requirement  of  Equality  and  Uniformity 

"Property,"  as  the  term  is  used  in  reference  to  taxation, 
means  the  corpus  of  an  estate  or  investment,  as  distinguished 
from  the  annual  gain  or  revenue  from  it.  Hence  a  man's  in- 
come is  not  "property''  within  the  meaning  of  a  constitu- 
tional requirement  that  taxes  shall  be  laid  equally  and  uni- 
formly upon  all  property  within  the  state.*  For  this  rea- 
son, no  valid  objection  to  an  income  tax  on  constitutional 
grounds  can  be  based  on  the  fact  that  it  may  exempt  certain 
classes  of  persons  or  corporations  while  taxing  others,  or 
that  it  may  be  graduated  or  progressive,  bearing  with  in- 
creasing severity  upon  the  citizen  in  proportion  as  his  in- 
come increases.  Whatever  force  such  objections  might  pos- 
sess as  applied  to  a  general  property  tax,  a  tax  on  incomes 

3  Alderman  v.  Wells,  85  S.  C.  507,  67  S.  E.  781,  21  Am.  &  Eng. 
Ann.  Cas.  193,  27  L.  R.  A.  (N.  S.)  864,  citing  also  Cass  Farm  Co.  v. 
Detroit,  181  U.  S.  396,  21  Sup.  Ct.  644,  45  L.  Ed.  914. 

*  Waring  v.  Savannah,  60  Ga.  93 ;   Glasgow  v.  Bowse,  43  Mo.  479. 
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is  not  included  in  the  constitutional  requirement.''  And 
where  the  provision  of  the  constitution  is  broader, — as,  that 
"taxation  shall  be  equal  and  uniform," — still  it  is  said,  in 
relation  to  income  taxes,  that  this  requirement  is  satisfied 
by  such  regulations  as  will  secure  an  equal  rate  and  just 
valuation,  without  reference  to  the  method  of  valuation, 
and  in  order  to  be  uniform  a  tax  need  not  be  imposed  and 
assessed  upon  all  property  by  the  same  agency  or  officers." 
So,  as  regards  the  provision  of  the  federal  constitution  that 
taxes  imposed  by  act  of  Congress  shall  be  "uniform  through- 
out the  United  States,"  it  is  said  that  the  uniformity  here 
required  is  a  geographical  uniformity,  which  does  not  re-  | 
quire  the  equal  application  of  the  tax  to  all  persons  or  cor- 
porations who  may  come  within  its  operation,  and  hence 
taxing  a  business  when  carried  on  by  a  corporation,  and  ex- 
empting a  similar  business  when  carried  on  by  a  partner- 
ship or  by  a  private  individual,  as  was  done  by  the  corpora- 
tion excise  tax  law  of  1909,  does  not  invalidate  the  tax." 

§  200.     Equal  Protection  of  the  Laws 

Income  tax  laws  have  commonly  contained  provisions 
classifying  the  subjects  of  taxation,  discriminating  between 
individuals  and  corporations,  or  between  residents  and  non- 
residents, exempting  certain  classes  of  companies  or  those 
engaged  in  certain  pursuits,  allowing  deduction  of  some 
items  and  not  of  others,  and  altogether  releasing  from  taxa- 

5  Alderman  v.  Wells,  85  S.  C.  507,  67  S.  E.  781,  21  Am.  &  Eng. 
Ann.  Cas.  193,  27  L.  R.  A.  (N.  S.)  864. 

e  Commonwealth  v.  Brown,  91  Va.  762,  21  S.  E.  357,  28  L.  R.  A. 
110. 

7  Flint  V.  Stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  L. 
Ed.  389.  And  see  Edye  v.  Robertson,  112  U.  S.  580,  5  Sup.  Ct.  247,  28 
L.  Ed.  798;  Michigan  Cent.  R.  Co.  v.  Slack,  22  Int.  Rev.  Rec.  337, 
Fed.  Cas.  No.  9,527a.  "The  uniform  rule  to  be  observed  in  the 
exercise  of  the  taxing  power  seems  to  be  so  far  applicable  to  the 
taxes  imposed  on  trades,  professions,  franchises,  and  incomes  as  to 
require  that  no  discriminating  tax  be  imposed  on  persons  pursuing 
the  same  vocation,  while  varying  amounts  may  be  assessed  upon 
vocations  or  employments  of  different  kinds."  Worth  v.  Wilmington 
&  W.  R.  Co.,  89  N.  C.  291,  45  Am.  Rep.  679. 
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tion  incomes  below  a  certain  minimum  and  imposing  a 
gradually  increasing  burden  upon  incomes  above  that  sum. 
On  account  of  these  features  they  have  always  been  urgent- 
ly assailed  as  denying  the  "equal  protection  of  the  laws.'' 
But  without  avail.  This  provision,  it  is  held,  does  not  pre- 
vent such  reasonable  classifications  and  distinctions  as  those 
mentioned.  Thus,  in  a  decision  sustaining  the  income  tax 
law  of  the  territory  of  Hawaii,  it  was  said  that  the  clause 
in  the  Fourteenth  Amendment  to  which  reference  is  made 
does  not  require  taxes  to  be  levied  by  a  uniform  method  and 
at  the  same  rate  upon  every  class  of  property,  but  the  man- 
ner of  taxation  with  respect  to  each  class  is  left,  to  the  legisla- 
tive discretion.^  Again:  "The  provision  in  the  Fourteenth 
Amendment  that  no  state  shall  deny  to  any  person  within 
its  jurisdiction  the  equal  protection  of  the  laws  was  not  in- 
tended to  prevent  a  state  from  adjusting  its  system  of  taxa- 
tion in  all  proper  and  reasonable  ways.  It  may,  if  it  chooses, 
exempt  certain  classes  of  property  from  any  taxation  at  all, 
such  as  churches,  libraries,  and  the  property  of  charitable 
institutions.  It  may  impose  different  specific  taxes  upon 
different  trades  and  professions,  and  may  vary  the  rates  of 
excise  upon  various  products ;  it  may  tax  real  estate  and  per- 
sonal property  in  a  different  manner;  it  may  tax  visible 
property  only  and  not  tax  securities  for  payment  of  money; 
it  may  allow  deductions  for  indebtedness  or  not  allow  them. 
All  such  regulations  and  those  of  like  character,  so  long  as 
they  proceed  within  reasonable  limits  and  general  usage,  are 
within  the  discretion  of  the  state  legislature,  or  the  people 
of  the  state  in  framing  their  constitution.  But  clear  and  hos- 
tile discriminations  against  particular  persons  and  classes, 
especially  such  as  are  of  an  unusual  character,  unknown  to 
the  practice  of  our  government,  might  be  obnoxious  to  the 
constitutional  prohibition.  It  would,  however,  be  imprac- 
ticable and  unwise  to  attempt  to  lay  down  any  general  rule 
or  definition  on  the  subject  that  would  include  all  cases. 
They  must  be  decided  as  they  arise.     We  think  that  we  are 

8  Peacock  v.  Pratt,  121  Fed.  722,  58  C.  C.  A.  48. 
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safe  in  saying  that  the  Fourteenth  Amendment  was  not  in- 
tended to  compel  the  states  to  adopt  an  iron  rule  of  equal 
taxation.  If  that  were  its  proper  construction,  it  would 
not  only  supersede  all  those  constitutional  provisions  and 
laws  of  some  of  the  states  whose  object  is  to  secure  equality 
of  taxation,  and  which  are  usually  accompanied  with  qualifi- 
cations deemed  material,  but  it  would  render  nugatory  those 
discriminations  which  the  best  interests  of  society  require, 
which  are  necessary  for  the  encouragement  of  needed  and 
useful  industries,  and  the  discouragement  of  intemperance 
and  vice,  and  which  every  state,  in  one  form  or  another, 
deems  it  expedient  to  adopt."  *  And  again,  "there  is  no 
general  supervision  on  the  part  of  the  nation  over  state  tax- 
ation, and  in  respect  to  the  latter  the  state  has,  speaking 
generally,  the  freedom  of  a  sovereign  both  as  to  the  objects 
and  methods.  It  was  well  said  in  the  opinion  of  the  circuit 
court  in  this  case  that  there  can  at  this  time  be  no  question, 
after  the  frequent  and  uniform  expressions  of  the  federal 
Supreme  Court,  that  it  was  not  designed  by  the  Fourteenth 
Amendment  to  the  constitution  to  prevent  a  state  from 
changing  its  system  of  taxation  in  all  proper  and  reasonable 
ways,  nor  to  compel  the  states  to  adopt  an  ironclad  rule  of 
equality,  to  prevent  the  classification  of  property  for  purposes 
of  taxation,  or  the  imposition  of  different  rates  upon  differ- 
ent classes.  It  is  enough  that  there  is  no  discrimination  in 
favor  of  one  as  against  another  of  the  same  class,  and  the 
method  for  the  assessment  and  collection  of  the  tax  is  not 
inconsistent  with  natural  justice."  ^^  Particularly  with  ref- 
erence to  the  progressive  or  graduated  features  of  a  tax  law 
(though  the  statute  in  question  was  an  inheritance  tax  law 
and  not  an  income  tax  law)  the  Supreme  Court  of  the  United 
States,  sustaining  the  validity  of  the  law,  said :  "What  satis- 
fies this  equality  has  not  been,  and  probably  never  can  be. 


»  Bell's  Gap  R.  R.  Co.  v.  Pennsylvania,  134  U.  S.  232,  10  Sup.  Ct. 
533,  33  L.  Ed.  892. 

10  Michigan  Cent.  R.  Co.  v.  Powers,  201  U.  S.  245,  26  Sup.  Ct.  459, 
50  L.  Ed.  744. 
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precisely  defined.  Generally  it  has  been  said  that  it  only  re- 
quires the  same  means  and  methods  to  be  applied  impar- 
tially to  all  the  constituents  of  each  class,  so  that  the  law 
shall  operate  equally  and  uniformly  upon  all  persons  in  simi- 
lar circumstances."  ^^  And  the  court  in  South  Carolina  re- 
marks :  "The  right  of  the  legislature  of  the  state  to  make 
reasonable  classifications  of  persons  and  property  for  public 
purposes  has  been  so  often  affirmed  by  the  courts  that  it  can 
no  longer  be  questioned.  If  the  classification  is  not  ar- 
bitrary,— that  is,  if  it  bears  reasonable  relation  to  the  pur- 
poses to  be  efifected, — and  if  the  constituents  of  each  class 
are  all  treated  alike,  under  similar  circumstances  and  condi- 
tions, the  rule  of  equality  is  satisfied."  ^^  So  the  Supreme 
Court  of  Wisconsin  declares :  "The  sum  and  substance  of 
it  is  that  the  Fourteenth  Amendment  never  was  intended  to 
lay  upon  the  states  an  unbending  rule  of  equal  taxation. 
The  states  may  make  exemptions,  levy  different  rates  upon 
different  classes,  tax  such  property  as  they  choose,  and 
make  such  deductions  as  they  choose,  and  so  long  as  they 
obey  their  own  constitutions  and  proceed  within  reasonable 
limits  and  general  usage,  there  is  no  power  to  say  them 
nay."  " 

The  same  principles  apply  to  the  validity  of  any  income 
tax  law  enacted  by  Congress.  Although  the  provision 
against  laws  denying  the  equal  protection  of  the  law  applies 
only  to  the  legislation  of  the  states,  it  is  probable  that  other 
clauses  of  the  Constitution  could  be  found  which  would 
stand  in  the  way  of  any  act  of  Congress  containing  arbi- 

11  Magoun  v.  Illinois  Trust  &  Savings  Bank,  170  TJ.  S.  283,  18  Sup. 
Ct.  594,  42  L.  Ed.  1037. 

12  Alderman  v.  Wells,  85  S.  C.  507,  67  S.  E.  781,  21  Am.  &  Eug. 
Ann.  Cas.  193,  27  L.  R.  A.  (N.  S.)  864.  So,  in  Pennsylvania,  it  is 
held  that  a  municipal  ordinance  which  classifies  merchants  into 
wholesale  dealers  and  retail  dealers  for  the  purposes  of  a  license 
tax,  and  imposes  different  rates  of  taxation  on  the  different  classes, 
is  not  unconstitutional.  Commonwealth  v.  Clark,  195  Pa.  St.  634,  46 
Atl.  286,  57  L.  R.  A.  348,  86  Am.  St.  Rep.  694. 

13  State  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Eng. 
Ann.  Cas.  1147. 
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trary,  invidious,  or  unreasonable  discriminations  against  in- 
dividuals or  classes.  But  within  reasonable  limits,  "we  must 
not  forget  that  the  right  to  select  the  measure  and  objects  of 
taxation  devolves  upon  the  Congress,  and  not  upon  the 
courts,  and  such  selections  are  valid  unless  constitutional 
limitations  are  overstepped.  It  is  no  part  of  the  function  of 
a  court  to  inquire  into  the  reasonableness  of  the  excise,  ei- 
ther as  respects  the  amount  or  the  property  upon  which  it 
is  imposed."  ^* 

§  201.     Discrimination    Between    Corporations,    Partner- 
ships, and  Individuals 

The  substantial  difference  between  the  rights,  privileges, 
duties,  and  business  methods  of  corporations  and  those  of  in- 
dividuals engaged  in  business  has  been  thought  to  afford  a 
reasonable  basis  for  placing  them  in  different  classes,  for  the 
purposes  of  taxation.  Hence  an  income  tax  law  cannot  be 
adjudged  invalid,  as  making  unjust  or  illegal  discriminations, 
because  it  imposes  a  different  rate  of  taxation  upon  the  income 
of  corporations  from  that  imposed  on  the  income  of  individu- 
als, or  because  it  exempts  the  income  of  the  individual  be- 
low a  certain  sum,  but  does  not  grant  a  similar  exemption  to 
corporations. ^°  As  to  the  latter  point,  in  particular,  the 
theory  is  that  an  exemption  of  a  minimum  income  is  granted 
to  the  individual  in  lieu  of  a  dedu(;tion  for  personal  and 
family  expenses,  and  that  no  rule  of  justice  requires  a  similar 
allowance  to  corporations,  which  have  no  such  expenses,  a  de- 
duction of  other  necessary  expenses  being  granted  in  both 
cases.^'  For  similar  reasons,  there  is  a  sufficient  ground  for 
classification  between  individuals  and  partnerships  in  the  im- 
position of  an  income  tax.  And  the  Wisconsin  statute  was 
sustained  by  the  Supreme  Court  of  that  state,  against  the  con- 


1*  Flint  V.  Stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  L. 
Ed.  389. 

15  State  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Bng. 
Ann.  Gas.  1147 ;  Flint  v.  Stone  Tracy  Co.,  220  TJ.  S.  107,  31  Sup.  Ct. 
342,  55  L.  Ed.  389 ;    Robertson  v.  Pratt,  13  Hawaii,  590. 

i«  Robertson  v.  Pratt,  13  Hawaii,  590. 
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tention  that  it  made  an  unjust  discrimination  in  allowing  ex- 
emptions to  individuals  which  were  denied  to  partnerships.  It 
was  said:  "A  partnership  ordinarily  has  certain  distinct  and 
well-known  advantages  in  the  transaction  of  business  over  the 
individual,  arising  from  the  fact  that  it  allows  a  combination 
of  capital,  brains,  and  industry,  and  thus  makes  it  possible  to 
accomplish  many  things  which  an  individual  in  the  same  busi- 
ness cannot  accomplish.  Further  than  this,  however,  there  is 
another  consideration.  If  the  partner  have  individual  income 
from  other  sources  than  the  partnership  business  (as  many 
do),  his  exemptions  will  be  allowed  to  him  out  of  the  individual 
income,  and  thus,  if  he  were  also  allowed  exemptions  from  the 
partnership  income,  he  would  be  allowed  double  exemptions. 
Altogether  there  seems  to  be  ample  reason  for  the  classifica- 
tion." " 

§  202.  Discrimination  Between  Residents  and  Non-Resi- 
dents 
Very  serious  objections  have  been  urged  against  the  various 
income  tax  laws,  on  account  of  the  discriminations  which  they 
have  ordinarily  made  as  between  residents  and  non-residents 
or  citizens  and  aliens.  It  has  been  adjudged  that  the  legis- 
lature may  put  foreign  insurance  companies  in  a  class  by 
themselves,  and  tax  them  at  the  rate  of  one  per  cent  on  their 
gross  incomes,  while  other  persons  and  corporations  are  taxed 
two  per  cent  on  their  net  incomes  and  one  per  cent  on  their 
property.'^'  But  has  a  state  any  lawful  power  to  tax  the  in- 
come, or  any  part  of  the  income,  of  a  non-resident,  or  the 
United  States  to  tax  the  income  of  a  person  residing  abroad, 
whether  a  citizen  or  an  alien?  If  so,  is  it  an  unlawful  dis- 
crimination to  grant  exemptions  to  residents  and  deny  them  to 
non-residents?  Or  to  tax  the  entire  income  of  the  resident 
citizen,  and  to  tax  only  so  much  of  the  income  of  the  non- 
resident as  is  derived  from  sources  within  the  state?  And  in 
the  latter  case,  how  is  the  validity  of  the  law  affected  by  the 

17  State  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Eng.  Ann. 
Cas.  1147. 

18  Robeitson  v.  Pratt,  13  Hawaii,  590. 
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fact  that  part  of  the  non-resident's  taxed  income  may  be  de- 
rived from  business  or  operations  in  the  nature  of  interstate 
commerce?  Further,  is  it  essential  to  the  validity  of  the  stat- 
ute that  its  administrative  features,  in  regard  to  the  assess- 
ment and  collection  of  the  tax,  should  be  the  same  in  the  case 
of  residents  and  non-residents? 

It  cannot  be  said  that  these  questions  have,  as  yet,  been  au- 
thoritatively settled  by  the  courts.  They  were  strongly  urged 
upon  the  Supreme  Court  of  Wisconsin  in  the  case  which  test- 
ed and  sustained  the  constitutionality  of  the  income  tax  law  of 
that  state.  But  as  they  were  not  necessarily  implicated  in  the 
case,  and  as  the  court  held  that,  even  conceding  the  invalidity 
of  the  particular  features  of  the  law  which  were  objected  to, 
that  would  not  be  sufficient  ground  for  pronouncing  it  uncon- 
stitutional as  a  whole,  no  positive  decision  was  rendered.^" 
But  the  opinion  of  the  court  contains  so  full  a  statement  of 
the  questions  referred  to,  and  of  the  considerations  which 
might  affect  their  decision,  as  to  require  quotation  at  some 
length.  Among  other  things,  it  was  said :  "It  is  argued  that 
the  provisions  ■  which  deny  to  non-residents  the  exemptions 
which  are  allowed  to  residents,  and  which  allow  the  board  of 
review  to  increase  the  assessment  of  a  non-resident  without 
notice,  while  requiring  notice  to  be  given  to  a  resident,  violate 
section  2  of  article  4  of  the  federal  Constitution,  which  pro- 
vides that  'the  citizens  of  each  state  shall  be  entitled  to  all 
privileges  and  immunities  of  citizens  in  the  several  states.' 
The  question  of  the  validity  of  the  provision  allowing  exemp- 
tions to  residents  of  the  state  and  denying  them  to  non-resi- 
dents is  raised,  and  receives  some  attention  in  the  briefs,  but 
was  not  mentioned  in  the  oral  arguments.  We  regard  it  as  a 
question  involved  in  considerable  doubt,  and  one  not  neces- 
sary to  be  passed  upon  now.  It  cannot  be  imagined  for  a 
moment  that  the  legislature  would  have  failed  to  pass  the  act 
had  it  not  contained  this  provision,  and  we  prefer  to  wait  un- 
til the  question  is  presented  in  a  concrete  case,  at  which  time 

19  State  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Eng.  Ann. 
Cas.  1147. 
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there  will  be  opportunity  to  fully  consider  it  after  compre- 
hensive briefs  and  arguments.  It  seems  that  the  Supreme 
Court  of  the  United  States  decided,  in  Ward  v.  Maryland,  12 
Wall.  418,  20  L.  Ed.  449,  that  one  of  the  privileges  and  im- 
munities protected  by  the  section  quoted  is  the  right  to  be  ex- 
empt from  any  higher  taxes  or  excises  than  are  imposed  by 
the  state  upon  its  own  citizens.  Other  decisions  reHed  on 
upon  the  same  side  are  In  re  Stanford's  Estate,  126  Cal.  112, 
54  Pac.  259,  45  L.  R.  A.  788,  and  Sprague  v.  Fletcher,  69  Vt. 
69,  37  Atl.  239,  37  L.  R.  A.  840,  and  the  cases  cited  in  the 
latter  case.  On  the  other  side  reliance  is  placed  on  the  analogy 
of  the  laws  providing  for  exemptions  from  execution  seizure, 
which  confine  their  benefits  to  residents,  and  upon  Travelers' 
Insurance  Co.  v.  Connecticut,  185  U.  S.  364,  22  Sup.  Ct.  673, 
46  L.  Ed.  949." 

Again,  in  the  same  opinion,  referring  to  certain  sections  of 
the  income  tax  law,  it  was  said :  "The  first  of  these  sections 
provides,  in  substance,  that  a  resident  shall  be  taxed  upon  all 
of  his  income  arising  from  rentals,  stocks,  bonds,  securities,  or 
evidences  of  debt,  whether  the  same  be  derived  from  sources 
within  or  without  the  state,  but  that  the  non-resident  shall  only 
be  taxed  upon  income  derived  from  sources  within  the  state  or 
within  its  jurisdiction,  but  that  any  person  doing  business  both 
within  and  without  the  state  shall,  as  respects  that  part  of  his 
income  not  derived  from  rentals,  stock,  bonds,  and  securities, 
be  taxed  only  on  that  proportion  thereof  which  is  derived  from 
business  transacted  and  property  located  within  the  state,  to 
be  determined  in  the  manner  specified  in  subdivision  'e'  of  sec- 
tion 1770b,  of  the  Statutes,  as  far  as  applicable.  The  gen- 
eral purpose  of  the  section  is  quite  evident,  namely,  to  tax  a 
resident  upon  his  whole  income,  and  a  non-resident  only  upon 
his  income  plainly  derived  from  sources  within  the  territorial 
jurisdiction  of  the  state,  and  to  provide  that,  where  either  per- 
son is  engaged  in  a  business  interstate  in  its  character,  he  shall 
only  be  taxed  on  that  portion  of  the  income  derived  from  busi- 
ness transacted  and  property  located  within  the  state,  according 
to  the  rule  prescribed  in  section  1770b  for  determining  that 
(2U) 
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proportion  of  capital  stock  of  a  foreign  corporation  doing 
business  in  this  state,  which  must  be  reported  to  the  Secretary 
of  State.  The  rule  so  imported  into  the  statute  is  an  arbitrary 
rule,  and  need  not  be  stated  at  length  in  the  view  we  how  take 
of  our  duty  with  regard  to  this  contention.  Two  fundamental 
objections  are  made  to  this  section:  First,  that  the  state  can- 
not tax  the  incomes  of  non-residents,  no  matter  from  what 
source  derived ;  and  second,  that  the  attempt  to  tax  a  part  of 
the  profits  derived  from  an  interstate  business,  under  the  rule 
adopted,  must  necessarily  result  in  a  taxation  of  the  receipts  of 
interstate  commerce,  and  hence  a  regulation  thereof,  which  is 
in  violation  of  that  clause  of  the  federal  Constitution  which 
gives  to  Congress  the  power  to  regulate  commerce  between  the 
states.  We  shall  decide  neither  of  these  questions  now.  If  the 
section  be  open  to  either  or  both  of  these  objections,  or  any 
others,  we  cannot  regard  that  fact  as  fatal  to  the  act.  The 
legislature  evidently  intended  to  avoid  both  of  the  objections 
made.  They  had  a  difficult  and  delicate  subject  to  deal  with. 
Had  they  been  authoritatively  informed  that  they  could  not 
constitutionally  tax  a  non-resident's  income  at  all,  and  could 
not  divide  the  income  derived  partially  from  state  and  par- 
tially from  interstate  business,  we  have  no  idea  that  they  would 
on  that  account  have  abandoned  their  purpose  to  pass  the  law. 
Again,  if  they  provided  an  improper  rule  for  the  division  (con- 
ceding that  a  division  can  be  made  at  all),  there  seems  no  rea- 
son why  the  rule  may  not  be  rejected  and  the  proper  rule, 
which  will  carry  out  the  fundamental  purpose  of  the  provi- 
sion, be  used.  In  any  event,  we  are  fully  satisfied  that  the  re- 
jection of  any  or  all  of  the  provisions  objected  to  in  this  sec- 
tion cannot  reasonably  be  held  to  invalidate  the  whole  act.'' 

And  again,  it  was  remarked :  "A  strong  argument  is  made 
attacking  the  validity  of  section  1087,  m,  22,  which  provides 
in  substance  that  the  income  of  a  resident  derived  from  differ- 
ent political  subdivisions  of  the  state  shall  be  combined  for  the 
purpose  of  determining  the  exemptions  and  the  rate,  while  the 
income  of  a  non-resident  is  to  be  separately  assessed  and  taxed 
in  each  of  the  municipalities  from  which  it  is  derived.     A 
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table  is  submitted  showing  that  under  this  rule  if  A.,  a  resident, 
derived  $1,000  from  each  of  13  different  towns  or  cities,  he 
will  be  required  to  pay  a  tax  of  $367,  because  his  income  is 
aggregated,  and  consequently  becomes  in  large  part  subject 
to  the  higher  rates,  while  if  B.,  a  non-resident,  receives  the 
same  income  from  the  same  sources,  he  will  only  pay  the 
smallest  rate,  i.  e.,  one  per  cent  of  each  $1,000,  amounting  to 
only  $130.  This,  it  is  said,  is  unjust  discrimination  against  the 
residents  of  the  state,  and  deprives  them  of  the  privileges  and 
immunities  which  are  granted  to  the  citizens  of  other  states, 
in  violation  of  the  federal  Constitution.  This  presents  the 
question  whether  such  a  discrimination  can  be  made  between 
residents  and  non-residents,  only  this  time  the  discrimination 
seems  to  be  against  the  resident  and  in  favor  of  the  non-resi- 
dent. This  question,  also,  we  deem"  one  not  necessary  to  be 
decided  now,  and  we  intimate  no  opinion  upon  it.  It  does  not 
seem  that  the  case  will  frequently  arise,  but  if  it  does,  it  can 
be  then  treated.  We  do  not  regard  it  as  in  any  respect  im- 
portant in  considering  the  validity  of  the  act  as  a  whole." 

§  203.  Federal  Taxation  of  Corporations  Created  by  States 
When  the  constitutionality  of  the  federal  corporation  tax 
law  of  1909  was  attacked  before  the  Supreme  Court  of  the 
United  States,  the  objection  was  very  strongly  urged  that,  for 
the  federal  government  to  impose  a  tax  on  corporations  which 
received  their  franchises  from  the  states  was  beyond  its  right- 
ful authority,  inasmuch  as  it  was  imposing  a  burden  upon  the 
right  of  the  several  states  to  create  corporations,  which  might 
be  pushed  to  such  an  extreme  as  to  destroy  that  right,  and 
hence  an  invasion  of  their  prerogatives,  and  the  crippling  of 
a  power  rightfully  belonging  to  them  as  separate  governments. 
The  act  of  1909  purported  to  lay  a  tax  on  the  privilege  of 
engaging  in  or  carrying  on  business  in  a  corporate  capacity, 
the  amount  of  the  tax  to  be  measured  by  the  net  income  of  the 
corporation.  The  act  of  1913  taxes  the  income  of  corpora- 
tions directly  and  by  name.  But  the  same  argument,  if  it  had 
prevailed  against  the  one  statute,  would  be  equally  potent  as 
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against  the  other.  Heuce  it  becomes  important  to  consider  the 
decision  of  the  Supreme  Court  in  which  this  argument  was 
tested  and  rejected.^"  The  court  said:  "It  is  next  contended 
that  the  attempted  taxation  is  void  because  it  levies  a  tax  upon 
the  exclusive  right  of  a  state  to  grant  corporate  franchises, 
because  it  taxes  franchises  which  are  the  creation  of  the  state 
in  its  sovereign  right  and  authority.  This  proposition  is  rested 
upon  the  implied  limitation  upon  the  powers  of  national  and 
state  governments  to  take  action  which  encroaches  upon  or 
cripples  the  exercise  of  the  exclusive  power  of  sovereignty  in 
the  other.  It  has  been  held  in  a  number  of  cases  that  the  state 
cannot  tax  franchises  created  by  the  United  States  or  the 
agencies  or  corporations  which  are  created  for  the  purpose  of 
carrying  out  governmental  functions  of  the  United  States. 
An  examination  of  these  cases  will  show  that  in  each  case 
where  the  tax  was  held  invalid,  the  decision  rested  upon  the 
proposition  that  the  corporation  was  created  to  carry  into  ef- 
fect powers  conferred  upon  the  federal  government  in  its 
sovereign  capacity,  and  the  attempted  taxafion  was  an  inter- 
ference with  the  effectual  exercise  of  such  powers. ^^  *  *  * 
We  must  therefore  enter  upon  the  inquiry  as  to  implied  limi- 
tations upon  the  exercise  of  the  federal  authority  to  tax  be- 
cause of  the  sovereignty  of  the  states  over  matters  within  their 
exclusive  jurisdiction,  having  in  view  the  nature  and  extent  of 
the  power  specifically  conferred  upon  Congress  by  the  Consti- 
tution of  the  United  States.  We  must  remember,  too,  that  the 
revenues  of  the  United  States  must  be  obtained  in  the  same 
territory,  from  the  same  people,  and  excise  taxes  must  be  col- 
lected from  the  same  activities,  as  are  also  reached  by  the 
states  in  order  to  support  their  local  government.  While  the 
tax  in  this  case,  as  we  have  construed  the  statute,  is  imposed 

20  Flint  V.  Stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  L. 
Ed.  389. 

21  Citing  McCuUoch  v.  Maryland,  4  Wheat.  316,  4  L.  Ed.  579;  Os- 
born  V.  Bank  of  United  States,  9  Wheat.  738,  6  L.  Ed.  204 ;  Union 
Pac.  R.  Co.  V.  Peniston,  18  Wall.  5,  21  L.  Ed.  787;  California  v. 
Central  Pac.  R.  Co.,  127  U.  S.  1,  8  Sup.  Ct.  1073,  32  L.  Ed.  150. 
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upon  the  exercise  of  the  privilege  of  doing  business  in  a  cor- 
porate capacity,  as  such  business  is  done  under  the  authority 
of  state  franchises,  it  becomes  necessary  to  consider  in  this 
connection  the  right  of  the  federal  government  to  tax  the  ac- 
tivities of  private  corporations  which  arise  from  the  exercise 
of  franchises  granted  by  the  state  in  creating  and  conferring 
powers  upon  such  corporations.  We  think  it  is  the  result  of 
the  cases  heretofore  decided  in  this  court  that  such  business 
activities,  though  exercised  because  of  state-created  franchises, 
are  not  beyond  the  taxing  power  of  the  United  States.  Taxes 
upon  rights  exercised  under  grants  of  state  franchises  were 
sustained  by  this  court.''^  *  *  *  fy^^  cases  unite  in  ex- 
empting from  federal  taxation  the  means  and  instrumentali- 
ties employed  in  carrying  on  the  governmental  operations  of 
the  state.  The  exercise  of  such  rights  as  the  establishment 
of  a  judiciary,  the  employment  of  officers  to  execute  and  ad- 
minister the  laws,  and  similar  governmental  functions,  cannot 
be  taxed  by  the  federal  government.^'  But  this  limitation  has 
never  been  extended  to  the  exclusion  of  the  activities  of  a 
merely  private  business  from  the  federal  taxing  power,  al- 
though the  power  to  exercise  them  is  derived  from  an  act  of 
incorporation  by  one  of  the  states.  We  therefore  reach  the 
conclusion  that  the  mere  fact  that  the  business  taxed  is  done 
in  pursuance  of  authority  granted  by  a  state  in  the  creation  of 
private  corporations  does  not  exempt  it  from  the  exercise  of 
federal  authority  to  levy  excise  taxes  upon  such  privileges. 
*  *  *  Nor  is  the  special  objection  tenable,  made  in  some 
of  the  cases,  that  the  corporations  act  as  trustees,  guardians, 
etc.,  under  the  authority  of  the  laws  or  courts  of  the  state. 
Such  trustees  are  not  the  agents  of  the  state  government  in  a 


22  Citing  Michigan  Cent  R.  Co.  v.  Collector,  100  U.  S.  595,  25  L. 
Ed.  647 ;  United  States  v.  Erie  R.  Co.,  106  XJ.  S.  327,  1  Sup.  Ct.  223, 
27  L.  Ed.  151 ;  Spreckels  Sugar  Ref .  Co.  v.  McClain,  192  U.  S.  397, 
24  Sup.  Ct.  376,  48  L.  Ed.  496. 

23  Citing  Collector  v.  Day,  11  Wall.  113,  20  L.  Ed.  122;  United 
States  V.  Baltimore  &  O.  R.  Co.,  17  Wall.  322,  21  L.  Ed.  597 ;  Am- 
brosini  v.  United  States,  187  U.  S.  1,  23  Sup.  Ct.  1,  47  L.  Ed.  49. 
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sense  which  exempts  them  from  taxation  because  executing 
the  necessary  governmental  powers  of  the  state.  The  trustees 
receive  their  compensation  from  the  interests  served,  and  not 
from  the  public  revenues  of  the  state." 

§  204.    Taxation  of  Income  from  Non-Taxable  Property 

It  has  been  broadly  held  that  there  is  no  constitutional  objec- 
tion to  imposing  an  excise  or  license  tax  on  a  business  or  occu- 
pation, although  the  property  employed  in  the  business  is  ex- 
empt from  taxation.^*  And  on  the  same  principle,  a  tax  on  in- 
come could  not  be  held  invalid  merely  because  the  income  was 
derived  from  property  not  subject  to  be  taxed.  Also  it  has 
been  decided  that  the  rule  that  the  power  to  tax  depends  upon 
jurisdiction  of  the  subject-matter  of  the  tax  has  no  applica- 
tion to  taxation  under  the  laws  of  the  United  States. ^^  But 
in  passing  upon  the  constitutionality  of  the  United  States 
income  tax  law  of  1894,  the  Supreme  Court  held  that,  in  so  far 
as  the  act  levied  a  tax  upon  the  income  of  persons  or  corpora- 
tions derived  from  the  bonds  of  municipal  corporations,  it  was 
invalid,  because  such  a  tax  is  a  tax  on  the  power  of  the  states 
and  their  instrumentalities  to  borrow  money,  and  consequently 
repugnant  to  the  constitution.^*  A  similar  question  arose  un- 
der the  corporation  excise  tax  law  of  1909,  but  it  was  held 
by  the  same  court  that  the  latter  statute  was  not  invalid  be- 
cause the  income  of  a  corporation  subject  to  the  tax  might 
consist  in  part,  or  even  entirely,  of  interest  on  municipal  bonds, 
the  ground  of  the  distinction  being  that  the  act  of  1909  did  not 
impose  a  tax  on  the  income  so  derived,  but  on  the  franchise  or 
privilege  of  doing  business  in  a  corporate  capacity,  the  income 
being  merely  used  as  the  measure  of  the  amount  of  the  tax 
in  the  particular  case.^'     The  act  of  1913  has  reverted  to  the 

2*  Nunnemacher  v.  State,  129  Wis.  190,  108  N.  W.  627,  9  L.  R.  A. 
(N:  S.)  121,  9  Ann.  Cas.  711. 

25  United  States  v.  Bennett,  232  U.  S.  299,  34  Sup.  Ct.  433,  58  L. 
Ed.  612. 

26  Pollock  V.  Farmers'  Loan  &  Trust  Co.,  157  U.  S.  429,  15  Sup. 
Ct.  673,  39  L.  Ed.  759. 

27  Flint  V.  Stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  L. 
Ed.  389,  Ann.  Cas.  1912B,  1312. 
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principle  of  taxing  incomes  directly,  but  it  meets  the  point  in 
question  by  excluding  from  taxable  income  "interest  upon  the 
obligations  of  a  state  or  any  political  subdivision  thereof." 
It  had  also  been  held  in  an  eariier  case  that  the  act  of  Congress 
of  1864,  imposing  an  income  tax,  and  containing  a  provision 
for  taxing  the  interest  paid  by  railroads  and  some  other  corpo- 
rations on  their  bonded  debt,  requiring  them  to  pay  the  tax 
and  deduct  the  amount  thereof  from  their  periodical  payments 
to  the  holders  of  the  bonds,  could  not  be  applied  in  the  case 
of  a  municipal  corporation  owning  such  bonds,  since  the  mu- 
nicipalities created  by  the  states  are  entirely  beyond  the  tax- 
ing power  of  the  federal  government.''*  But  whether  a  state 
may  indirectly  affect  the  borrowing  power  of  another  state  or 
its  municipalities,  by  taxing  its  own  citizens  upon  so  much  of 
their  income  as  is  derived  from  the  bonded  or  other  debt  of 
such  other  state  or  its  municipalities,  is  a  different  question 
altogether.  But  at  least  it  has  been  decided  that  there  is  noth- 
ing in  the  Constitution  of  the  United  States  to  prevent  such 
taxation.^"  It  seems  clear,  however,  that  a  state  cannot  law- 
fully tax  either  its  own  citizens  or  non-residents  upon  their 
income  derived  from  its  own  bonds,  when  such  bonds  were 
not  taxable  at  the  time  of  their  issuance,  for  this  would  im- 
pair the  obligation  of  the  contract  implied  in  the  issue  and  sale 
of  the  bonds,  and  more  especially  would  this  be  true  where  the 
legislature  of  the  state  had  covenanted  that  the  bonds  should 
be  free  from  taxation.'"  It  must  also  follow  from  the  prin- 
ciple of  the  necessary  independence  of  the  federal  and  state 
governments  that  the  income  tax  law  of  any  state  cannot  in- 
clude interest  on  the  bonds  or  other  public  securities  of  the 
United  States.  And  state  laws  of  this  kind  generally  make 
an  express  exception  as  to  income  derived  from  United  States 

2  8  United  States  v.  Baltimore  &  O.  R.  Co.,  17  Wall.  322,  21  L.  Ed. 
597. 

2  8  Bonaparte  v.  Tax  Court,  104  tJ.  S.  592,  26  L.  Ed.  .845. 

3  0  Houston  &  T.  C.  H.  Co.  v.  Texas,  177  V.  S.  66,  20  Sup.  Ct.  545, 
44  L.  Ed.  673 ;  State  Tax  on  Foreign-Held  Bonds,  15  Wall.  300,  21 
L.  Ed.  179;  Antoni  v.  Greenhow,  107  U.  S.  769,  2  Sup.  Ct.  91,  27  L. 
Ed.  468. 
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securities,  at  least  where  such  securities  are  declared  to  be  tax- 
exempt  by  act  of  Congress.  But  it  has  been  held  that  the  pos- 
sible impairment  of  the  borrowing  power  of  the  government, 
as  the  remote  effect  of  a  state  statute  imposing  a  tax  upon  the 
transfer  of  a  decedent's  property,  when  the  statute  is  applied 
to  property  consisting  of  United  States  bonds,  is  not  sufficient 
to  render  the  statute  unconstitutional.^^  It  should  also  be  re- 
marked, in  this  connection,  that  a  state  tax  upon  the  gross  re- 
ceipts or  the  net  income  of  corporations  or  individuals  cannot 
validly  be  made  to  operate  as  a  restraint  upon  or  interference 
with  interstate  commerce,  and  hence,  in  the  case  of  carriers 
and  other  companies  engaged  in  interstate  as  well  as  domestic 
business,  only  the  receipts  from  domestic  commerce  can  be 
taxed  by  the  state.  ^^ 

§  205.     Taxing  Salaries  of  Federal  and  State  Officers 

The  federal  income  tax  law  of  1913  exempts  "the  compen- 
sation of  all  officers  and  employees  of  a  state  or  any  political 
subdivision  thereof,  except  when  such  compensation  is  paid 
by  the  United  States  Government."  It  would  not  be  compe- 
tent for  Congress  to  lay  a  tax  upon  the  salary  of  an  officer  of 
a  state,  and  this  by  necessary  implication  from  the  constitution 
and  the  mutual  relation  of  the  federal  and  state  governments, 
neither  being  authorized  to  tax  the  means  or  agencies  em- 
ployed by  the  other  in  carrying  out  its  governmental  functions ; 
and  hence  it  was  held  that  a  tax  assessed,  under  the  federal 
income  tax  law  of  1864,  upon  the  salary  of  a  state  judge  was 
wrongfully  imposed,  and  if  paid  under  protest  could  be  recov- 
ered back.'^  And  in  a  similar  case  it  was  held  to  be  imma- 
terial that  the  judge's  salary  was  fixed  by  the  authorities  of  a 
county  and  payable  out  of  the  treasury  of  a  city.^*     So,  one's 

31  Plummer  v.  Cole,  178  U.  S.  115,  20  Sup.  Ct.  829,  44  L.  Ed.  998. 

3  2  Philadelphia  &  S.  S.  S.  Co.  v.  Pennsylvania,  122  U.  S.  326,  7 
Sup.  Gt.  1118,  30  L.  Ed.  1200 ;  Leloup  v.  Port  of  Mobile,  127  U.  S. 
040,  8  Sup.  Ot.  1380,  32  L.  Ed.  311 ;  State  v.  United  States  Fidelity 
&  Guaranty  Co.,  93  Md.  814,  48  Atl.  918. 

3  3  The  Collector  v.  Day,  11  Wall.  113,  20  L.  Ed.  122.  And  see  Van 
Brocklin  v.  Tennessee,  117  U.  S.  151,  6  Sup.  Ct.  670,  29  L.  Ed.  845. 

3iFreedman.v.  Sigel,  10  Blatchf.  327,  Fed.  Cas.  No.  5,080. 
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compensation  as  state's  attorney  is  not  liable  to  the  federal  in- 
come tax,  nor  can  such  compensation  be  applied  to  the  satis- 
faction of  the  monetary  exemption ;  it  must  be  omitted  alto- 
gether from  the  computation  of  his  income,  and  the  taxpayer 
must  have  his  exemption  out  of  his  income  from  other  sourc- 
es.'^ And  for  similar  reasons,  it  has  been  held  that  a  stamp 
tax  imposed  by  the  United  States  upon  a  bond  required  by  a 
state  from  an  officer,  as  a  prerequisite  to  the  exercise  of  the 
duties  of  his  oflfice,  is,  in  necessary  legal  effect,  a  tax  upon  the 
officer's  right  to  qualify,  and  upon  the  exercise  by  the  state  of 
its  governmental  functions,  and  therefore  invalid,  and  the  fact 
that  the  tax  is  required  to  be  paid  before  the  officer  has  qual- 
ified is  not  material.'"  Conversely,  a  state  income  tax  cannot 
be  made  to  apply  to  the  salary  of  any  officer  of  the  United 
States  government.^'  "It  is  considered  as  settled  that  the 
state  has  no  power  to  tax  an  officer  of  the  United  States,  or 
vice  versa,  because  the  power  to  tax  includes  the  power  to 
destroy,  and  if  a  state  were  allowed  to  tax  a  United  States  of- 
ficer one  dollar,  it  might  tax  him  to  the  full  amount  of  his  sal- 
ary, and  thus  arrest  all  the  measures  of  the  government.  And 
so  the  United  States  cannot  tax  a  state  officer  for  the  same 
reason."  '*  The  only  state  income  tax  law  now  in  force  which 
explicitly  recognizes  this  limitation  is  that  of  Wisconsin,  which 
allows  a  deduction  from  taxable  income  of  '"salaries  or  other 
compensation  received  from  the  United  States  by  officials 
thereof."  ^°  But  a  similar  exception  must  be  read  by  neces- 
sary implication  into  the  laws  of  any  other  state  where  the 
question  might  arise.  Therefore  all  federal  officers,  such  as 
postmasters,  internal  revenue  officers,  district  attorneys,  offi- 
cers of  the  land  department,  and  United  States  judges  resident 
within  the  state,  must  be  understood  to  be  exempt  from  the 

3  5  United  States  v.  Ritchie,  Fed.  Cas.  No.  16,168. 

3  6  Bettman  v.  Warwick,  108  Fed.  46,  47  C.  C.  A.  185. 

37  Pumell  V.  Page,  133  N.  C.  125,  45  S.  E.  534 ;  Dobbins  v.  Com'rs 
of  Erie  County,  16  Pet.  435,  10  L.  Ed.  1022. 

3  8  King  V.  Hunter,  65  N.  C.  603,  613. 

3»  Wisconsin  Income  Tax  Law,  1911,  §  1087m,  4,  f.  See  this  stat- 
ute in  full  in  the  Appendix. 
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state  income  tax,  in  so  far  as  relates  to  their  salary  or  com- 
pensation from  the  United  States,  though,  if  such  officers  have 
an  income  derived  from  other  sources,  it  is  subject  to  the 
tax,  as  there  is  nothing  in  their  official  character  to  exempt 
their  private  means  from  state  taxation.  .  And  it  should  be  ob- 
served that  the  licensing  of  a  merchant  under  the  United 
States  revenue  laws  does  not  render  him  an  "officer"  of  the 
federal  government,  nor  withdraw  him  from  the  taxing  power 
of  the  state.*"  And  although  the  salary  of  an  officer  in  the 
United  States  army  cannot  be  taxed  by  a  state  or  municipality, 
yet  his  personal  property,  such  as  household  furniture,  is  not 
exempt  from  such  taxation,*^  and  of  course  the  same  prin- 
ciple would  apply  to  his  investments  or  the  income  derived 
therefrom.  And  it  has  been  held  in  Massachusetts  that  money 
which  one  has  on  deposit  in  a  bank  is  not  exempt  from  taxa- 
tion because  it  was  derived  from  his  salary  as  a  federal  offi- 
cer, for  it  loses  its  identity  as  salary  when  it  has  been  paid  to 
him  and  corne  into  his  possession.*^ 

As  to  the  incidence  of  federal  taxation  upon  federal  offi- 
cers, it  should  be  observed  that  there  are  some  whose  salary, 
while  it  is  to  be  fixed  and  appropriated  by  Congress,  is  safe- 
guarded from  change  during  their  tenure  of  office  by  the  con- 
stitution itself.  As  to  the  President,  he  is  to  "receive  a  com- 
pensation which  shall  neither  be  increased  nor  diminished  dur- 
ing the  period  for  which  he  shall  have  been  elected."  (Const. 
U.  S.,  art.  2,  §  1.)  And  as  to  the  federal  judges,  they  shall 
"receive  a  compensation  which  shall  not  be  diminished  during 
their  continuance  in  office."  (Const.  U.  S.,  art.  3,  §  1.)  The 
income  tax  laws  enacted  by  Congress  during  the  period  of  the 
Civil  War  contained  no  such  exception.  But  the  justices  oi 
the  Supreme  Court,  through  Chief  Justice  Taney,  addressed 
a  communication  to  the  Secretary  of  the  Treasury  declaring 
their  conviction  that  their  salaries  were  not  legally  subject  to 
the  tax.    Thereupon  the  Attorney  General,  to  whom  the  com- 

40  state  v.  Bell,  61  N.  O.  76. 

41  Finley  v.  City  of  PMladelphia,  32  Pa.  St.  381. 

42  Dyer  v.  City  of  Melrose,  197  Mass.  99,  83  N.  B.  6. 
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munication  had  been  referred,  gave  an  elaborate  opinion,  ad- 
vising the  Secretary  of  the  Treasury  that  the  income  tax  could 
not  lawfully  be  assessed  upon  and  collected  from  the  salaries 
of  those  judicial  officers  of  the  United  States  who  were  in 
office  at  the  time  of  the  enactment  of  the  statute  imposing  the 
tax.*^  No  attempt  was  made  thereafter  to  assess  the  tax  upon 
the  salaries  of  the  judges.  But  in  the  income  tax  law  of  1894, 
Congress  again  failed  to  make  an  exception  in  this  particular, 
and  the  statute  was  held  unconstitutional  and  void  in  so  far  as 
it  attempted  to  tax  the  salaries  of  the  judges  of  the  United 
State  courts.**  But  the  act  of  1913  meets  this  point  by  pro- 
viding that  "in  computing  net  income  under  this  section  there 
shall  be  excluded  *  *  the  compensation  of  the  present  Pres- 
ident of  the  United  States  during  the  term  for  which  he  has 
been  elected,  and  of  the  judges  of  the  supreme  and  inferior 
courts  of  the  United  States  now  in  office,"  *  the  evident  inten- 
tion being  that  the  next  President  of  the  United  States,  and 
all  federal  judges  appointed  after  the  enactment  of  the  stat- 
ute, shall  be  subject  to  the  income  tax  in  respect  to  their  sal- 
aries.*° 

*3  13  Op.  Atty.  Gen.  161. 

4*  Pollock  V.  Farmers'  Loan  &  Trust  Co.,  157  U.  S.  429,  15  Sup. 
Ct.  673,  39  L.  Ed.  759,  per  Field,  J.,  concurring. 

*  The  Treasury  department  rules  that  "the  salary  of  judges  of  the 
Supreme  and  inferior  courts  of  the  United  States  appointed  subse- 
quent to  October  3,  1913,  and  of  judges  who  have  been  retired,  is 
subject  to  the  income  tax  and  to  the  withholding  provisions  of  the 
income  tax  law."      Treasury  Decision  No.  2090,  December  14,  1914. 

45  An  interesting  question  might  here  be  raised  as  to  the  effect  of 
this  provision  on  the  power  of  Congress  hereafter  to  repeal  the  in- 
come tax  law  or  to  change  the  rate  of  taxation  under  it.  For  if  the 
imposition  of  the  income  tax  upon  the  salary  of  the  President  would 
"diminish"  it,  within  the  meaning  of  the  constitution  (and  that  is 
the  only  possible  legal  reason  for  excepting  the  present  incumbent), 
then  the  repeal  of  the  act  would  as  certainly  "Increase"  the  com- 
pensation of  any  future  President  to  whose  salary  it  had  attached  at 
the  beginning  of  his  term,  which  is  equally  forbidden  by  the  consti- 
tution. And  if  a  President  shall  be  elected  while  the  present  stat- 
ute is  in  force,  any  change  in  the  rate  of  taxation,  effected  by 
amendment  of  the  act,  would  either  Increase  or  diminish  his  com- 
pensation, as  the  case  might  be.  And  the  same  considerations  apply 
to  taxing  the  federal  judges,  except  that  their  salaries  may  be  in- 
creased, but  not  diminished,  during  their  continuance  in  office.  It 
would  therefore  appear  to  follow,  as  a  perfectly  logical  conclusion, 
though  an  almost  absurd  result,  that  if  a  future  Congress  should  de- 
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But  as  to  all  the  other  officers  and  employes  of  the  United 
States  (including  the  members  of  Congress  themselves)  whose 
salary  or  compensation  may  be  fixed  and  changed  in  the  ab- 
solute discretion  of  Congress,  there  is  no  constitutional  ob- 
jection to  the  incidence  of  the  incomeftax  upon  such  salaries. 
Such  was  the  decision  made  under  the  act  of  1862  in  regard  to 
collecting  the  income  tax  from  the  salary  of  an  officer  in  the 
United  States  army,*'  and  the  rule  is  equally  applicable  to  all 
others  save  those  mentioned  in  the  preceding  paragraph. 

We  have  next  to  consider  the  application  of  a  state  income 
tax  law  to  the  salaries  of  the  state  officers.  Here  also  the 
principle  applies  that  if  the  constitution  of  the  state  protects 
such  salaries  from  change  during  the  incumbency  of  the  par- 
ticular officer,  it  prevents  their  being  taxed  as  income.  Thus 
in  North  Carolina,  "it  is  provided  in  the  constitution  that  the 
salaries  of  the  most  important  officers  shall  not  be  altered  dur- 
ing their  term  of  office,  and  this  is  understood  to  exempt  their 
salaries  from  taxation,  because  to  tax  is  to  diminish,  or  it  may 
be  to  destroy."  "  Hence  if  the  local  constitution  provides 
that  the  salaries  of  the  judges  of  the  state  shall  not  be  dimin- 
ished during  their  continuance  in  office,  such  salaries  are  ex- 
empt from  the  income  tax.*^  "It  may  be  that  the  restriction 
in  this  article  [of  the  constitution]  upon  the  power  of  the  leg- 
islature refers  principally  to  the  diminution  of  the  salaries 
of  the  judges  by  a  law  fixing  it  at  a  less  amount  than  that  es- 
tablished at  the  epoch  of  their  entrance  into  office.  The  ob- 
ject, however,  of  this  article  was  to  secure  the  independence 
of  the  judiciary.     If  the  legislature  can  tax  the  salaries,  it 

sire  to  increase  the  rate  of  income  taxation,  it  would  have  to  make 
an  explicit  exception  as  to  the  President  and  the  federal  judges,  who 
would  then  continue  to  be  taxed  at  a  different  rate  from  other  citi- 
zens ;  and  if  it  were  desired  to  repeal  the  act,  the  President  alone 
must  he  required  to  continue  paying  the  tax  until  the  expiration  of 
his  term  of  office.  Of  course  these  complexities  could  have  been 
avoided  by  the  simple  means  of  absolutely  excepting  these  officers 
from  the  operation  of  the  statute. 

48  Galm  V.  United  States,  39  Ct.  CI.  55. 

*^  King  v.  Hunter,  65  N.  0.  603 ;  In  re  Taxation  of  Salaries  of 
Judges,  131  N.  C.  692,  42  S.  E.  970. 

is  Purnell  v.  Page,  133  N.  C.  125,  45  S.  B.  534;  In  re  Taxation  of 
Salaries  of  Judges,  131  N.  C.  692,  42  S.  B.  970 ;  Robertson  v.  Pratt, 
13  Hawaii,  590. 
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would  be  deprived  of  its  plenary  effect."  *°  The  only  de- 
cision to  the  contrary  was  made  in  an  early  case  in  Pennsyl- 
vania, which,  however  much  it  may  be  respected  at  home,  is 
not  entitled  to  much  persuasive  effect  elsewhere,  in  view  of  its 
opposition  to  the  general  current  of  authority.^"  But  unless 
thus  restrained  by  some  explicit  provision  of  the  state  con- 
stitution, it  is  within  the  lawful  power  of  the  state  legislature 
to  make  an  income  tax  law  apply  to  the  salaries  of  the  various 
officers  of  the  state  and  of  its  municipalities,"'^  as  is  done  in 
Wisconsin  in  all  cases  where  such  taxation  would  not  be  "re- 
pugnant to  the  constitution."  It  should  be  remembered  that 
public  office  is  not  a  "contract,"  within  the  sense  of  the  con- 
stitutional prohibition  against  laws  impairing  the  obligation 
of  contracts.  And  hence  no  contract  is  violated  by  the  im- 
position of  an  income  tax  upon  the  salary  of  an  officer  who 
was  in  office  and  whose  compensation  was  fixed  by  law,  at  the 
time  the  income  tax  law  came  into  effect ;  for  his  right  to  the 
compensation  grows  out  of  the  rendition  of  services,  and  not 

*9  City  of  New  Orleans  v.  Lea,  14  La.  Ann.  197. 

00  Nortbumberland  v.  Chapman,  2  Eawle  (Pa.)  73.  In  this  case  it 
was  said  by  Chief  Justice  Gibson:  "As  the  constitution,  like  every 
other  instrument,  is  to  have  a  reasonable  interpretation,  the  prohibi- 
tion In  question  is  to  be  restrained  to  laws  which  have  such  a  reduc- 
tion for  their  object,  and  not  for  their  consequence.  On  any  other 
principle  of  construction,  a  tax  could  not  be  constitutionally  assessed 
on  property  purchased  with  money  drawn  from  a  judge's  salary, 
which  would,  in  reason,  have  as  fair  a  claim  to  exemption  as  the  sal- 
ary itself.  If  we  once  get  away  from  the  plain  inartificial  import 
of  the  prohibition,  it  is  not  easy  to  tell  at  what  stage  of  refinement 
we  shall  stop.  The  object  of  the  legislature  was  to  apportion  the 
public  burden  according  to  the  ratio  of  property,  and  to  produce  in 
detail  a  result  approaching  as  near  as  possible  to  that  of  an  income 
tax,  a  measure  of  assessment  more  equable  in  the  abstract  than  any 
other  that  could  be  proposed.  Now  there  is  no  reason  to  exempt  a 
judge  from  contribution  which  is  not  just  as  applicable  to  any  other 
officer  who  presents  no  tangible  surface  but  his  office  to  the  revenue 
laws,  nor  was  the  object  of  the  prohibition  to  place  him  in  this  re- 
spect on  higher  ground.  The  legislature  could  not  "constitutionally 
retrench  a  part  of  a  judge's  salary  under  the  pretext  of  assessing  a 
tax  on  it ;  but,  for  the  bona  fide  purpose  of  contribution,  a  reason- 
able portion  of  it,  like  any  other  part  of  his  property,  may  be  ap- 
plied to  the  public  exigencies." 

51  In  re  Taxation  of  Salaries  of  Judges,  131  N.  0.  692,  42  S.  B.  970. 
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out  of  any  contract  between  the  government  and  the  officer 
that  the  services  shall  be  rendered  and  the  compensation  paid.°^, 
Finally,  an  income  tax  law  is  not  to  be  pronounced  uncon- 
stitutional and  void  in  its  entirety  simply  because  it  lays  a  tax 
upon  the  salaries  of  certain  officers  who  are  constitutionally 
exempt  from  such  taxation,  or  fails  to  make  an  explicit  ex- 
ception in  their  favor.  The  protection  of  the  constitution  be- 
cause of  such  an  illegal  provision  can  be  invoked  only  by  one 
against  whom  it  is  sought  to  be  enforced ;  and  even  in  such  a 
case,  if  the  law  in  affirmative  terms  lays  the  tax  on  such  an  ex- 
empt income,  that  portion  of  it  can  be  exscinded  without  de- 
stroying the  rest,  while,  if  it  merely  omits  to  make  the  neces- 
sary exception,  it  can  be  construed  as  not  applying  in  the  par- 
ticular case.^' 

§  206.     Exemption  of  Incomes  Below  a  Fixed  Sum 

It  has  been  held  by  a  great  many  authorities  that  a  statute 
imposing  taxes  on  inheritances,  legacies,  and  successions  is 
not  unconstitutional  .because  it  exempts  from  its  operation 
estates  or  inheritances  below  a  certain  minimum  value,  ^*  pro- 

52  See  Butler  v.  Pennsylvania,  10  How.  402,  13  L.  Ed.  472 ;  Smith 
V.  City  of  New  York,  37  N.  Y.  518 ;  Conner  v.  City  of  New  York,  5 
N.  Y.  285. 

63  State  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Eng.  Ann. 
Cas.  1147 ;  Peacock  v.  Pratt,  121  Fed.  772,  58  C.  C.  A.  48 ;  Robert- 
son V.  Pratt,  13  Hawaii,  590. 

6-1  Knowlton  v.  Moore,  178  U.  S.  60,  20  Sup.  Ct.  755,  44  L.  Ed.  977; 
Magoun  v.  Illinois  Trust  &  Sav.  Bank,  170  U.  S.  283,  18  Sup.  Ct.  594, 
42  L.  Ed.  1037 ;  Oolton  v.  Montpelier,  71  Vt.  413,  45  Atl.  1039 ;  In 
re  Hickok's  Estate,  78  Vt.  259,  62  Atl.  724 ;  In  re  Wilmerding's  Es- 
tate, 117  Cal.  281,  49  Pac.  181 ;  State  v.  Vance,  97  Minn.  532,  106  N. 
W.  98 ;  State  v.  Bazille,  97  Minn.  11,  106  N.  W.  93 ;  Black  v.  State, 
113  Wis.  205,  89  N.  W.  522;  State  v.  Guilbert,  70  Ohio  St.  299,  71 
N.  E.  636 ;  Gelsthorpe  v.  Furnell,  20  Mont.  299,  51  Pac.  267 ;  State 
V.  Alston,  94  Tenn.  674,  30  S.  W.  750,  28  L.  R.  A.  78 ;  In  re  Mixter's 
Estate,  10  Pa.  Co.  Ct.  K.  409;  Nunnemacher  v.  State,  129  Wis.  190, 
108  N.  W.  627,  9  JU  R.  A.  (N.  S.)  121,  9  Ann.  Cas.  711.  So,  a  state 
statute  imposing  an  ad  valorem  tax  is  not  unconstitutional  as  deny- 
ing the  equal  protection  of  the  laws  because  it  exempts  the  property 
of  telephone  companies  whose  gross  receipts  for  the  year  do  not  ex- 
ceed $500,  at  least  where,  under  the  classification  made  by  the  stat- 
ute, the  companies  taxed  are  mainly  those  organized  for  profit,  while 
the  untaxed  enterprises  are  mainly  not  profit-making,  but  mutual 
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vided  only  that  the  exemption  is  not  so  excessive  as  to  be  en- 
tirely unreasonable.'^  On  the  same  principle,  an  income  tax 
law  is  not  unconstitutional  because  it  wholly  exempts  from 
taxation  all  incomes  below  a  certain  annual  amount,  and  the 
question  where  the  tax  shall  begin,  or  where  the  exemption 
shall  end,  is  one  exclusively  for  the  decision  of  the  legisla- 
ture.^* Such  a  tax  law,  making  a  reasonable  exemption,  is 
not  in  violation  of  a  constitutional  provision  that  taxes  shall 
be  equal  and  uniform."'  And  if  it  is  at  all  within  the  power 
of  a  court  to  adjudge  that  the  exemption  granted  is  so  ex- 
cessive as  to  invalidate  the  statute,  at  least  no  such  decision 
has  ever  yet  been  rendered.  On  the  contrary,  the  decisions 
have  sustained  the  income  tax  laws  in  this  particular.  That 
of  Hawaii,  exempting  incomes  to  the  amount  of  $1,000,  was 
sustained  as  against  the  objection  that  the  allowance  was 
excessive. ''  That  of  Wisconsin  was  similarly  held  valid,  al- 
though it  exempts  life  insurance  to  the  amount  of  $10,000, 
in  favor  of  one  legally  dependent  on  the  deceased.  The  court 
called  this  a  "striking  exemption,"  but  said:  "While  this  is 
somewhat  large,  we  cannot  say  that  it  is  unreasonable."  °* 
The  income  tax  act  of  Congress  of  1894  was  sustained  (by 
an  inferior  court)  as  against  objection  that  the  exemption  al- 
lowed, $4,000,  was  unreasonably  great.'"  The  corporation  ex- 
cise tax  law  of  1909  was  assailed  on  the  ground  that  it  exempt- 
ed incomes  of  less  than  $5,000,  but  the  Supreme  Court  of  the 

or  co-operative.  Citizens'  Telephone  Co.  v.  Fuller,  229  U.  S.  322,  33 
Sup.  Ct.  833,  57  L.  Ed.  1206. 

B5  Minot  V.  Winthrop,  162  Mass.  113,  38  N.  E.  512,  26  L.  R.  A.  259, 
In  which  case  it  was  held  that  an  excise  tax  on  inheritances  was 
not  so  clearly  unreasonable,  by  reason  of  exempting  estates  under 
$10,000,  as  to  render  it  unconstitutional.  But  see  State  v.  Ferris,  9 
Ohio  Cir.  Ct.  R.  298,  holding  void  an  inheritance  tax  law  which  ex- 
empted property  to  the  amount  of  $20,000. 

58  Moore  v.  Miller,  5  App.  D.  C.  413 ;  New  Orleans  v.  Pourchy,  30 
La.  Ann.  910. 

57  New  Orleans  v.  Fourchy,  30  La.  Ann.  910. 

58  Robertson  v.  Pratt,  13  Hawaii,  590. 

5  9  State  T.  Frear,  148  Wis.  456,  134  N,  W.  673,  26  Am.  &  Eng. 
Ann.  Cas.  1147. 

60  Moore  v.  Miller,  5  App.  D.  C.  413. 
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United  States  answered  this  objection  with  a  mere  reference 
to  certain  of  its  earlier  decisions  concerning  similar  exemp- 
tions in  inheritance  tax  law."^ 

Though  no  decision  on  this  precise  point  was  rendered  in 
the  case  before  the  United  States  Supreme  Court  involving 
the  validity  of  the  act  of  Congress  of  1894,  yet  some  of  the 
separate  opinions  filed  in  that  case  contain  valuable  discussions 
both  of  the  general  question  of  exempting  small  incomes  and 
of  the  limits  of  the  authority  of  the  courts  in  deciding  upon 
the  reasonableness  of  the  exemption.  Thus,  in  one  of  the 
opinions  it  was  said:  "A  tax  which  is  wanting  in  uniformity 
among  members  of  the  same  class  is  or  may  be  invalid.  But 
this  does  not  deprive  the  legislature  of  the  power  to  make 
exemptions,  provided  such  exemptions  rest  upon  some  prin- 
ciple, and  are  not  purely  arbitrary,  or  created  solely  for  the 
purpose  of  favoring  some  person  or  body  of  persons.  Thus 
in  every  civilized  country  there  is  an  exemption  of  small  in- 
comes, which  it  would  be  manifest  cruelty  to  tax,  and,  the 
power  to  make  such  exemptions  once  granted,  the  amount  is 
within  the  discretion  of  the  legislature,  and  so  long  as  that 
power  is  not  wantonly  abused,  the  courts  are  bound  to  respect 
it.  In  this  law  there  is  an  exemption  of  $4,000,  which  indi- 
cates a  purpose  on  the  part  of  Congress  that  the  burden  of 
this  tax  should  fall  on  the  wealthy,  or  at  least  upon  the  well- 
to-do.  If  riien  who  have  an  income  or  property  beyond  their 
pressing  needs  are  not  the  ones  to  pay  taxes,  it  is  difficult  to 
say  who  are ;  in  other  words,  enlightened  taxation  is  imposed 
upon  property  and  not  upon  persons.  Poll  taxes,  formerly 
a  considerable  source  of  revenue,  are  now  practically  obsolete. 
The  exemption  of  $4,000  is  designed,  undoubtedly,  to  cover 
the  actual  living  expenses  of  the  large  majority  of  families, 
and  the  fact  that  it  is  not  applied  to  corporations  is  explained 
by  the  fact  that  corporations  have  no  corresponding  expenses. 
The  expenses  of  earning  their  profits  are  of  course  deducted 
in  the  same  manner  as  the  corresponding  expenses  of  a  private 

61  Flint  V.  Stone  Tracy  Co.,  220  XJ.  S.  107,  31  Sup.  Ct.  342,  55  L. 
Ed.  389. 
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individual  are  deductible  from  the  earnings  of  his  business. 
The  moment  the  profits  of  a  corporation  are  paid  over  to  the 
stockholders,  the  exemption  of  $4,000  attaches  to  them  in  the 
hands  of  each  stockholder."  ^^  And  in  another  opinion  in 
the  same  case  it  was  said :  "In  this  connection,  and  as  a 
ground  for  annulling  the  provisions  taxing  incomes,  counsel 
for  the  appellant  refers  to  the  exemption  of  incomes  that  do 
not  exceed  $4,000.  It  is  said  that  such  an  exemption  is  too 
large  in  amount.  That  may  be  conceded.  But  the  court  can- 
not for  that  reason  alone  declare  the  exemption  to  be  invalid. 
Every  one,  I  take  it,  will  concede  that  Congress,  in  taxing 
incomes,  may  rightfully  allow  an  exemption  to  some  amount. 
This  was  done  in  the  income  tax  laws  of  1861  and  in  subse- 
quent laws  and  was  never  questioned.  Such  exemptions  rest 
upon  grounds  of  public  policy,  of  which  Congress  must  judge, 
and  of  which  this  court  cannot  rightfully  judge;  and  that 
determination  cannot  be  interfered  with  by  the  judicial  branch 
of  the  government,  unless  the  exemption  is  of  such  a  char- 
acter and  is  so  unreasonably  large  as  to  authorize  the  court 
to  say  that  Congress,  under  the  pretence  merely  of  legislating 
for  the  general  good,  has  put  upon  a  few  persons  burdens 
that,  by  every  principle  of  justice  and  under  every  sound  view 
of  taxation,  ought  to  have  been  placed  upon  all  or  upon  the 
great  mass  of  the  people.  If  the  exemption  had  been  placed 
at  $1,500,  or  even  $2,000,  few,  I  think,  would  have  contended 
that  Congress,  in  so  doing,  had  exceeded  its  powers.  In  view 
of  the  increased  cost  of  living  at  this  day,  as  compared  with 
other  times,  the  difference  between  either  of  those  amounts 
and  $4,000  is  not  so  great  as  to  justify  the  courts  in  striking 
down  all  of  the  income  tax  provisions.  The  basis  upon  which 
such  exemptions  rest  is  that  the  general  welfare  requires  that, 
in  taxing  incomes,  such  exemptions  shovld  be  made  as  will 
fairly  cover  the  annual  e?:penses  of  the  average  family,  and 
thus  prevent  the  members  of  such  families  becoming  a  charge 
upon  the  public.  The  statute  allows  corporations,  when  mak- 
es Dissenting  opinion  of  Brown,  J.,  in  Pollock  v.  Farmers'  Loan  & 
•Trust  Co.,  158  V.  S.  601,  15  Sup.  Ct.  912,  39  L.  Ed.  1108. 
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ing  returns  of  their.net  profits  or  income,  to  deduct  actual 
operating  or  business  expenses.  Upon  like  grounds,  as  I  sup- 
pose. Congress  exempted  incomes  under  $4,000."  °'  In  an- 
other case,  in  construing  a  territorial  income  tax  law,  the 
court  observed:  "It  is  contended  that  the  exemption  of  in- 
comes to  the  extent  of  $1,000  is  an  illegal  discrimination.  The 
power  of  state  legislatures  to  grant  reasonable  exemptions 
from  taxation  is  undisputed.  It  has  been  upheld  on  grounds 
of  enlightened  public  policy — a  public  policy  which  seeks  to 
exclude  from  taxation  the  living  expenses  of  the  average 
family,  and  thus  to  enable  the  poor  man  to  escape  becoming 
a  public  burden.  It  rests  upon  the  theory  that  the  exemp- 
tion results  in  ultimate  benefit  to  the  taxpayer,  which  compen- 
sates him  for  the  additional  burden  of  taxation  which  he  is 
thereby  called  upion  to  bear.  It  does  not  apply  to  corporations, 
for  the  reason  that  they  have  no  corresponding  expense.  But 
the  exemption  must  be  reasonable  and  impartial,  and  must  be 
extended  to  all  who  are  similarly  situated.  It  is  urged  that  the 
exemption  in  question  is  unreasonable.  If  the  power  to  make 
exemptions  be  once  conceded,  the  amount  of  the  exemption 
is  largely  within  the  discretion  of  the  legislature — a  discretion 
which  is  not  subject  to  review  in  the  courts  unless  it  be  clearly 
shown  to  have  been  abused."  °* 

§  207.  Exemption  of  Classes  of  Individuals  or  Corpora- 
tions 
It  is  a  conceded  principle  of  taxation,  applicable  to  income 
taxes  as  well  as  to  any  others,  that  there  is  no  constitutional 
objection  to  an  exemption  in  favor  of  those  corporations  or 
institutions  which  serve  important  public  purposes  or  confer 
benefits  upon  the  public  at  large,  such  as  religious,  educational, 
and  charitable  organizations.  Also  it  is  clear  that  any  corpo- 
ration which  bears  its  due  share  of  the  public  burden,  under 
a  special  form  of  taxation,  may  lawfully  be  exempted  from 
the  payment  of  any  or  all  other  taxes.     Thus,  the  exemption 

83  Dissenting  opinion  of  Harlan,  J.,  in  Pollock  v.  Farmers'  Loan  & 
Trust  Co.,  supra. 

84  Peacock  v.  Pratt,  121  Fed.  772,  58  C.  C.  A.  48. 
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of  insurance  companies  from  an  income  tax  law  does  not 
render  it  invalid  as  to  other  corporations  which  are  made 
subject  to  the  law,  where  the  exemption  is  made  expressly  on 
the  ground  that  such  companies  are  required  by  another  law 
to  pay  a  tax  on  the  premiums  received.^'  But  beyond  these 
elementary  principles,  the  subject  is  not  free  from  doubt.  It 
would  be  obviously  contrary  to  sound  principles  of  constitu- 
tional law  to  push  the  power  of  exemption  so  far  as  to  make 
the  burden  of  the  tax  in  reality  fall  upon  a  selected  class  of 
individuals  or  corporations.  On  this  point  the  Supreme  Court 
of  Louisiana  has  said:  "It  is  not  necessary  for  us  to  decide 
whether  or  not,  under  the  constitution,  the  legislature  has 
power  to  levy  an  income  tax.  It  suffices  to  say  that,  if  the 
legislature  has  such  power,  it  would  be  an  indispensable  con- 
dition of  its  exercise  that  the  tax  should  embrace  the  incomes 
of  all  persons  not  exempted,  and  whatever  power  of  classifi- 
cation the  legislature  might  possess  as  to  the  subject-matter 
of  taxation,  that  power  could  under  no  pretext  be  stretched 
so  as  to  embrace  the  right  to  single  out  a  particular  class  of 
taxpayers  and  to  require  them  to  pay  such  a  tax,  while  ex- 
empting all  others."  °^  No  such  sweeping  exemptions  have 
been  attempted  in  recent  income  tax  laws.  But  they  com- 
monly contain  exemptions  in  favor  of  labor  organizations, 
agricultural  societies,  savings  banks,  mutual  building  and  loan 
associations,  mutual  insurance  companies,  fraternal  orders 
and  benefit  societies  (or  some  of  the  foregoing),  as  well  as 
charitable  and  educational  institutions.  The  validity  of  such 
exemptions  has  been  severely  criticized.  Thus,  in  one  of  the 
opinions  filed  in  the  Pollock  case,  it  was  said:  "Exemptions 
from  the  operation  of  a  tax  always  create  inequalities.  Those 
not  exempted  must,  in  the  end,  bear  an  additional  burden  or 
pay  more  than  their  share.  A  law  containing  arbitrary  exemp- 
tions can  in  no  just  sense  be  termed  uniform.  In  my  judg- 
ment, Congress  has  rightfully  no  power,  at  the  expense  of 

6  6  Peacock  v.  Pratt,  121  Fed.  T72,  58  C.  C.  A.  48. 
«6  Parker  v.  North  British  &  M.  Ins.  Co.,  42  La.  Ann.  428,  7  South. 
599. 
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others,  owning  property  of  the  like  character,  to  sustain  pri- 
vate trading  corporations,  such  as  building  and  loan  associa- 
tions, savings  banks,  and  mutual  life,  fire,  marine,  and  acci- 
dent insurance  companies,  formed  under  the  laws  of  the  va- 
rious states,  which  advance  no  national  purpose  or  public 
interest,  and  exist  solely  for  the  pecuniary  profit  of  their 
members."  °^  But  in  a  more  recent  case  the  Supreme  Court 
of  the  United  States  has  apparently  given  its  approval  to 
the  validity  of  just  such  exemptions  as  those  mentioned.  In 
refusing  to  hold  unconstitutional  the  corporation  tax  law  of 
1909,  on  the  ground  that  it  taxed  a  business  when  carried  on 
by  a  corporation,  and  exempted  a  similar  business  when  car- 
ried on  by  a  partnership  or  a  private  individual,  it  said :  "In 
levying  excise  taxes  the  most  ample  authority  has  been  recog- 
nized from  the  beginning  to  select  some  and  omit  other  possi- 
ble subjects  of  taxation,  to  select  one  calling  and  omit  another, 
to  tax  one  class  of  property  and  to  forbear  to  tax  another." 
And  later  in  the  same  opinion  it  was  said:  "As  to  the  objec- 
tion that  certain  organizations, — labor,  agricultural,  and  hor- 
ticultural,— fraternal  and  benevolent  societies,  loan  and  build- 
ing associations,  and  those  for  religious,  charitable,  or  educa- 
tional purposes,  are  excepted  from  the  operation  of  the  law, 
we  find  nothing  in  it  to  invalidate  the  tax.  As  we  have  had 
frequent  occasion  to  say,  the  decisions  of  this  court  from  an 
early  date  to  the  present  time  have  emphasized  the  right  of 
Congress  to  select  the  objects  of  excise  taxation,  and  within 
this  power  to  tax  some  and  leave  others  untaxed  must  be 
included  the  right  to  make  exemptions  such  as  are  found  in 
this  act."  "* 

§  208.     Allowance  of  Deduction  for  Other  Taxes  Paid 

The  Wisconsin  income  tax  law  contains  a  provision  that 
"any  person  who  shall  have  paid  a  tax  upon  his  personal  prop- 
er Pollock  V.  Farmers'  Loan  &  Trust  Co.,  157  U.  S.  429,  15  Sup. 
Ct.  673,  39  L.  Ed.  759,  per  Field,  J.,  concurring. 

6  8  Flint  V.  Stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  L. 
Ed.  389.  And  see  Mercantile  Nat.  Bank  v.  New  York,  121  TJ.  S.  138, 
160,  7  Sup.  Ct.  826,  30  L.  Ed.  895.  But  compare  Barbour  v.  Louisville 
Board  of  Trade,  82  Ky.  645. 
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erty  during  any  year  shall  be  permitted  to  present  the  receipt 
therefor  to,  and  have  the  same  accepted  by,  the  tax  collector 
to  its  full  amount  in  the  payment  of  taxes  due  upon  the  in- 
come of  such  person  during  said  year."  **  When  the  consti- 
tutionality of  the  statute  was  under  consideration  by  the  Su- 
preme Court  of  the  state,  an  objection  against  its  validity  was 
urged  on  the  ground  that  this  provision  created  an  unjust  and 
unlawful  discrimination  between  taxpayers  all  equally  sub- 
ject to  the  law,  since  one  taxpayer  might  be  required  to  pay 
the  whole  of  the  income  tax  assessed  against  him,  while  anoth- 
er, having  an  exactly  equal  income,  could  have  the  tax  thereon 
very  materially  reduced  by  taking  advantage  of  this  provision. 
But  the  court  held  that  the  objection  was  without  force  and 
overruled  it.'" 

§  209.     Double  Taxation 

Vigorous  objections  to  the  validity  of  income  tax  laws  have 
been  based  on  the  ground  that  they  impose,  or  at  least  result 
in,  double  taxation.  And  it  cannot  be  denied  that  this  is  usu- 
ally the  case.  "It  may  safely  be  said  that  the  payment  of  an 
income  tax  almost  necessarily  involves,  in  some  indirect  and 
limited  sense,  the  payment  of  a  double  tax.  For  income,  often- 
er  than  otherwise,  in  some  way,  either  directly  or  indirectly,  is 
derived  from  or  grows  out  of  property  subject  to  taxation."  '^ 
But  though  double  taxation  is  vicious  and  unjust  in  principle, 
and  no  statute  will  be  so  construed  as  to  impose  double  taxes 
if  it  can  reasonably  be  avoided,'^  yet  a  statute  which  produces 
this  result  cannot  be  adjudged  invalid  on  economic  principles, 
nor  unless  it  conflicts  with  some  explicit  provision  of  the  con- 
stitution. This  important  point  is  discussed,  in  relation  to  in- 
come taxation,  by  the  court  in  South  Carolina,  in  the  following 
terms :  "The  next  objection  to  the  act  is  that  it  results  in 
double  taxation.    The  contention  is  that  plaintiff's  income  was 

6  9  Wisconsin  Income  Tax  Law  1911,  §  1087m,  26. 

7  0  State  V.  Frear,  148  Wis.  456,  134  N.  W,  673,  26  Am.  &  Eng.  Ann. 
Cas.  1147. 

iiLott  V.  Hubbard,  44  Ala.  593. 

72  Black,  Const  Law  (3d  edn.)  p.  464, 
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derived  from  dividends  received  upon  his  stock  in  corpora- 
tions chartered  and  doing  business  under  the  laws  of  the  state, 
and  as  these  corporations  had  paid  taxes  on  their  property, 
and  also  on  their  franchises,  a  tax  on  plaintiff's  income  is 
double  taxation.  There  is  much  room  for  discussion  and  dif- 
ference of  opinion  as  to  what  really  amounts  to  double  taxa- 
tion. But  the  weight  of  authority  and  reason  sustains .  the 
taxation  of  shares  of  stock  in  a  corporation  to  the  holder 
thereof,  notwithstanding  the  corporation  has  paid  taxes  on  its 
property  and  also  on  its  franchises.  The  rents  and  profits  de- 
rived from  real  estate,  and  the  products  of  the  farm,  may 
be  taxed,  though  the  land  from  which  they  are  derived  has 
also  been  taxed.  The  profits  of  a  business  may  be  taxed 
though  the  property  in  the  business,  bought  on  credit,  has  been 
taxed  to  the  owner,  and  the  debt  he  owes  therefor  has  been 
taxed  to  the  creditor,  and  the  property  covered  by  mortgage 
may  be  taxed  to  the  owner,  and  the  mortgage  thereon  to  the 
mortgagee.  These  may  be  instances  of  double  taxation  in  one 
sense,  yet  they  are  not  within  the  rule  of  uniformity  and 
equality  prescribed  by  the  constitution,  which  forbids  the  tax- 
ation twice  of  the  same  property  for  the  same  purpose,  while 
other  property,  under  similar  circumstances  and  conditions,  is 
taxed  only  once.  There  is  no  constitutional  inhibition  against 
such  taxation;  and  in  the  absence  of  constitutional  restric- 
tion, the  power  of  the  legislature  to  tax  is  limited  only  by  its 
own  discretion  and  its  responsibility  to  its  constituents.  It  has  , 
been  said  the  power  to  tax  is  an  inherent  right  of  sovereignty,  | 
necessary  to  its  existence,  and  limited  only  by  its  necessities.  I 
We  make  out  no  conclusive  case  against  a  tax  when  we  show 
that  it  reaches  twice  the  same  property  for  the  same  purpose. 
This  may  have  been  intended,  and,  in  many  cases,  at  least  is 
admissible."  '^  The  general  weight  of  authority  undoubtedly 
does  sustain  the  principle  that  a  tax  may  be  levied  on  income 
derived  from  property,  in  the  shape  of  rent  or  otherwise, 
although  the  property  yielding  the  income  is  also  subjected  to 

T3  Alderman  v.  Wells,  85  S.  C.  507,  67  S.  E.  781,  27  L.  R.  A.  (N.  S.) 
864,  21  Am.  &  Bng.  Ann.  Gas.  193. 
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taxation,  and  that  this  does  not  violate  the  rule  against  double 
taxation,  because  the  two  interests  or  species  of  property  are 
distinct  and  severable.''*  It  must  be  admitted,  however,  that 
this  doctrine  does  not  pass  entirely  unchallenged.'"'  And  in 
at  least  one  state  this  very  result  has  been  guarded  against 
by  a  clause  in  the  constitution  which  provides  that  "the  gen- 
eral assembly  may  tax  trades,  professions,  franchises,  and  in- 
comes, provided  that  no  income  shall  be  taxed  when  the 
property  from  which  the  income  is  derived  is  taxed."  '''  On 
the  other  hand  the  constitution  of  another  state  having  an 
income  tax  law  (Wisconsin)  expressly  makes  a  distinction 
between  "property"  and  "income"  and  authorizes  the  taxa- 
tion of  both.  And  the  Supreme  Court  of  that  state,  in  sus- 
taining the  income  tax,  has  remarked:  "It  is  claimed  with 
much  earnestness  and  ability  that  the  act  violates  the  provi- 
sions of  the  fourteenth  amendment  to  the  federal  Constitu- 
tion. One  of  the  contentions  under  this  head  is  that  the 
progressive  features  of  the  act  are  discriminatory,  if  not  abso- 
lutely confiscatory.  Another  contention  is  that  the  act  pro- 
vides for  double  taxation,  and  for  both  reasons  it  is  claimed 
that  it  denies  to  citizens  the  equal  protection  of  the  laws.  It 
is  said  in  support  of  this  contention  that  the  United  States 
Supreme  Court  in  the  Pollock  case  '^  has  held  that  taxation 
of  income  derived  from  land  is  in  fact  taxation  of  the  land 
itself,  hence  that  the  act  provides  for  double  taxation,  first 
of  the  land  in  specie,  and  next  of  the  income  therefrom.    It 

T4  Comstock  V.  Grand  Kapids,  54  Mich.  641,  20  N.  W.  623 ;  Wood- 
ruff V.  Oswego  Starch  Factory,  177  N.  Y.  23,  22  N.  E.  994 ;  Chisholm 
V.  Shields,  21  Ohio  Cir.  Ct.  R.  231;  Memphis  v.  Ensley,  6  Baxt. 
(Tenn.)  553,  32  Am.  Rep.  532. 

75  "We  are  of  the  opinion  that  it  was  not  the  intention  of  the  leg- 
islature to  tax  real  property  under  the  name  of  land,  slaves,  etc., 
and  then  to  tax  under  the  term  of  incomes  the  profits  realized  from 
such  land,  slaves,  etc.  It  would  be  double  taxation  first  to  tax  prop- 
erty to  the  extent  allowed  by  law,  and  then  to  tax  the  profits  derived 
from  such  property."  City  of  New  Orleans  v.  Fassman,  14  La.  Ann. 
865.    And  see  Kennard  v.  Manchester  (N.  H.)  36  Atl.  553. 

7S  Const.  N.  Car.,  art.  5,  §  3. 

77  Pollock  v.  Farmers'  Loan  &  Trust  Co.,  157  U.  S.  429,  15  Sup.  Ct 
673,  39  L.  Ed.  759. 
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seems  that  this  claim  may  be  very  easily  met.  The  question 
in  the  Pollock  case  was  whether  the  taxation  of  rentals  of 
land  was  direct  taxation  within  the  meaning  of  that  term  as 
used  in  the  Constitution  of  the  United  States,  and  it  was  held 
to  be  the  same,  in  substance,  as  a  tax  on  the  land  itself,  and 
hence  a  direct  tax.  This  may  be  admitted  for  the  purposes 
of  the  case,  but  it  does  not  appear  to  in  any  way  decide  the 
question  here  at  issue,  or  even  to  be  very  persuasive.  The 
question  there  was  of  the  power  of  Congress,  under  that  clause 
of  the  federal  Constitution  which  forbids  any  direct  federal 
tax  except  one  levied  in  proportion  to  the  population.  The 
question  here  is  primarily  of  the  power  of  the  legislature 
of  Wisconsin,  under  its  constitution,  to  levy  an  income  tax 
in  addition  to  a  real  estate  tax,  and  secondarily  whether  such 
tax  denies  to  anyone  the  equal  protection  of  the  laws.  The 
inapplicability  of  the  rule  in  the  Pollock  case  to  the  case  here 
presented  seems  so  plain  as  to  require  little  comment.  There 
can  be  no  doubt  of  the  proposition  that  income  taxation  of 
a  progressive  character,  in  addition  to  taxation  of  property, 
is  directly  authorized  by  the  constitution  of  Wisconsin  as 
amended  in  1908.  Words  could  hardly  be  plainer  to  express 
that  idea  than  the  words  used.  From  them  it  clearly  appears 
that  taxation  of  property  and  taxation  of  incomes  are  rec- 
ognized as  two  separate  and  distinct  things  in  the  state  con- 
stitution. Both  may  be  levied,  and  lawfully  levied,  because 
the  constitution  says  so.  However  philosophical  the  argu- 
ment may  be  that  taxation  of  rents  received  from  property 
is  in  effect  taxation  of  the  property  itself,  the  people  of  Wis- 
consin have  said  that  'property'  means  one  thing  and  'income' 
means  another;  in  other  words,  that  income  taxation  is  not 
property  taxation,  as  the  words  are  used  in  the  constitution 
of  Wisconsin."  '* 

On  the  same  principle,  a  tax  laid  upon  the  receipts  or  in- 
come arising  from  the  conduct  of  a  particular  business,  such 
as  that  of  a  banker  or  broker,  is  not  invalid  because  the  law 

"  State  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Eng.  Arm. 
Cas.  1147. 
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of  the  state  also  requires  persons  engaging  in  such  business 
to  take  out  a  Hcense  and  pay  a  fee  therefor,  nor  is  the  im- 
position of  the  tax  on  the  income  an  unconstitutional  inva- 
sion of  the  right  or  privilege  granted  by  the.  license."  And 
so  a  merchant's  income  from  his  business  is  taxable  under 
the  law,  although  he  is  taxed  also  on  his  stock  in  trade.'" 

Questions  of  a  somewhat  different  order  may  arise  when 
it  is  considered  that  the  income  tax  laws  of  two  different 
states,  or  of  a  state  and  the  United  States,  may  bear  upon 
the  same  person  in  respect  to  the  same  income.  But  it  seems 
that  no  constitutional  objection  can  be  based  on  the  fact  that 
two  or  more  independent  sovereignties  subject  the  same  prop- 
erty (subject  to  the  jurisdiction  of  both  or  all)  to  taxation  for 
their  own  separate  purposes.'^  Thus,  it  is  held  that  a  state 
is  none  the  less  etititled  to  tax  the  transfer  of  an  estate  by 
will  or  inheritance  because  some  part  of  the  property  may 
be  in  another  state  and  be  taxable  there  under  the  same  kind 
of  a  statute,  or  because  the  estate  has  already  paid  an  in- 
heritance tax  to  the  United  States.*^  So,  the  tax  imposed  by 
the  federal  income  tax  law  of  1864,  upon  all  dividends  de- 
clared to  stockholders  "as  part  of  the  earnings,  income,  or 
gain  of  any  bank,"  was  held  to  be  assessable  against  the  bank 
for  the  whole  amount  of  dividends  so  declared,  notwithstand- 
ing the  fact  that  it  had  paid  a  sum  to  the  state  of  New  York, 
under  a  statute  of  that  state  imposing  a  tax  against  the  stock- 
holders upon  the  value  of  their  shares,  and  requiring  the  bank 
to  retain  the  amount  thereof  from  the  dividends  due  them, 
until  it  was  made  to  appear  that  their  tax  was  paid.''     And 

'8  Drexel  v.  Commonwealtli,  46  Pa.  St.  31;  Burch  v.  Savannah,  42 
Ga.  596. 

8  0  Wilcox  V.  County  Com'rs  of  Middlesex,  103  Mass.  544. 

81  Both  the  federal  and  state  governments  have  power  to  lay 
taxes  on  the  same  subjects  or  property ;  their  powers  of  taxation 
are  in  this  respect  concurrent.  Lane  County  v.  Oregon,  7  Wall.  71, 
77,  19  L.  Ed.  101. 

8  2  Appeal  of  Hopkins,  77  Conn.  644,  60  Atl.  657;  Matter  of  Daly, 
100  App.  Div.  373,  91  N.  Y.  Supp.  858. 

83  Central  Nat.  Bank  v.  United  States,  137  U.  S.  355,  11  Sup.  Ct. 
126,  34  L.  Ed.  703. 
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that  taxation  of  the  same  property  by  different  governments 
is  neither  unlawful  nor  uncommon  may  further  be  shown  by 
the  following  remarks  of  an  English  judge,  made  in  an  in- 
come tax  case:  "There  could  be  double  taxation  if  the  leg- 
islature distinctly  enacted  it,  but  upon  general  words  of  tax- 
ation, and  when  you  have  to  interpret  a  taxing  act,  you  can- 
not so  interpret  it  as  to  tax  the  subject  twice  over  to  the  same 
tax.  But  it  all  depends  upon  its  being  the  same  tax,  and  as 
the  Attorney  General  has  said,  there  is  nothing  to  prevent 
either  one  legislature,  or  two  legislatures  if  they  have  juris- 
diction over  the  subject-matter,  imposing  different  taxes  upon 
the  same  subject-matter.  Double  taxation  in  one  sense  is 
common  enough  in  the  case  of  these  companies  which  have 
their  head  establishments  in  one  country  and  their  business 
in  another,  although  no  doubt  there  is  always  a  sort  of  griev- 
ance felt  in  reference  to  it."  **  But  although  a  cumulation 
of  taxes  in  this  way  may  be  constitutionally  defensible,  un- 
doubtedly it  sometimes  results  in  very  heavy  burdens.  Under 
the  laws  as  they  stand  at  present,  for  example,  a  person  en- 
gaging in  a  certain  line  of  business  (as,  for  instance,  a  to- 
bacconist) might  be  required  to  pay,  first,  a  license  tax  or  fee 
to  the  United  States,  second,  a  license  tax  or  fee  to  the  mu- 
nicipality where  he  does  business,  third,  a  tax  on  the  building 
in  which  his  business  is  carried  on,  if  he  happens  to  own  it, 
fourth,  a  tax  on  his  stock  in  trade  as  personal  property,  fifth, 
an  income  tax  to  the  United  States,  sixth,  a  tax  on  the  same 
income  to  the  state. 

§  210.     Taxing  Aggregate  Income  of  Family 

Modern  income  tax  laws  have  commonly  provided  that 
only  one  deduction  of  the  amount  allowed  by  statute  as  ex- 
empt shall  be  made  from  the  aggregate  income  of  all  the 
members  of  any  family.  And  the  practical  construction  has 
been  that  this  required  the  head  of  the  family,  in  making  his 
return  for  taxation,  to  add  the  income  of  his  wife  and  minor 
children,  if  any,  to  his  own.     This  has  been  objected  to  on 

8*  Stevens  v.  Durban-Roodepoort  Gold  Min.  Co.,  5  Tax.  Cas.  402. 
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constitutional  grounds  as  making  an  unjust  and  unlawful 
discrimination.  But  the  courts  have  not  taken  that  view. 
Thus,  in  Wisconsin,  it  was  said:  "Objection  is  also  made 
to  the  provision  that  the  income  of  a  wife  living  with  her 
husband  shall  be  added  to  the  income  of  the  husband,  and 
the  income  of  children  under  eighteen  years  of  age  living 
with  their  parent  or  parents  shall  be  added  to  that  of  the 
parent  or  parents.  This  is  another  case  of  classification, 
and  it  is  only  justifiable  in  case  there  is  some  substantial 
difference  of  situation  which  suggests  the  advisability  of  dif- 
ference of  treatment.  We  think  there  clearly  is  such  a  dif- 
ference, in  this :  That  experience  has  demonstrated  that  oth- 
erwise there  will  be  many  opportunities  for  fraud  and  eva- 
sion of  the  law,  which  the  close  relationship  of  husband  and 
wife  or  parent  and  child  make  possible,  if  not  easy.  The 
temptation  to  make  colorable  shifts  and  transfers  of  prop- 
erty in  order  to  secure  double  or  even  triple  exemptions,  if 
there  were  not  some  provision  of  this  kind  in  the  law,  would 
unquestionably  be  very  great.  There  is  no  such  temptation 
or  opportunity  in  the  case  of  the  single  man,  or  the  man  and 
wife  who  are  living  separately."  *° 

§  211.     Validity  of  Graduated  or  Progressive  Tax 

The  constitutions  of  both  Wisconsin  and  South  Carolina 
contain  provisions  authorizing  the  graduation  or  progressive 
increase  of  the  income  tax,  and  in  both  those  states  the 
validity  of  this  feature  of  the  law  has  been  sustained. ""  In 
Wisconsin,  it  was  also  objected  that  such  an  arrangement 
of  the  tax  was  in  conflict  with  the  provision  of  the  fourteenth 
amendment  to  the  federal  constitution  securing  to  all  citi- 
zens the  equal  protection  of  the  laws;  but  the  court  ruled 
otherwise.*'     Moreover,   in  some  of  the  states,  the  inherit- 

SB  state  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Eng.  Ann. 
Cas.  1147. 

8  6  Const.  Wis.,  art.  8,  §  1,  as  amended  in  1908;  Const.  S.  Car.,  art. 
10,  §  1 ;  Alderman  v.  Wells,  85  S.  C.  507,  67  S.  E.  781,  27  L.  R.  A. 
(N.  S.)  864.  21  Am.  &  Eng.  Ann.  Cas.  193. 

8  7  State  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Eng. 
Ann.  Cas.  1147. 
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ance  tax  laws  are  also  progressive,  and  in  at  least  one  it 
has  been  decided  that  there  is  no  constitutional  objection  to 
them  on  that  ground,**  thus  furnishing  at  least  an  argument 
froin  analogy  to  support  the  similar  feature  of  the  income 
tax  law.  The  only  contrary  decision  was  rendered  in  Ha- 
waii, where  the  court  decided  against  the  constitutional  valid- 
ity of  a  graded  income  tax  (enacted  in  1896,  and  much  re- 
sembling the  federal  income  tax  law  of  1894)  on  the  ground 
of  its  being  in  conflict  with  a  provision  of  the  constitution 
that  each  citizen  "shall  be  obliged  to  contribute  his  propor- 
tion or  share"  of  the  expenses  of  government.  The  law  in 
question  exempted  all  incomes  below  $2,000,  allowed  an 
exemption  of  $2,000  on  all  incomes  below  $4,000,  and  taxed 
all  incomes  above  $4,000  without  exemption.  It  was  held 
that  this  was  not  proportional  taxation,  but  unjust  discrim- 
ination.*' 

In  regard  to  the  United  States  law,  where  the  ground  of 
objection,  if  any  there  be,  must  be  found  in  the  federal  con- 
stitution and  not  elsewhere,  it  may  be  remarked  that  the  in- 
come tax  laws  of  1862  and  1864  were  both  graduated,  in  the 
sense  that  they  imposed  a  heavier  tax  upon  incomes  above 
a  certain  figure  than  on  incomes  below  it.  But  apparently 
their  validity  on  this  account  was  never  drawn  in  question. 
The  Supreme  Court  of  the  United  States,  ,  however,  has 
held  that  no  constitutional  objection  to  a  graduated  inherit- 
ance tax  law  can  be  drawn  from  the  provision  of  the  con- 
stitution that  taxes  shall  be  "uniform  throughout  the  United 
States."  For  the  uniformity  in  taxation  required  by  this 
clause  is  not  an  intrinsic  but  a  geographical  uniformity,  and 
the  phrase  is  synonymous  with  the  expression  "to  operate 
generally  throughout  the  United  States."  ""  Probably,  there- 
fore, a  similar  decision  may  be  expected  in  regard  to  the 

8  8  Drew  V.  Tifft,  79  Minn.  175,  81  N.  W.  830,  47  L.  R.  A.  525,  79 
Am.  St.  Eep.  446;  State  v.  Bazille,  97  Minn.  11,  106  N.  W.  93; 
Nunnemacher  v.  State,  129  Wis.  190,  108  N.  W.  627,  9  L.  R.  A.  (N. 
S.)  121,  9  Ann.  Cas.  711. 

8  9  Campbell  v.  Shaw,  11  Hawaii,  112. 

8  0  Knowlton  v.  Moore,  178  U.  S.  41,  20  Sup.  Ct.  747,  44  L.  Ed.  969. 
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validity  of  the  super-tax  imposed  by  the  present  income  tax 
law.»i 

§  212.     Retrospective  Operation  of  Statute 

On  general  principles  and  irrespective  of  explicit  constitu- 
tional limitations,  a  statute  imposing  an  income  tax  may  sub- 
ject to  taxation  the  income  of  the  citizen  for  the  whole  of  the 
current  year  in  which  the  statute  is  passed,  that  is,  not  only 
so  much  of  the  income  as  accrued  from  the  date  of  the  en- 
actment of  the  law  to  the  end  of  the  year,  but  also  that  por- 
tion which  accrued  or  was  earned  from  the  beginning  of  the 
year  to  the  date  of  the  law.  For  the  year's  income  is  treat- 
ed and  considered  as  one  entire  thing,  not  as  made  up  of  sev- 
eral portions  or  items;  And  hence,  although  the  statute 
might  be  called  retrospective  in  its  operation  upon  a  part  of 
the  first  year's  income,  it  is  not  retrospective  in  such  a  sense 
as  to  render  it  unconstitutional. °^  "It  is  clearly  perfectly 
constitutional  as  well  as  expedient,  in  levying  a  tax  upon 
profits  or  income,  to  take  as  the  measure  of  taxation  the 
profits  or  income  of  a  preceding  year.     To  tax  is  legal,  and 

01  The  constitutional  validity  of  the  federal  income  tax  law  of 
1913  was  sustained  by  a  decision  of  the  Supreme  Court  of  the  Dis- 
trict of  Columbia,  in  the  case  of  Dodge  v.  Osborn,  decided  May  14, 
1914,  and  reported  in  Treasury  Decisions  No.  1983,  June  4,  1914,  as 
against  an  objection  that  the  provision  imposing  an  "additional"  tax 
or  super-tax  on  incomes  above  a  certain  amount  was  not  within  the 
powers  of  Congress.  The  suit  was  for  an  injunction  to  restrain 
the  defendant  (Commissioner  of  Internal  Revenue)  from  assessing  the 
plaintiff  in  respect  to  the  super-tax  claimed  to  be  due  from  him. 
Stafford,  J.,  expressed  distinctly  his  opinion  that  the  act  of  Congress 
vifas  not  unconstitutional.  But  at  the  same  time  the  bill  was  dismiss- 
ed on  the  ground  that  the  plaintiff  had  an  adequate  remedy  at  law,  by 
paying  the  tax  and  then  suing  to  recover  it  back  as  having  been 
illegally  exacted,  and  as  it  appeared  that  he  was  abundantly  able  to 
do  this,  it  was  impossible  that  he  would  suffer  any  irreparable  in- 
jury in  consequence  of  being  obliged  to  take  this  course.  The  con- 
stitutional validity  of  this  part  of  the  statute  was  not  necessarily 
involved  in  the  determination  of  the  case. 

82  State  V.  Bell,  61  N.  C.  76;  State  v.  Frear,  148  Wis.  456,  134  N. 
W.  673,  26  Am.  &  Eng.  Ann.  Cas.  1147.  And  see  Billings  v.  United 
States,  232  TJ.  S.  261,  34  Sup.  Ct.  421,  58  L.  Ed.  596 ;  Locke  v.  New 
Orleans,  4  Wall.  172, 18  L.  Ed.  334 ;  People  v.  Spring  Valley  Hydraulic 
Gold  Co.,  92  N.  Y.  383. 
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to  assume  as  a  standard  the  transactions  immediately  prior 
is  certainly  not  unreasonable,  particularly  when  we  find  it 
always  adopted  in  exactly  similar  cases."  "'  "The  right  of 
Congress  to  have  imposed  this  tax  by  a  new  statute,  al- 
though the  measure  of  it  was  governed  by  the  income  of  the 
past  year,  cannot  be  doubted;  much  less  can  it  be  doubted 
that  it  can  impose  such  a  tax  on  the  income  of  the  current 
year,  though  part  of  that  year  had  elapsed  when  the  statute 
was  passed."  °*  So  the  Wisconsin  statute  was  held  not  to 
be  invalid  because  it  included,  as  part  of  the  income  to  be 
taxed  in  the  year  of  its  enactment,  profits  derived  from  the 
sale  of  property  purchased  at  any  time  within  three  years 
previously."' 

But  the  case  is  different  in  regard  to  the  federal  income 
tax.  Until  the  adoption  and  promulgation  of  the  Sixteenth 
Amendment,  Congress  had  no  rightful  power  to  tax  incomes, 
unless  on  condition  that  the  tax  should  be  apportioned 
among  the  several  states.  Hence  if  the  present  statute  had 
attempted  to  tax  the  whole  of  the  citizen's  income  for  the 
year  1913,  it  would  have  included  some  gains  and  profits 
which,  at  the  time  they  were  acquired,  and  when  alone  they 
could  be  described  as  "income,"  were  not  subject  to  the  tax- 
ing power  of  Congress,  except  on  the  condition  mentioned. 
Hence  it  is  provided  that  "for  the  year  ending  December 
thirty-first,  1913,  said  tax  shall  be  computed  on  the  net  in- 
come accruing  from  March  first  to  December  thirty-first, 
1913,  both  dates  inclusive,  after  deducting  five-sixths  only 
of  the  specific  exemptions  and  deductions  herein  provided 
for." 

9  3  Drexel  v.  Commonwealth,  46  Pa.  St.  31. 

0*  Stockdale  v.  Insurance  Companies,  20  Wall.  323,  22  h.  Ed.  348 ; 
Schuylkill  Nav.  Go.  v.  Elliott,  21  Int.  Kev.  Kec.  342,  i'ed.  Cas.  JNo. 
12,497.  But  see  Merchants'  Ins.  Co.  v.  McCartney,  1  Lowell,  447,  12 
Int.  Rev.  Rec.  122,  Fed.  Cas.  No.  9,443,  holding  that  so  much  of  the 
aggregate  of  a  year's  profits  or  gains  as  was  earned  and  acquired 
before  the  taking  effect  of  an  act  of  Congress  imposing  an  income 
tax,  passed  in  that  year,  is  capital,  and  that  which  accrues  after 
that  date  Is  income. 

9  6  state  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Eng.  Ann. 
Cas.  1147. 
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§  213.     Objections  as  to  Title,  Purpose,  and  Mode  of  En- 
actment of  Statute 

The  constitution  of  South  CaroHna  provides  that  no  tax 
shall  be  levied  except  in  pursuance  of  a  law  which  shall  dis- 
tinctly state  the  object  of  the  same,  to  which  object  the  tax 
shall  be  applied.  When  the  income  tax  law  of  that  state 
was  adopted,  in  1897,  its  validity  was  assailed  on  the  ground 
that  it  did  not  comply  with  this  constitutional  provision.  But 
as  the  title  of  the  statute  was  "An  act  to  raise  revenue  for 
the  support  of  the  state  government  by  the  levy  and  collection 
of  a  tax  on  income,"  the  court  had  no  difficulty  whatever 
in  holding  that  it  did  distinctly  state  the  object  to  which  the 
tax  was  to  be  applied.'*  In  the  same  case  it  was  further  held 
that  this  statute  was  not  in  violation  of  another  provision  of 
the  state  constitution  to  the  effect  that  the  General  Assembly 
shall  provide  for  an  annual  tax  sufficient  to  defray  the  esti- 
mated expenses  of  the  state  for  a  year.  It  was  argued  that 
the  income  tax  law  attempted  to  provide  for  taxation  for  more 
than  one  year,  regardless  of  the  estimated  expenses  of  the 
state  for  the  years  in  which  it  should  be  collected.  But  the 
court  held  otherwise,  saying  that  the  tax  is  levied  annually, 
and  is  applied  to  the  expenses  of  the  state  in  the  year  in  which 
it  is  collected,  and 'the  courts  are  bound  to  assume  that  the 
legislature,  in  estimating  the  annual  expenses  of  the  state, 
takes  into  consideration  all  the  sources  of  income  to  the  state, 
including  the  income  tax,  and  fixes  the  general  levy  accord- 
ingly. 

In  regard  to  the  federal  corporation  tax  law  of  1909,  it  ap- 
peared that  the  bill,  introduced  in  and  passed  by  the  House  of 
Representatives,  was  a  general  bill  for  the  collection  of 
revenue,  including,  as  one  of  its  features,  a  plan  of  inheritance 
taxation,  and  that  this  part  was  stricken  out  by  the  Senate 
and  the  corporation  tax  substituted.  And  it  was  argued  that 
this  rendered  the  act  invalid,  since  the  Constitution  provides 
that  all  bills  for  the  raising  of  revenue  shall  originate  in  the 

96  Alderman  v.  Wells,  85  S.  C.  507,  67  S.  B.  781,  27  L.  R.  A.  (JN. 
S.)  864,  21  Am.  &  Eng.  AnD.  Cas.  193. 
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House  of  Representatives.  But  the  court  held  otherwise,  in 
view  of  the  further  provision  of  the  Constitution  that  the 
Senate  may  propose  or  concur  with  amendments  to  revenue 
bills,  as  well  as  other  bills'.'^ 

§  214.     Objections  to  Administrative  Provisions  of  Act 

Statutes  providing  for  the  taxation  of  incomes  have  often 
been  subjected  to  severe  criticism  on  the  ground  that  they 
confide  too  much  authority  and  discretion  to  executive  and 
administrative  officers,  in  regard  to  the  settlement  of  matters 
of  detail,  to  the  construction  of  the  machinery  necessary  for 
the  operation  of  the  law,  and  to  the  making  of  rules  and  regu- 
lations for  its  enforcement.  But  it  may  now  be  regarded 
as  a  settled  principle  of  constitutional  law  that,  although 
a  legislative  body  cannot  delegate  its  power  to  make  laws,  yet, 
having  enacted  statutes,  it  may  invest  executive  officers  or 
boards  or  commissions  created  for  the  purpose  with  authority 
to  make  rules  and  regulations  for  the  practical  administra- 
tion of  such  statutes  in  matters  of  detail  and  to  enforce  the 
same,  and  also  to  determine  the  existence  of  the  facts  or 
conditions  on  which  the  application  of  the  law  depends.  And 
"there  is  a  marked  and  increasing  tendency  to  leave  more 
and  more  of  what  may  be  called  the  detail  of  legislation  to 
such  officers  and  commissions,  the  legislature  settling  the 
general  policy  and  outline  of  the  laws  on  a  given  subject, 
and  confiding  to  administrative  agencies  the  work  of  erecting 
the  machinery  necessary  for  their  practical  operation  and 
their  application  in  particular  cases."  °°  For  this  reason  it 
is  thought  that  no  valid  objection  to  the  federal  income  tax 
law  can  be  based  upon  the  authority  which  it  intrusts  to  the 


97  Flint  V.  Stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  U 
Ed.  389. 

8  8  Black,  Const.  Law  {3d  edn.)  pp.  96,  97,  and  cases  there  cited. 
See,  particularly,  Union  Bridge  Co.  v.  United  States,  204  U.  S.  364, 
27  Sup.  Ct.  367,  51  L.  Ed.  528 ;  Field  v.  Clark,  143  U.  S.  649,  12  Sup. 
Ct.  495,  36  L.  Ed.  294;  Coopersville  Co-operative  Creamery  Co.  v. 
Lemon,  163  Fed.  145,  89  C.  C.  A.  595;    In  re  Huttman,  70  Fed.  699. 
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Commissioner  of  Internal  Revenue,  with  respect  to  prescribing 
forms  and  making  rules  and  regulations  on  various  matters 
of  administration,  more  especially  as  it  does  not  go  nearly 
so  far  in  this  regard  as  some  of  the  earlier  acts  of  Congress 
on  the  same  subject,  which  were  never  successfully  challenged 
on  this  ground.  For  similar  reasons,  the  Wisconsin  statute 
was  upheld  against  the  objection  that  it  unconstitutionally  au- 
thorized the  state  tax  commission  to  appoint  the  income  tax 
assessors.  The  court  held  that  this  wa^  not  invalid  either  as 
a  delegation  of  legislative  power  to  the  commission  or  as  vio- 
lating the  constitutional  guaranties  of  local  self-government."" 
Objection  is  also  made  to  those  provisions  commonly  found 
in  income  tax  laws  which  require  the  citizen  to  disclose  the 
sources  and  amount  of  his  income  in  sworn  returns,  which, 
under  certain  conditions,  are  open  to  the  inspection  of  the 
public,  or  which  require  him  to  open  his  books  and  papers  to 
the  examination  of  the  revenue  officers  or  submit  to  interro- 
gation concerning  his  business  affairs.  Such  provisions,  it  is 
argued,  amount  to  authorizing  "unreasonable  searches  and 
seizures,"  and  moreover,  in  view  of  the  possible  use  of  in- 
formation thus  obtained,  they  may  compel  the  individual  to 
furnish  evidence  against  himself  in  a  criminal  proceeding. 
But  no  decision  sustaining  such  objections  as  these  has  been 
found.  On  the  contrary  the  courts  hold  that  such  provisions 
cannot  be  brought  within  the  reasonable  intendment  of  the 
constitutional  guaranties  referred  to,  that  similar  provisions 
are  already  very  common  in  the  tax  laws  of  various  states 
and  have  always  been  acquiesced  in,  or  at  least,  not  success- 
fully attacked,  and  that,  as  to  the  matter  of  self-crimination, 
even  if  such  a  result  could  follow  from  the  enforcement  of 
any  provision  of  an  income  tax  law,  it  would  be  no  ground 
for  adjudging  the  whole  statute  unconstitutional,  but  only  a 
matter  to  be  pleaded  by  the  individual  in  his  own  behalf 
when  a  criminal  proceeding  shall  actually  be  brought  against 

99  State  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Jing.  Ann. 
Cas.  1147. 
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him  and  an  attempt  actually  made  to  use  against  him  evidence 
thus  extorted.'^'"' 

§  215.     Apportionment  of  Federal  Income  Tax 

The  United  States  income  tax  law  of  1894  was  adjudged 
unconstitutional  on  the  ground  that  it  was  a  "direct"  tax  with- 
in the  meaning  of  the  Constitution  of  the  United  States  and 
yet  was  not  "apportioned  among  the  several  states"  as  that 
instrument  requires. ^°^  The  corporation  tax  law  of  1909  was 
also  not  apportioned  among  the  states,  but  its  validity  was 
sustained  by  the  Supreme  Court,  on  the  ground  that  it  was  not 
a  direct  tax  upon  the  income  of  corporations,  but  an  excise 
tax  upon  the  conducting  or  carrying  on  of  business  in  a  cor- 
porate capacity,  and  that  there  is  nothing  in  the  Constitution 
requiring  excise  taxes  to  be  apportioned  according  to  popula- 
tion.^"^ So  far  as  regards  the  present  income  tax  law,  and  any 
future  law  of  the  same  character,  the  necessity  of  apportion- 
ment is  dispensed  with  by  the  Sixteenth  Amendment  to  the 
Constitution,  which  provides  that  "the  Congress  shall  have 
power  to  lay  and  collect  taxes  on  incomes,  from  whatever 
source  derived,  without  apportionment  among  the  several 
states,  and  without  regard  to  any  censvis  or  enumeration." 

100  Flint  y.  Stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  L. 
Ed.  389;  Peacock  v.  Pratt,  121  Fed.  772;  Co-operative  Building  & 
Loan  Ass'n  v.  State,  156  Ind.  463,  60  N.  B.  146.  And  see  Interstate 
Commerce  Commission  v.  Brimson,  154  TJ.  S.  447,  14  Sup.  Ct.  1125,  38 
L.  Ed.  1047;  In  re  Phillips,  10  Int.  Kev.  liec.  107,  Fed.  Cas.  No. 
11,097;  Perry  v.  Newsome,  10  Int.  Rev.  Rec.  20,  Ji'ed.  Cas.  No.  11,- 
009 ;  In  re  Lippman,  3  Ben.  95,  Fed.  Cas.  No.  8,382 ;  In  re  Strouse, 
1  Sawy.  605,  Fed.  Cas.  No.  13,548 ;  Matter  of  Meador,  1  Abb.  U.  S. 
317,  Fed.  Cas.  No.  9,375.  But  compare  Boyd  v.  United  States,  116  V. 
S.  616,  6  Sup.  Ct.  524,  29  L.  Ed.  746 ;  In  re  Pacific  Railway  Commis- 
sion, 32  Fed.  241 ;  People  v.  Reardon,  197  N.  Y.  236,  90  N.  E.  829,  27 
Li.  R.  a.  (N.  S.)  141,  134  Am.  St.  Rep.  871 ;  Robson  v.  Doyle,  191  111. 
566,  61  N.  E.  435. 

101  Pollock  V.  Farmers'  Loan  &  Trust  Co.,  157  U.  S.  429,  15  Sup. 
Ct.  673,  39  L.  Ed.  759;  s.  c,  158  U.  S.  601,  15  Sup.  Ct.  912,  39  L.  Ed. 
1108. 

102  Flint  V.  Stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  L. 
Ed.  389 ;  Anderson  v.  Morris  &  E.  R.  Co.,  216  Fed.  83. 
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§  216.     Constitutional  Objections  to  Penalties  Imposed 

Where  the  penalties  imposed  by  any  statute,  to  be  visited 
upon  those  who  may  violate  its  provisions,  are  of  such  severity 
as  to  terrorize  those  coming  within  the  terms  of  the  law,  and 
to  deter  them  from  bringing  actions  in  the  courts  to  test  its 
validity,  it  is  held  to  be  unconstitutional,  at  least  in  this  respect, 
both  as  depriving  such  persons  of  their  property  without  due 
process  of  law  and  as  denying  them  the  equal  protection  of  the 
laws.  "It  is  unlawful  to  prevent  or  penalize  the  resistance  of 
persons  or  corporations  to  laws  which  they  may  deem  injurious 
or  oppressive,  by  visiting  them,  on  their  attempt  to  do  so,  with 
such  excessive  and  ruinous  penalties  or  such  a  multiplicity  of 
prosecutions  or  such  danger  of  heavy  fines  and  imprisonment 
as  to  intimidate  them  and  prevent  them  from  seeking  relief  in 
the  courts ;  this  amounts  to  denying  the  equal  protection  of  the 
laws."  ^'"  It  may  be  gravely  doubted  whether  these  considera- 
tions are  not  applicable  to  the  federal  income  tax  law  of  1913, 
:since  (to  take  a  single  illustration)  a  corporation  which  simply 
fails  to  make  its  return  under  that  statute  in  due  season  is  lia- 
"ble  to  a  fine  of  as  much  as  ten  thousand  dollars  and  also  to 
Tiave  its  assessment  increased  by  fifty  per  cent.  In  so  far,  how- 
ever, as  the  matter  has  yet  been  adjudicated,  the  statute  has 
been  upheld.  In  a  case  in  the  United  States  District  Court  for 
the  Southern  District  of  New  York,^"*  the  constitutionality  of 
the  corporation  excise  tax  law  of  1909  was  assailed  on  the 
ground  that  the  penalty  provided  for  failure  to  make  a  return 
(from  $1,000  to  $10,000)  was  so  excessive  as  practically  to  pro- 
hibit any  contest  in  the  courts.  But  the  court  ruled  otherwise. 
Hand,  J.,  said :  "As  to  the  constitutionality  of  the  act  the  only 

103  Black,  Const.  Law  (3d  edn.)  p.  545;  Ex  parte  Young,  209  U. 
S.  123,  28  Sup.  Ct.  441,  52  L.  Ed.  714,  13  L.  R.  A.  (N.  S.)  932,  14  Ann. 
Cas.  764 ;  Mercantile  Trust  Co.  v.  Texas  &  P.  Ky.  Co.,  216  H'ed.  225 ; 
Central  of  Georgia  E.  Co.  v.  Railroad  Commission  of  Alabama,  161 
Fed.  925 ;  Consolidated  Gas  Co.  v.  New  York,  157  Fed.  849 ;  Ex  parte 
Wood,  155  Fed.  190;  Bonnett  v.  Vallier,  136  Wis.  193,  116  JM.  W. 
885,  17  L.  R.  A.  (N.  S.)  486,  128  Am.  St.  Rep.  1061. 

104  United  States  v.  Surprise  Five,  Ten,  and  Nineteen  Cent  Store 
■.(June,  1913),  Treasury  Decisions  No.  1864. 
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suggestion  is  that  it  makes  reasonable  contest  impossible  be- 
cause of  the  penalties  imposed  for  disobedience.  Cases  like 
Ex  parte  Young,  209  U.  S.  123,  28  Sup.  Ct.  441  [52  h.  Ed.  714, 
13  L.  R.  A.  (N.  S.)  932,  14  Ann.  Cas.  764],  must  not  be  pressed 
too  far.  In  that  case  the  penalties  were  not  less  than  $5,000  for 
every  passenger  carried  at  more  than  two  cents  a  mile.  By  the 
time  the  cause  could  be  finally  determined,  the  aggregate  of 
fines  would  have  destroyed  the  carrier.  The  court  thought 
that  the  measures  actually  operated — and  perhaps  were  de- 
signed— ^to  prevent  any  contest.  The  penalties  here  are  not 
disproportionate  to  an  enforcement  of  the  act,  and  the  mini- 
mum not  unreasonable  for  an  honest  contest  if  it  involves  sub- 
stantial interests."  But  it  cannot  be  conceded  that  this  single 
decision  is  sufficient  to  set  the  question  at  rest. 
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CHAPTER  VII 

CONSTRUCTION    OF    STATUTES    IMPOSING    INCOME   TAXES 

§  217.  Rule  of  Strict  Construction. 

218.  Statutes  in  Pari  Materia. 

219.  Associated  Words  and  Phrases. 

220.  Departmental  Construction. 

§  217.     Rule  of  Strict  Construction 

It  is  a  rule  sanctioned  by  many  authorities,  and  particularly 
with  reference  to  the  revenue  laws  of  the  United  States,  that  a 
statute  imposing  taxes  is  to  be  construed  strictly  against  the 
government  and  in  favor  of  the  taxpayer,  and  that  no  person 
and  no  property  is  to  be  included  within  its  scope  unless  ex- 
plicitly placed  there  by  the  clear  language  of  the  statute,  and 
no  heavier  burdens  imposed  than  the  plain  meaning  of  its 
terms  will  warrant. "^  Thus,  it  has  been  said:  "It  is  an  old 
and  familiar  rule  of  the  English  courts,  applicable  to  all  forms 
of  taxation  and  particularly  special  taxes,  that  the  sovereign  is 
bound  to  express  its  intention  to  tax  in  clear  and  unambiguous 
language,  and  that  a  liberal  construction  be  given  to  words  of 
exception  confining  the  operation  of  duty.  *  *  *  We  have 
ourselves  had  repeated  occasion  to  hold  that  the  customs  rev- 
enue laws  should  be  liberally  interpreted  in  favor  of  the  im- 

1  American  Net  &  Twine  Co.  v.  Wortliington,  141  U.  S.  468,  12 
Sup.  Ct.  55,  35  L.  Ed.  821 ;  Benziger  v.  United  States,  192  U.  S.  38, 
24  Sup.  Ct.  189,  48  L.  Ed.  331 ;  Spreckels  Sugar  Co.  v.  McClain,  192 
U.  S.  397,  24  Sup.  Ct.  376,  48  L.  Ed.  496 ;  Eidman  v.  Martinez,  184 
U.  S.  578,  22  Sup.  Ct.  515,  46  L.  Ed.  697 ;  Parkview  Building  &  Loan 
Ass'n  V.  Herold,  203  Fed.  876 ;  Mutual  Benefit  Life  Ins.  Co.  v.  Her- 
old,  198  Fed.  199 ;  Missouri,  K.  &  T.  Ry.  Co.  v.  Meyer,  204  Fed.  140 ; 
United  States  v.  Wigglesworth,  2  Story,  369,  Fed.  Cas.  No.  16,690; 
Rice  V.  United  States,  53  Fed.  910,  4  0.  C.  A.  104 ;  United  States  v. 
Watts,  1  Bond,  580,  Fed.  Cas.  No.  16,653;  Powers  v.  Barney,  5 
Blatchf.  202,  Fed.  Cas.  No.  11,361 ;  Vicksburg  &  M.  R.  Co.  v.  State, 
62  Miss.  105 ;  Matter  of  Will  of  Vassar,  127  N.  Y.  1,  12,  27  N.  E.  394 ; 
Anderson  v.  Morris  &  E.  R.  Co.,  216  Fed.  83;  Forty-Two  Broadway 
Co.  V.  Anderson,  209  I'ed.  991 ;  Lott  v.  Ross,  38  Ala.  156.  Compare 
John  J.  Sesnon  Co.  v.  United  States,  182  Fed.  573,  105  0.  C.  A.  111. 
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porter,  and  that  the  intent  of  Congress  to  impose  or  increase  a 
tax  upon  imports  should  be  expressed  in  clear  and  unambiguous 
language."  ^  "It  is  a  general  rule,  in  the  interpretation  of  all 
statutes  levying  taxes  or  duties  upon  subjects  or  citizens,  not 
to  extend  their  provisions  by  implication  beyond  the  clear  im- 
port of  the  language  used,  or  to  enlarge  their  operation  so  as 
to  embrace  matters  not  specifically  pointed  out,  although  stand- 
ing upon  a  close  analogy.  In  every  case,  therefore,  of  doubt, 
such  statutes  are  construed  most  strongly  against  the  govern- 
ment and  in  favor  of  the  subjects  or  citizens,  because  burdens 
are  not  to  be  imposed,  nor  presumed  to  be  imposed,  beyond 
what  the  statute  expressly  and  clearly  imports."  ^  "If  the  con- 
sideration thus  given  to  the  case  still  leaves  the  matter  in  doubt, 
there  should  be  applied  the  well-settled  rule  that  the  citizen  is 
exempt  from  taxation,  unless  the  same  is  imposed  by  clear  and 
unequivocal  language,  and  that,  if  there  is  a  fair  doubt  as  to 
the  construction  of  an  act  imposing  taxation,  the  doubt  should 
be  resolved  in  favor  of  those  upon  whom  the  tax  is  sought  to 
be  laid."  *  And  again,  it  is  a  "conceded  principle  that  taxes 
must  be  imposed  by  law,  and  that  the  law  should  be  construed 
favorably  to  the  taxpayer  and  not  extended  by  implication  be- 
yond its  clear  intent."  ^  And  so,  "at  the  outset  it  may  be  re- 
marked that  a  statute  providing  for  the  imposition  of  taxes  is 
to  be  strictly  construed,  and  all  reasonable  doubts  in  respect 
thereto  resolved  against  the  government  and  in  favor  of  the 
citizen.  This  principle  is  so  well  established  that  the  citation 
of  any  considerable  number  of  authorities  in  its  support  is  un- 
necessary." " 

Applying  these  principles  to  the  specific  case  of  income  tax- 
ation, the  rule  may  be  deduced  that  only  those  persons  and 
corporations  are  subject  to  the  payment  of  the  income  tax  who 
are  specially  described  in  the  statute  authorizing  it  or  clearly 

2  Eidman  v.  Martinez,  184  V.  S.  578,  22  Sup.  Ct.  515,  46  L.  Ed.  697. 

3  United  States  v.  Wigglesworth,  2  Story,  369,  Fed.  Cas.  No.  16,- 
690. 

*  Parkview  Building  &  Loan  Ass'n  v.  Herold,  20.3  Fed.  876. 
6  Missouri,  K.  &  T.  Ry.  Go.  v.  Meyer,  204  Fed.  140. 
6  Mutual  Benefit  Life  Ins.  Co.  v.  Herold,  198  Fed.  199. 
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within  the  meaning  of  the  general  terms  which  it  employs,  and 
that  if  any  substantial  and  reasonable  doubt  arises  as  to  wheth- 
er any  particular  fund  or  kind  or  class  of  gain  or  acquisition 
constitutes  taxable  "income"  within  the  meaning  of  the  law, 
it  is  to  be  resolved  in  favor  of  the  taxpayer  and  not  in  favor 
of  the  government.  And  so  the  authorities  hold.'  Thus,  in 
regard  to  the  federal  corporation  tax  law  of  1909,  it  was  said 
that  this  statute,  "levying  as  it  does  a  tax  upon  the  citizen, 
must  be  strictly  construed;  it  cannot  be  enlarged  by  con- 
struction to  cover  matters  not  clearly  within  its  import. 
The  question  is  not  what  Congress  might  have  done  or 
should  have  done,  but  what  it  actually  did  do.  When  this 
is  ascertained,  the  duty  of  the  court  is  accomplished."  * 
And  this  view  is  further  strengthened  by  the  consideration 
that  the  same  rule  has  come  to  be  accepted  and  applied 
in  the  case  of  the  laws  taxing  inheritances  and  successions, 
which  furnish  the  nearest  analogy  to  an  income  tax  law. 
Such  a  statute,  it  is  held,  must  be  construed  strictly  against  the 
state  or  the  government  and  in  favor  of  the  taxpayer,  and  a 
doubt  as  to  the  taxability  of  a  particular  fund  should  be  re- 
solved in  favor  of  the  citizen.' 

§  218.     Statutes  in  Pari  Materia 

It  is  a  fundamental  rule  in  the  interpretation  of  statutes  that 
acts  in  pari  materia  are  to  be  read  and  construed  together. 
The  reasons  for  this  rule  have  been  explained  by  the  present 
writer  in  another  volume,  as  follows :  "All  the  enactments  of 
the  same  legislature  on  the  same  general  subject-matter  are 
to  be  regarded  as  parts  of  one  uniform  system.  Later  stat- 
utes are  considered  as  supplementary  or  complementary  to  the 

f  Porman  v.  Board  of  Assessors,  35  La.  Ann.  825 ;  Lining  v. 
Charleston,  1  McCord  (S.  C.)  345;  Robson  v.  Reglna,  4  Terr.  Law 
Rep.  (Canada)  80. 

8  Pennsylvania  Steel  Co.  v.  New  York  City  Ry.  Co.,  198  Fed.  774, 
117  C.  C.  A.  556. 

9  Eidman  v.  Martinez,  184  U.  S.  578,  22  Sup.  Ct.  515,  46  L.  Ed.  697 ; 
In  re  Harbeck's  Will,  161  N.  Y.  211,  55  N.  E.  850 ;  In  re  Kimberly's 
Estate,  27  App.  Div.  470,  50  N.  Y.  Supp.  586 ;  People  v.  Koenlg,  37 
Colo.  283,  85  Pac.  1129 ;    State  v.  Bazille,  97  Minn.  11,  106  N.  W.  93. 
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earlier  enactments.  In  the  course  of  the  entire  legislative 
dealing  with  the  subject  we  are  to  discover  the  progressive 
development  of  a  uniform  and  consistent  design,  or  else  the 
continued  modification  and  adaptation  of  the  original  design 
to  apply  it  to  changing  conditions  or  circumstances.  In  the 
passage  of  each  act,  the  legislative  body  must  be  supposed  to 
have  had  in  mind  and  in  contemplation  the  existing  legisla- 
tion on  the  same  subject  and  to  have  shaped  its  new  enact- 
ment with  reference  thereto.  Hence  the  same  principle  which 
requires  us  to  study  the  context  for  the  meaning  of  a  par- 
ticular phrase  or  provision,  and  which  directs  us  to  compare 
all  the  several  parts  of  the  same  statute,  only  takes  on  a  broad- 
er scope  vfhen  it  bids  us  read  together,  and  with  reference  to 
each  other,  all  statutes  in  pari  materia.  Whatever  is  ambig- 
uous or  obscure  in  a  given  statute  will  be  best  explained  by  a 
consideration  of  analogous  provisions  in  other  acts  relating 
to  the  same  subject,  or  by  a  study  of  the  general  policy  which 
pervades  the  whole  system  of  legislation.  Secondly,  the  rule 
derives  support  from  the  principle  which  requires  that  the  in- 
terpretation of  a  statute  shall  be  such,  if  possible,  as  to  avoid 
any  repugnancy  or  inconsistency  between  enactments  of  the 
same  legislature.  To  achieve  this  result  it  is  necessary  to  con- 
sider all  previous  acts  relating  to  the  same  matters,  and  to 
construe  the  act  in  hand  so  as  to  avoid,  as  far  as  it  may  be  pos- 
sible, any  conflict  between  them.  Hence,  for  example,  where 
the  legislature  has  used  a  word  in  a  statute  in  one  sense  and 
with  one  meaning,  and  subsequently  uses  the  same  word  in 
legislating  on  the  same  subject-matter,  it  will  be  understood 
as  using  the  word  in  the  same  sense,  unless  there  is  something 
in  the  context  or  in  the  nature  of  things  to  indicate  that  it  in- 
tended a  different  meaning  thereby."  ^''  And  it  is  said  that 
the  rule  of  construction  by  the  aid  of  statutes  in  pari  materia 
is  especially  applicable  in  the  case  of  revenue  laws,  which, 
though  made  up  of  independent  enactments,  are  regarded  as 
one  system,  in  which  the  construction  of  any  separate  act  may 
be  aided  by  the  examination  of  other  provisions  which  com- 

10  Black,  Interpretation  of  Laws  (2d  eOn.)  pp.  332-334. 
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pose  the  system.^^  And  it  is  not  necessary  to  the  application 
of  this  rule  that  the  earlier  act  should  still  continue  in  force. 
Although  it  may  have  expired  by  its  own  limitation,  or  though 
it  may  have  been  expressly  or  impliedly  repealed,  still  it  is  to 
be  considered  and  read  as  explanatory  of  the  later  enact- 
ment.^^ It  has  been  held,  however,  in  one  case,  that  where  a 
personal  tax  law  imposes  a  tax  on  a  certain  occupation,  with- 
out defining  it,  it  is  doubtful  whether  the  court,  in  construing 
it,  can  look  to  old  and  repealed  tax  laws,  which  define  such 
occupation,  to  ascertain  the  legislative  meaning.'-' 

Now  it  has  been  held  that  all  the  successive  acts  of  Congress 
from  1861  to  1867,  imposing  income  taxes,  are  in  pari  materia, 
and  are  to  be  construed  as  one  continuous  enactment.'-*  And 
of  course  this  doctrine  may  be  expanded  so  as  to  include  the 
acts  of  Congress  of  1894,  1909,  and  1913.  (It  is  chiefly  for 
this  reason  that  all  these  various  enactments  have  been  printed 
in  full  in  the  appendix  to  this  volume,  where  they  may  be 
studied  and  compared  at  length.)  And  it  follows  that  it  will 
be  a  legitimate  method  of  construing  the  present  income  tax 
law,  in  cases  where  its  language  in  relation  to  a  particular 
point  or  subject  is  obscure,  confusing,  or  unintelligible,  to 
compare  it  with  the  corresponding  provisions  on  the  same  point 
in  the  earlier  acts,  which  may  be  more  clear  and  precise,  and 
to  presume  that  Congress  intended  its  words  to  be  understood 
in  the  same  sense  as  before,  unless  there  is  such  a  distinct 
change  of  language  as  to  compel  the  inference  that  a  change 
in  legislation  was  certainly  intended.  So  likewise,  the  income 
tax  law  of  any  given  state  is  to  be  read  and  compared,  not  only 
with  previous  income  tax  laws,  if  any,  but  also  with  all  the 
other  revenue  laws  of  the  same  state,  each  serving  to  illumi- 
nate and  explain  the  others,  in  cases  where  their  provisions 
touch  or  coincide,  and  where  any  substantial  doubt  arises  from 
the  ambiguity  of  the  language  employed. 

11  United  States  v.  ColUer,  3  Blatchf.  325,  Fed.  Gas.  No.  14,833. 

12  King  V.  Loxdale,  1  Burr.  445;    Southern  Ry.  Co.  v.  McNeill,  155 
Fed.  756. 

13  Lockwood  v.  District  of  Columbia,  24  App.  D.  C.  569. 

1*  United  States  v.  Smith,  1  Sa-wy.  277,  Fed.  Gas.  No.  16,341. 
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§  219.     Associated  Words  and  Phrases 

It  is  another  ancient  and  fundamental  rule  in  the  construc- 
tion of  statutes  that  the  meaning  of  a  doubtful  word  or  phrase 
may  be  ascertained  by  reference  to  the  meaning  of  other  words 
or  phrases  with  which  it  is  associated,  and  that,  where  several 
things  are  referred  to,  they  are  presumed  to  be  of  the  same 
class,  when  connected  by  a  copulative  conjunction,  unless  a 
contrary  intent  plainly  appears.  ^^  For  example,  all  the  acts 
of  Congress  on  the  subject  of  income  taxation,  from  1862  to 
the  present  time,  have  associated  together  the  words  "gains," 
"profits,''  and  "income"  as  descriptive  of  the  subject  taxed, 
and  the  same  is  true  of  the  income  tax  laws  of  some  of  the 
states.  These  words  may  be  traced  far  back  in  the  history 
of  English  taxation.  The  original  income  tax  law  of  that 
country,  enacted  in  1799,  imposed  a  tax  on  "income"  by  that 
name,  but  the  acts  of  1842  and  1853  introduced  the  associated 
terms  "profits  and  gains,"  whence  they  were  apparently  bor- 
rowed by  Congress  in  framing  the  act  of  1862,  and  have  since 
persisted  in  use.  Applying  the  rule  above  stated,  we  are  jus- 
tified in  asserting  the  following  principles  as  applicable  to  the 
interpretation  of  the  phrase  in  question:  If  it  is  doubtful 
whether  or  not  a  particular  fund  or  acquisition  is  taxable  as 
"income,"  under  the  statute,  it  is  not  taxable  unless  it  is  in- 
come in  the  nature  of  "gain"  or  "profit."  If  any  item  is  clear- 
ly included  in  the  description  of  "gains"  yet  it  is  not  taxable 
unless  it  is  a  gain  in  the  nature  of  "income"  or  "profit."  And 
although  the  disputed  item  may  be  certainly  a  "profit,"  in  one 
sense  of  the  word,  yet  it  is  not  taxable  unless  it  be  a  profit  ac- 
cruing by  way  of  "gain"  or  "income." 

§  220.     Departmental  Construction 

The  executive  and  administrative  officers  of  the  government 
are  bound  to  give  effect  to  the  laws  which  regulate  their  du- 
ties and  define  the  sphere  of  their  activities,  and  in  so  doing, 
they  must  necessarily  put  their  own  construction  upon  such 
acts.     Particularly  when  a  new  statute  goes  into  effect,  if  it 

15  Black,  Interpretation  of  Laws  (2d  edn.)  p.  194. 
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shall  be  found  to  contain  obscurities,  ambiguities,  or  words  or 
phrases  of  doubtful  meaning,  the  necessity  of  carrying  it  into 
practical  operation  will  compel  these  officers  to  resolve  doubts 
and  put  an  interpretation  upon  the  statute,  at  least  provisional- 
ly. When  questions  concerning  the  meaning  or  scope  of  the 
law  shall  have  been  submitted  to  the  courts  and  judicially  de- 
cided, the  officers  of  the  executive  department  will  of  course  be 
bound  to  accept  and  abide  by  those  decisions.  And  the  officers 
of  the  United  States  Treasury  Department  feel  themselves 
obliged  to  accept  and  defer  to  the  opinions  rendered  by  the 
Attorney  General,  though  this  may  involve  the  reversal  of  their 
own  previous,  rulings.^'  But  in  advance  of  such  judicial  con- 
structions or  official  advice,  the  administrative  officers  must 
interpret  the  statutes  for  themselves  and  to  the  best  of  their 
own  abilities. ^^  Hence  it  may  often  happen,  and  in  connec- 
tion with  revenue  laws  no  less  than  other  classes  of  statutes, 
that  the  courts,  when  called  upon  to  decide  cases  involving 
questions  of  construction,  will  have  their  attention  directed  to 
a  uniform  practical  construction  put  upon  such  acts  by  the  ex- 
ecutive officers  for  their  own  guidance,  and  under  which  offi- 
cial action  has  been  regulated  and  rights  fixed.  This  practical 
construction  is  in  no  case  binding  on  the  courts.  But  it  has 
come  to  be  a  well-settled  rule  that  great  weight  should  be 
given  to  the  construction  placed  upon  a  statute  whose  meaning 
is  doubtful  by  the  department  charged  with  its  execution,  and 
that  if  such  construction  has  been  made  the  basis  of  constant 
and  uniform  practice  on  the  part  of  the  administrative  officers, 
especially  for  a  considerable  period  of  time,  and  has  been  gen- 
erally acquiesced  in,  not  having  been  challenged  by  suit  or  oth- 
er legal  proceedings,  it  ought  not  to  be  departed  from  by  the 
courts  unless  there  are  very  strong  reasons  for  so  doing.^' 

16  For  an  instance  of  the  Commissioner  of  Internal  Revenue  revok- 
ing one  of  his  previous  rulings,  in  deference  to  an  opinion  rendered 
by  the  Attorney  General,  in  regard  to  the  taxability  of  interest  on 
bonds  of  irrigation  districts  or  other  "special  assessment  districts," 
under  the  present  income  tax  law,  see,  supra,  §  141. 

17  United  States  v.  Lytle,  5  McLean,  9,  Fed.  Cas.  No.  15,652. 

18  United  States  v.  Cerecedo  Hermanos  y  Compania,  209  U.  S.  337, 
28  Sup.  Ct.  532,  52  L.  Ed.  821 ;  Robertson  v.  Downing,  127  U.  S.  607,  8 
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But  the  reasons  for  this  rule  do  not  rest  upon  any  supposed 
authority  on  the  part  of  officers  to  interpret  the  statute,  but 
upon  the  practical  considerations  which  should  deter  the  courts 
from  upsetting  an  established  rule  or  custom.  Hence,  if  the 
statute  to  be  construed  is  a  recent  one,  so  that  official  action 
cannot  be  seriously  deranged,  nor  private  rights  be  very  much 
affected,  by  a  change  in  its  interpretation,  the  mere  fact  that 
administrative  officers  have  begun  to  read  it  in  a  certain  way 
or  to  base  their  actions  under  it  upon  a  certain  interpretation, 
will  have  very  little  weight  or  influence  with  the  courts.^^ 
And  it  has  been  held  that  the  construction  given  to  an  inter- 
nal revenue  act  by  the  Commissioner  of  Internal  Revenue, 
though  officially  published,  is  not  a  construction  of  so  much 
weight  or  dignity  that  a  re-enactment  of  the  statute  subsequent 
to  the  construction  is  to  be  regarded  as  a  legislative  adoption 
of  that  construction,  particularly  where  the  result  would  be 
to  raise  a  conflict  between  different  parts  of  the  statute  or  be- 
tween a  proviso  and  the  body  of  the  act.^" 

Sup.  Ct.  1328,  32  L.  Ed.  269 ;  United  States  v.  Healey,  160  U.  S.  136, 
16  Sup.  Ct.  247,  40  L.  Ed.  369;  Stuart  v.  Laird,  1  Cranch,  299,  2 
L.  Ed.  115. 

i»Ewing  V.  AInger,  97  Mich.  381,  56  N.  W.  767;  Employers'  Lia- 
bility Assur.  Co.  V.  Commissioner  of  Insurance,  64  Mich.  614,  31  N.  W. 
542. 

20  Dollar  Sav.  Bank  v.  United  States,  19  Wall.  227,  22  L.  Ed.  80. 
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CHAPTER  VIII 
WHAT  CONSTITUTES  TAXABLE  INCOME 

i  221.  General  Definitions  of  "Income." 

222.  Statutory  and  Official  Definitions  of  Gross  and  Net  Income. 

223.  Official  Definitions  of  Gross  Income  of  Corporations. 

224.  "Profits"  and  "Gains"  Compared  and  Distingulslied. 

225.  Income  Derived  from  "Any  Source  Whatever." 

226.  Change  or  Substitution  of  Capital  Distinguished. 

227.  Kent  of  Land  and  Royalties. 

228.  Rental  Value  of  Residence. 

229.  Salaries  and  Earnings  from  Professions  and  Trades. 

230.  Pensions,  Gifts,  Prizes,  and  Awards. 

231.  Legacies  and  Inheritances. 

232.  Products  of  Agriculture  or  Stock-Kaising. 

233.  Produce  of  Mines  and  Oil  and  Gas  Wells. 

234.  Profits  of  Mercantile  Business. 

235.  Profits  from  Unauthorized  Business. 

236.  Income  from  Partnership  Business. 

237.  Profits  on  Sale  of  Real  Estate. 

238.  Profits  on  Sales  of  Securities. 

239.  Increase  in  Value  Not  Realized  by  Sale. 

240.  Uncollected  Interest  and  Accounts. 

241.  Profit  to  Accrue  on  Uncompleted  Contracts. 

242.  Profits  from  Sale  or  Lease  of  Patent  Rights. 

243.  Annuities. 

244.  Interest  on  Government  Bonds. 

245.  Dividends  on  Corporate  Stock. 

246.  Same ;    Stock  Dividends. 

247.  Accumulated  Earnings  or  Undivided  Profits  of  Corporations. 

248.  Right  to  Subscribe  for  Nevr  Stock  of  Corporation. 

249.  Sale  and  Distribution  of  Assets  of  Corporation. 

250.  Profit  Accruing  to  Corporation  from  Sale  of  Capital  Assets. 

§  221.     General  Definitions  of  "Income" 

"Income"  is  defined  as  that  gain  which  proceeds  from  labor, 
business,  property,  or  capital  of  any  kind,  as,  the  produce  of  a 
farm,  the  rent  of  houses,  the  proceeds  of  professional  busi- 
ness, the  profits  of  commerce  or  of  occupation,  or  the  interest 
of  money  or  stock  in  funds,  etc. ;  revenue ;  salary ;  especially 
the  annual  receipts  of  a  private  person  or  a  corporation  from 
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property.^  It  means  that  which  comes  into  or  is  received  from 
any  business  or  investment  of  capital,  without  reference  to  the 
outgoing  expenditures ;  when  applied  to  the  affairs  of  indi- 
viduals, the  term  expresses  the  same  idea  that  ''revenue"  does 
when  applied  to  the  affairs  of  a  nation  or  state.^  The  term 
"income,"  as  used  in  a  statute  providing  that  no  income  de- 
rived from  property  subject  to  taxation  shall  be  taxed,  "means 
the  income  for  the  year  and  is  the  result  of  the  year's  business. 
It  is  the  net  result  of  many  combined  influences — the  use  of  the 
capital  invested;  the  personal  labor  and  services  of  the  mem- 
bers of  the  firm,  and  the  skill  and  ability  with  which  they  lay 
in,  and  from  time  to  time  renew,  their  stock;  the  carefulness 
and  good  judgment  with  which  they  sell  and  give  credit;  and 
the  foresight  and  address  with  which  they  hold  themselves  pre- 
pared for  the  fluctuations  and  contingencies  affecting  the  gen- 
eral commerce  and  business  of  the  government.  To  express 
it  in  a  more  summary  and  comprehensive  form,  it  is  the  crea- 
tion of  capital,  industry,  and  skill."  ^  Again,  as  this  term  is 
used  in  statutes  relating  to  the  nature  and  ownership  of  prop- 
erty, it  includes  the  rents  and  profits  of  real  estate,  interest  on 
money,  dividends  on  stock,  and  other  produce  of  personal 
property.*  Particularly,  when  applied  to  a  sum  of  money,  or 
to  money  invested  in  public  or  corporate  securities,  income 
means  interest.^ 

But  an  important  distinction  must  be  noted  in  the  significa- 
tion of  this  word,  according  as  it  is  used  in  the  ordinary  busi- 
ness affairs  of  the  community  (or  in  statutes  relating  thereto) 
or  in  a  tax  statute.    In  the  former  case,  it  is  understood  to 

1  Mundy  v.  Van  Hoose,  104  Ga.  625,  30  S.  E.  782 ;  Sowards  v.  Tay- 
lor, 42  111.  App.  275;  Remington  v.  Field,  16  R.  I.  509,  17  Atl.  551; 
Thorn  v.  De  Breteuil,  86  App.  Div.  405,  83  N.  Y.  Supp.  849. 

2  Bates  V.  Porter,  74  Cal.  224,  15  Pac.  732;  People  v.  Board  of 
Sup'rs  of  Niagara  County,  4  Hill  (N.  T.)  20;  Mundy  v.  Van  Hoose, 
104  Ga.  625,  30  S.  E.  782. 

3  Wilcox  V.  Middlesex  County  Com'rs,  103  Mass.  544. 

*  Rev.  Codes  N.  Dak.  1899,  §  3322;  Civ.  Code  S.  Dak.  1903,  §  238; 
Civ.  Code  Cal.  1903,  §  748. 

B  Sims'  Appeal,  44  Pa.  St.  345 ;    Pearson  v.  Ohace,  10  R.  I.  455. 
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mean  "net"  income  or  profit ;  in  the  latter  case,  it  is  equivalent 
to  "gross"  income  or  "gross  receipts,"  unless  otherwise  speci- 
fied in  the  statute.  Thus,  it  is  said  that  the  word  "income,"  as 
used  in  commerce  and  trade,  means  the  balance  of  gain  over 
loss  in  the  fiscal  year  or  other  period  of  computation,  or  it  is 
the  ultimate  profit  of  a  business  or  trade,  ascertained  by  plac- 
ing the  sum  total  of  gains  over  against  the  sum  total  of  losses." 
So,  "the  income  of  an  estate  means  nothing  more  than  the 
profit  it  will  yield  after  deducting  the  charges  of  management, 
or  the  rent  which  may  be  obtained  for  the  use  of  it.  The  rents 
and  profits  of  an  estate,  the  income,  or  the  net  income  of  it, 
are  all  equivalent  expressions."  '  So,  in  a  statute  providing 
that  a  certain  railroad  company  shall  be  required  to  make  an 
annual  payment  from  its  income  to  the  sinking  fund,  to  aid  in 
the  construction  of  the  road,  the  word  "income"  must  be  con- 
strued as  meaning  the  amount  of  money  remaining  to  the  cor- 
poration on  making  up  its  annual  account,  after  deducting 
from  all  its  receipts  the  necessary  expense  of  repairs  and  man- 
agement, and  also  the  amount  of  interest  on  the  debt  of  the 
commonwealth  which  the  corporation  is  bound  to  pay  in  behalf 
of  the  commonwealth.*  So  in  a  railroad  mortgage  providing 
that,  until  default,  the  mortgagor  shall  remain  in  possession 
and  operate  the  road  and  take  the  tolls,  rents,  and  income,  and 
apply  them  to  the  payment  of  current  expenses,  the  term  "in- 
come" means  what  is  left  after  paying  the  expenses  of  earning 
income.* 

But  on  the  other  hand,  in  a  statute  imposing  taxes,  "in- 
come" means  gross  receipts,  not  net  profits,  unless  it  is  so  spec- 
ified. Whenever  the  law  means  to  tax  the  clear  profits  arising 
from  the  employment  of  capital  or  otherwise,  the  expression 
used  is  "net  income"  or  "net  annual  income."  '■"    And  espe- 

8  City  of  Kingston  v.  Canada  Life  Assur.  Co.,  19  Ontario,  453. 
'Andrews  v.  Boyd,  5  Me.  199. 

8  Opinion  of  Justices,  5  Mete.  (Mass.)  596. 

9  Poland  V.  Lamoille  Valley  R.  Co.,  52  Vt.  144,  177. 

10  People  V.  Supervisors  of  New  York,  18  Wend.  (N.  T.)  605 ;  Wells 
V.  Shook,  Fed.  Cas.  No.  17,406. 
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cially  the  phrase  "whole  income"  means  the  aggregate  of  all 
receipts  without  any  deduction  for  expenses  or  losses,  that  is, 
it  means  gross  receipts  and  not  net  profits.^ ^  But,  as  stated  in 
an  earlier  section,^^  if  this  word  is  associated  with  the  term 
"profits,"  as  in  the  phrase  "gains,  profits,  and  income,"  it  may 
take  color  from  the  more  restricted  term  and  be  limited  by  it. 
That  is  to  say,  in  the  phrase  quoted,  the  word  "income"  should 
not  be  taken  in  its  most  extensive  signification,  but  as  meaning 
income  which  is  in  the  nature  of  a  profit,  in  other  words,  net  in- 
come. But  it  must  be  admitted  that  there  is  some  authority  to 
the  contrary.^* 

Unless  limited  by  the  context,  however,  the  word  "income" 
is  one  of  very  broad  and  comprehensive  meaning.  Thus,  in  a 
constitutional  provision  that  no  municipal  corporation  shall  be- 
come indebted  in  any  one  year  for  a  greater  'amount  than  its 
income,  unless  with  the  consent  of  two-thirds  of  the  voters, 
the  word  income  means  income  derived  from  any  and  all 
sources,  and  not  that  derived  from  taxation  alone. ^*  But  it 
cannot  be  too  strongly  insisted  upon  that  the  word  "income," 
when  properly  used,  is  applicable  only  to  receipts  in  cash. 
When  a  bond  which  was  purchased  at  a  discount  reaches  par 
in  the  market,  the  owner  cannot  properly  be  said  to  have  made 
a  profit ;  he  is  in  a  position  where  he  can  realize  a  profit  if  he 
sells  the  bond,  but  not  otherwise.  If  he  sells,  then  the  sum 
gained  may  constitute  a  part  of  his  income,  but  it  cannot  be 
so  described  while  he  continues  to  hold  the  security.  So,  the 
farmer's  crop  is  not  his  income;  it  is  the  source  from  which 
his  income  will  be  derived  when  it  is  converted  into  cash.    So, 

1 1  Lawless  V.  Sullivan,  3  Can.  Sup.  Ct.  117. 

12  Supra,  §  219. 

13  Morton's  Ex'rs  v.  Morton's  Ex'r,  112  Ky.  706,  66  S.  W.  641,  where 
it  was  held  that,  In  a  statute  relating  to  dower  in  the  "rents  and 
profits"  of  a.^  decedent's  real  estate,  the  phrase  means  gross  rents, 
without  deduction  for  taxes,  insurance,  or  repairs,  and  that  the  use 
of  the  word  "profits"  cannot  be  deemed  to  be  a  limitation  upon  or 
qualification  of  the  preceding  word  "rents"  so  as  to  restrict  that 
word  in  meaning  to  "net  rents." 

14  Lamar  Water  &  Etectric  Light  Co.  v.  City  of  Lamar,  128  Mo. 
188,  26  S.  W.  1025,  32  L.  R.  A.  157. 
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a  sum  which  is  due  as  interest  on  a  note,  but  which  remains 
uncollected  at  the  end  of  the  year,  may  be  reckoned  as  a  part 
of  the  year's  income,  as  a  matter  of  bookkeeping,  but  it  is  not 
properly  described  as  income  until  it  is  received,  that  is,  it  is 
^'income''  when  it  comes  in,  but  not  while  it  remains  outstand- 
ing. This  rule  may  perhaps  be  relaxed  so  far  as  to  admit  an 
exception  in  the  case  of  certain  items  which  are  received  as  the 
equivalent  of  money  and  which  are  readily  convertible  into 
cash.  And  the  Treasury  department  rules  that  the  exchange  of 
interest  coupons  for  funding  bonds  is  a  payment  of  interest  on 
the  bonds  and  the  income  tax  should  be  imposed  and  paid  upon 
such  interest  as  income  for  the  year  in  which  it  matures  and 
such  payment  is  made.  (Treasury  Decision  No.  2090,  Decem- 
her  14,  1914.)  But  the  principle  is,  as  ruled  in  an  EngHsh  case, 
that  nothing  is  to  be  considered  as  income  except  what  repre- 
sents value  in  money,  that  is,  either  money  or  something  that  is 
equivalent  to  money  because  it  can  be  converted  into  money 
and  the  proceeds  expended  in  any  way  the  recipient  may 
please.  In  this  case,  speaking  of  the  income  tax  of  that  coun- 
try, it  was  said :  "It  is  a  tax  on  income  in  the  proper  sense  of 
the  word.  It  is  a  tax  on  what  comes  in,  on  actual  receipts,  not 
on  what  saves  his  pocket,  but  on  what  goes  into  his  pocket."  ^' 
Of  course  it  is  entirely  within  the  power  of  a  legislature  hav- 
ing jurisdiction  to  lay  an  income  tax  to  make  the  word  "in- 
come'' include  items  which  are  not  at  all  proper  to  be  described 
under  that  name.  But  then  those  items  are  taxed,  not  be- 
cause they  constitute  income,  but  because  the  legislature  has 
said  that  they  shall  be  taxed.  And  on  the  other  hand,  when 
the  word  "income"  is  clearly  defined  in  the  act  imposing  the 
tax,  it  cannot  be  taken  to  include  anything  which  is  not  within 
that  definition.^* 

We  conclude  therefore  that,  for  the  purpose  of  an  income 
tax,  a  proper  definition  of  the  word  "income"  would  be  all 
that  a  man  receives  in  cash  during  the  year,  except  such  sums 
as  are  merely  capital  or  principal  in  a  changed  form,  that  is, 
excluding  sums  which  are  merely  the  proceeds  of  some  other 
form  of  capital  converted  into  cash.    This  last  point  is  empha- 

15  Tenant  v.  Smith  [1892]  App.  Oas.  150,  61  Law  Jour.  P.  C.  11. 

16  City  of  New  Orleans  v.  Hart,  14  La.  Ann.  .803;  City  of  New  Or- 
leans V.  Fassman,  14  La.  Ann.  865. 
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sized  in  a  recent  decision  of  one  of  the  federal  courts,  in  which 
it  was  said:  "What  does  the  word  'income'  mean?  In  ordi- 
nary  speech,  people  recognize  a  difference  between  capital  and 
income.  I  believe  that  the  ordinary  meaning  attached  to  in- 
come, when  it  is  not  derived  from  personal  exertion,  is  that  it 
is  sotnething  produced  by  capital  without  impairing  that  capi- 
tal, and  which  leaves  the  property  intact,  and  that  nothing  can 
be  called  income,  for  the  purpose  of  this  act,  which  takes 
away  from  the  property  itself.  If  it  does,  then  it  ceases  to  be 
income  and  amounts  to  a  sale  of  capital  assets."  "  Further, 
in  order  that  money  received  by  a  particular  person  should 
constitute  part  of  his  income,  it  is  necessary  that  it  should  be- 
long to  him  and  be  received  by  him  for  his  own  use  and  ben- 
efit. But  it  is  not  a  necessary  part  of  the  definition  that  he 
should  have  the  right  or  power  freely  to  dispose  of  it  as  he 
may  will.  Thus,  money  received  in  annual  payments,  and. 
which  otherwise  would  clearly  be  income,  is  not  deprived 
of  that  character  by  the  fact  that  part  of  it  is  predestined^ 
by  agreement,  to  be  put  into  a  sinking  fund  to  meet  obliga,- 
tions  maturing  in  the  future.^*  And  where  a  traveling  sales- 
man is  allowed  a  certain  sum  per  month  by  his  employers; 
to  cover  his  expenses,  the  money  is  properly  included  by 
the  assessor  as  part  of  his  taxable  income.^' 

§  222.     Statutory  and  Official  Definitions  of  Gross  and  Net 
Income 

The  regulations  of  the  Treasury  Department  (closely  fol- 
lowing the  language  of  the  statute)  defined  "gross"  income  as 
including  all  gains,  profits,  and  income  derived  from  (1)  sala- 
ries, wages,  or  compensation  for  personal  service  of  whatever 
kind  and  in  whatever  form  paid ;  (2)  professions,  vocations, 
business  (including  income  from  copartnerships),  trade,  com- 
merce, or  sales  or  dealings  in  property,  growing  out  of  the 
ownership  or  use  of,  or  interest  in,  real  or  personal  property  ; 
(3)  interest,  rents,  dividends,  securities,  or  the  transaction  of 
any  lawful  business  carried  on  for  gain  or  profit ;  (4)  gains  or 
profits  and  income  derived  from  any  source  whatever,  includ- 

17  Sargent  Land  Co.  v.  Von  Baumbach,  207  Fed.  423. 

18  Nizam  State  Ry.  Co.  v.  Wyatt,  L.  R.  Ji4  Q.  B.  Dlv.  548. 
i»  In  re  Assessment  of  Taxes,  16  Hawaii,  796. 
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ing  the  income  from,  but  not  the  value  of,  property  acquired 
by  gift,  bequest,  devise,  or  descent.^"  Then  "net"  income  is 
described  as  consisting  of  gross  income,  as  above  defined,  less . 
the  deductions  allowed  by  the  statute  for  expenses,  interest 
paid,  taxes,  etc.^^  And  it  is  further  provided  that,  in  comput- 
ing a  person's  taxable  income  for  the  purposes  of  the  normal 
tax  only,  there  shall  be  deducted  from  the  net  income,  as  above 
ascertained,  (1)  the  amount  included  in  the  gross  income  re- 
ceived as  dividends  upon  the  stock  or  from  the  net  earnings 
of  corporations  subject  to  the  tax;  (2)  the  amount  of  income 
the  tax  upon  which  has  been  paid  or  withheld  for  payment 
at  the  source;  and  (3)  the  specific  exemption  of  $3,000  or 
$4,000,  as  the  case  may  be,  except  in  the  case  of  non-resident 
aliens. ^^ 

§  223.     Official  Definitions  of  Gross  Income  of  Corporations 

The  act  of  Congress  imposes  the  income  tax  upon  "the  en- 
tire net  income  arising  or  accruing  from  all  sources  during 
the  preceding  calendar  year  to  every  corporation,"  etc.,  and 
provides  that  this  net  income  shall  "be  ascertained  by  deduct- 
ing from  the  gross  amount  of  the  income  of  such  corporation," 
etc.,  certain  specific  items,  such  as  expenses,  losses,  taxes  paid, 
and  the  like.^'  The  statute  having  made  no  definition  of  the 
"gross"  income  of  corporations,  the  Treasury  Department  has 
done  so,  collecting  the  elements  of  the  definition  from  the 
various  provisions  of  the  act.  The  regulations  provide  that 
the  gross  income  of  a  corporation,  for  the  purposes  of  making 
its  return,  "shall  consist  of  the  total  revenues  derived  from 
the  operation  and  management  of  its  business  and  properties, 
together  with  all  amounts  of  income  from  other  sources,  in- 
cluding dividends  received  on  stock  of  other  organizations, 
whether  subject  to  this  tax  or  not,  and  interest  received  upon 

-0  Supra,  §  177,  art  4.  For  the  language  of  the  act  of  Congress, 
see,  supra,  §  5. 

21  For  the  specification  of  these  deductions,  see,  supra,  §  7. 

22  See,  supra,  §  177,  art.  3.  Language  of  the  statute  with  regard 
to  the  so-called  specific  exemption,  see,  supra,  §  10. 

2  3  See,  supra,  §§  32,  35. 
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obligations  of  a  state  or  political  subdivision  thereof,  or  upon 
the  obligations  of  the  United  States  or  its  possessions,  as 
shown, by  entries  upon  its  books  during  the  year  for  which  the 
return  is  made."  ^*  Supplementary  to  this  general  definition, 
and  with  reference  to  the  various  classes  into  which  corpora- 
tions have  been  divided  for  the  purpose  of  assessing  and  col- 
lecting the  income  tax,  the  following  particular  definitions  have 
been  prescribed  by  regulations:  "Gross  income  of  banks  and 
other  financial  institutions  consists  of  the  total  revenue  de- 
rived from  the  operation  of  the  business,  including  income, 
gains,  or  profits  from  all  other  sources,  as  shown  by  the  en- 
tries on  the  books  of  account,  within  the  calendar  or  fiscal 
year  for  which  the  return  is  made."  ^°  Special  rules  are  given 
for  computing  the  gross  income  of  various  classes  of  insur- 
ance companies,  this  subject  being  carefully  dealt  with  in  the 
statute  itself.^*  "Gross  income  of  manufacturing  companies 
shall  consist  of  the  total  sales  of  manufactured  goods  during 
the  year  covered  by  the  return,  increased  or  decreased  by  the 
gain  or  loss  as  shown  by  the  inventories  of  finished  and  un- 
finished products,  raw  material,  etc.,  at  the  beginning  and 
end  of  the  year.  To  this  amount  should  be  added  the  income, 
gains,  or  profits  from  all  other  sources  as  shown  by  the  books 
of  account."  ^'  "Gross  income  of  mercantile  companies  shall 
include  the  total  merchandise  sales  during  the  year,  increased 
or  decreased  by  the  gain  or  loss  as  shown  by  the  inventories 
of  merchandise  at  the  beginning  and  end  of  the  year  for  which 
the  return  is  made;  to  this  amount  should  be  added  the  in- 
come, gains,  or  profits  derived  from  all  other  sources  as  shown 
by  the  books  of  account."  ^'  "Gross  income  of  miscellaneous 
corporations  consists  of  the  total  revenue  derived  from  the 

2*  Note  A.  on  official  Form  No.  1031.  See  tlie  Appendix.  But  in- 
terest received  on  obligations  of  ttie  United  States,  a  state,  or  a 
political  subdivision  tliereof,  is  allowed  as  a  deduction,  and  tience 
does  not  figure  in  the  taxable  net  income. 

2s  Supra,  §  185,  art.  96. 

2s  See,  supra,  §§  37,  38,  47,  49.    And  see  §  185,  art.  101. 

2  7  Supra,  §  185,  art.  104. 

2  8  Supra,  §  185,  art.  105. 
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operation  and  management  of  the  business  and  property  of  the 
corporation  making  the  return,  together  with  all  amounts  of 
income,  including  the  income,  gains,  or  profits  from  all  other 
sources  as  shown  by  the  books  of  account."  ^'  "It  will  be 
noted  from  these  definitions  that  the  gross  income  embraces 
not  only  the  operating  revenues,  but  also  income,  gains,  or 
profits  from  all  other  sources,  such  as  rentals,  royalties,  in- 
terest, and  dividends  from  stock  owned  in  other  corpora- 
tions, and  appreciation  in  values  of  assets,  if  taken  up  on  the 
books  of  account  as  gain;  also  profits  made  from  the  sale 
of  assets,  investments,  etc."  ^°  But  it  should  be  observed  that 
the  net  income  of  a  corporation,  for  purposes  of  taxation,  is 
not  to  be  determined  by  bookkeeping  facts,  but  by  the  real 
facts  of  actual  gross  income  and  actual  payments  therefrom 
for  the  purposes  specified. ^^ 

§  224.  "Profits"  and  "Gains"  Compared  and  Distinguished 
"Profit"  is  the  gain  made  on  any  business  or  investment 
when  both  the  receipts  and  expenditures  are  taken  into  consid- 
eration.^^ It  is  the  amount  of  acquisition  beyond  expenditure, 
the  excess  of  value  received  for  producing  or  selling  over  and 
above  cost.*^  It  represents  the  net  gain  made  from  an  invest- 
ment, or  from  the  prosecution  of  any  business,  after  the  pay- 
ment of  all  expenses  incurred.^*     In  the  common  acceptation 

2  9  Supra,  §  185,  art.  106. 
80  Supra,  §  185,  art.  107. 

31  Baldwin  Locomotive  Works  v.  McCoach,  215  i'ed.  967. 

3  2  Providence  Rubber  Co.  v.  Goodyear,  9  Wall.  788,  19  L.  Ed.  566: 
People  V.  San  Francisco  Sav.  Union,  72  Cal.  199,  13  Pac.  498 ;  Taylor 
V.  Harwell,  65  Ala.  1;  Mayer  v.  Nethersole,  71  App.  Div.  383,  75  N. 
Y.    Supp.   987. 

3  3  Mundy  v.  Van  Hoose,  104  Ga.  292,  30  S.  E.  783 ;  Gurry  v.  Charles 
Warner  Co.,  2  Marv.  (Del.)  98,  42  Atl.  425;  Bates  v.  Porter,  74  Cal. 
224,  15  Pac.  732;    People  v.  Niagara  County  Sup'rs,  4  Hill  (N.  T.)  20. 

3  4  Goodhart  v.  Pennsylvania  R.  Co.,  177  Pa.  St.  1,  35  Atl.  191,  55 
Am.  St.  Eep.  705.  "Profits  must  be  taken  to  mean  that  which  the 
mine-owner  in  any  given  year  puts  into  his  pocket,  or  could,  if  he 
chose,  put  into  his  pocket,  minus  the  expenditure.  He  cannot  go 
back  and  take  into  account  the  profit  and  loss  account  for  a  series 
of  previous  years.    Thus,  If  a  man  works  his  mine  at  a  loss  for  ten 
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of  the  term,  "profit"  is  the  benefit  or  advantage  remaining 
after  all  costs,  charges,  and  expenses  have  been  deducted,  be- 
cause until  then,  and  while  anything  remains  uncertain,  it  is 
impossible  to  say  whether  or  not  there  has  been  a  profit.^"  Or, 
according  to  a  fuller  description  given  by  the  Supreme  Court 
of  Cahfornia,  the  word  "profits"  signifies  an  excess  of  the 
value  of  returns  over  the  value  of  advances ;  the  excess  of 
receipts  over  expenditures;  that  is,  net  earnings.  In  com- 
merce it  means  the  advance  in  the  price  of  goods  sold  beyond 
the  cost  of  purchase.  In  distinction  from  the  wages  of  labor, 
it  is  well  understood  to  imply  the  net  return  to  the  capital  or 
stock  employed  after  deducting  all  the  expenses,  including  not 
only  the  wages  of  those  employed  by  the  capitalist,  but  the 
wages  of  the  capitalist  himself  for  superintending  the  employ- 
ment of  his  capital  stock.  Profits  are  divided  by  writers  on 
political  economy  into  gross  and  net;  the  former  being  the 
entire  difference  between  the  value  of  advances  and  the  value 
of  returns,  and  the  latter  so  much  of  this  difference  as  arises 
exclusively  from  the  capital  employed.  Profits  cannot  consist 
of  earnings  never  yet  received.^^  So,  the  term  "profits"  as 
used  in  a  statute  imposing  a  tax  of  five  per  cent  on  all  profits 
of  railroad  and  canal  companies,  refers  to  the  profits  arising 
from  the  operation  of  the  railroad  or  canal,  but  without  deduc- 
tion of  interest  paid  to  its  bondholders  or  dividends  paid  to 
its  stockholders,  that  is,  the  excess  of  receipts  over  expenses 
of  operation.^^  But  the  surplus  earnings  of  a  corporation  over 
and  above  all  expenses  are  taxable  as  "profits,"  notwithstand- 

years,  and  in  the  eleventh  year  makes  a  profit  over  expenditures,  he 
cannot  set  o£f  against  that  profit  the  antecedent  expenses  and  losses 
during  the  years  in  which  he  worthed  at  a  loss.  It  would  be  im- 
practicable to  do  so.  Income  taxes  upon  profits  could  not  be  assessed 
without  going  into  an  inquiry  embracing  the  whole  history  of  the 
particular  undertaking  from  its  inception."  Broughton  &  Plas  Power 
Coal  Co.  V.  Kirkpatrick,  L.  R.  14  Q.  B.  Uiv.  491. 

3  5  Mackey  v.  Millar,  6  Phila.  (Pa.)  527. 

38  People  V.  San  Francisco  Sav.  Union,  72  Cal.  199,  13  Pac.  498. 

37  Sioux  City  &  P.  R.  Co.  v.  tFnited  States,  110  U.  S.  205,  3  Sup. 
Ct.  565,  28  L.  Ed.  120. 
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ing  that  it  is  required  by  law  to  appropriate  all  such  surplus  to 
a  particular  purpose  (as,  to  a  sinking  fund)  and  to  no  other .^' 
It  is  said,  and  with  truth,  that  this  term  is  often  used  as 
synonymous  with  "income"  and  as  meaning  the  same  thing, 
and  particularly  where  the  two  words  are  coupled  in  the  same 
phrase.^'  And  one  court  has  remarked  that,  when  they  are 
thus  joined  together,  there  is  no  difference  in  the  meaning  of 
the  words,  and  the  use  of  them  both  is  only  due  to  a  lawyer- 
like fondness  for  using  several  words  where  one  would  be  suf- 
ficient.*" But  this  is  scarcely  correct.  There  is  a  substantial 
difference  in  the  meaning  of  the  two  words.  And  it  is  more 
accurate  to  say  that,  when  they  are  joined  together  in  the 
same  phrase,  the  word  "profits"  is  used  to  particularize  and 
point  out  one  kind  of  income,  or  income  derived  from  a  par- 
ticular source;  and  it  will  generally  be  found  that  their  joinder 
is  easily  explained  from  their  correlation  with  other  descriptive 
words  in  the  same  sentence,  as,  for  example,  where  "gains" 
may  be  correlated  with  "sales  or  dealings  in  property,"  "in- 
come" with  such  words  as  "salaries"  and  earnings  from  "pro- 
fessions and  vocations,"  and  "profits"  with  "business,  trade, 
and  commerce."  Besides,  "income"  is  clearly  a  word  of  larger 
import  than  "profits."  The  former  term  may  very  properly 
include  such  items  as  the  rent  of  houses,,  interest  on  invest- 
ments, the  earnings  of  a  professional  man,  or  the  salary  of  an 
officer  of  a  corporation,  but  none  of  these  could  with  any  pro- 
priety be  called  "profits."  In  effect,  the  latter  term'  is  more 
appropriately  confined  to  gains  resulting  from  the  operations 
of  trade  or  commerce,  and  especially  from  mercantile  or  man- 
ufacturing business  or  transportation.  Moreover,  it  is  im- 
portant not  to  lose  sight  of  the  distinction  that,  while  "income" 
means  that  which  comes  in  or  is  received  from  any  business  or 
investment  of  capital,  without  reference  to  the  outgoing  ex- 

3  8  Mersey  Docks  &  Harbour  Board  v.  Lucas,  51  Law  J.  Q.  JB.  114, 
1  Tax  Cas.  385,  affirmed,  L.  E.  8  App.  Cas.  891. 

3  9  Bates  V.  Porter,  74  Cal.  224,  15  Pac.  732;  Burt  v.  Rattle,  31 
Ohio  St.  116,  130. 

40  In  re  Clark,  62  Hun  (N.  Y.)  275,  17  N.  Y.  Bupp.  93. 
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penditures,  "profit"  means  the  gain  which  is  made  upon  any 
business  or  investment  when  both  receipts  and  payments  are 
taken  into  account.*^ 

It  is  not  quite  so  easy  to  account  for  the  use  of  the  word 
"gain"  in  conjunction  with  the  two  other  terms  which  we  have 
been  considering.  But  it  may  probably  be  said  that  when  a 
tax  law  employs  the  phrase  "gains,  profits,  and  income,"  to 
describe  what  is  taxable,  the  term  "gains''  is  inserted  out  of 
abundant  caution,  and  intended  to  include  an  acquisition  of 
the  taxpayer  which  is  not  to  be  described  as  a  "profit,"  and 
which  might  not  be  included  in  the  term  "income"  if  that  word 
were  taken  in  a  narrow  sense.  Properly  speaking,  "gain" 
means  that  which  is  acquired  or  comes  as  a  benefit,  *^  and  in  a 
statute  laying  an  income  tax  it  may  mean  money  received 
within  the  year  which  is  not  the  fruit  of  a  business  transaction 
nor  of  the  labor  or  exertion  of  the  individual,  but  something 
arising  from  fortuitous  circumstances  or  conditions  which  he 
does  not  control.  In  this  signification,  the  term  would  include 
money  received  as  a  legacy  or  money  won  on  a  wager. 

§  225.     Income  Derived  from  "Any  Source  Whatever" 

It  should  be  noticed  that  the  act  of  Congress  directs  that  the 
net  income  of  taxable  persons  shall  include,  besides  several 
enumerated  sources  of  revenue,  "gains  or  profits  and  income 
derived  from  any  source  whatever."  It  is  probable  that  the 
latter  phrase  is  to  be  taken  in  a  wide  and  general  sense,  and 
not  as  being  in  any  way  limited  by  the  enumeration  preceding 
it.  This  question  arose  recently  in  Virginia,  where  the  classi- 
fication undef  the  schedule  authorizing  income  taxes  first  pro- 
vides for  the  taxation  of  incomes  from  certain  specified 
sources,  and  then  for  the  taxation  of  "all  other  gains  and 
profits  derived  from  any  source  whatever."  In  defense  to  an 
action  by  the  state  against  a  certain  attorney  at  law,  to  re- 
cover a  tax  on  his  income  derived  from  the  practice  of  his 
profession,   it   was   contended  that  the  clause   quoted   came 

*i  In  re  Murphy,  80  App.  Div.  238,  80  N.  Y.  Supp.  530. 

42  Thorn  v.  De  Breteuil,  86  App.  Div.  405,  83  N.  Y.  Supp.  849. 
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within  the  doctrine  of  "ejusdem  generis,"  and  therefore  must 
be  limited  to  incomes  derived  from  sources  of  the  same  kind 
as  those  enumerated  in  the  previous  clauses  of  the  schedule, 
and  that  it  did  not  include  incomes  from  licensed  professions, 
trades,  or  businesses.  But  the  Supreme  Court  of  the  state 
held  that  this  broad  language  would  be  in  a  large  measure  nul- 
lified by  limiting  its  operation  to  income  derived  not  from 
"any  source  whatever,"  but  only  from  sources  similar  to  those 
embraced  in  the  enumerated  classes ;  and  it  was  held  to  apply 
to  the  professional  incomes  of  lawyers  as  well  as  to  those  spe- 
cifically enumerated.*^ 

§  226.     Change  or  Substitution  of  Capital  Distinguished 

Both  in  popular  and  legal  parlance,  "income"  is  distin- 
guished from  "capital"  or  "principal."  Capital  is  the  source 
of  income.  Income  is  the  fruit  of  capital.  Capital  may  be 
made  very  mobile  and  constantly  changed  from  one  form 
of  investment  to  another.  Each  time  that  it  returns  to  the 
owner  it  may  or  may  not  bring  income  with  it.  But  it  would 
be  a  misnomer  to  reckon  the  whole  of  each  such  return  as 
"income"  simply  because  it  is  so  much  money  coming  into 
the  possession  of  the  owner.  Out  of  the  fund  so  returning 
there  must  first  be  deducted,  in  case  there  has  been  no  loss,  a 
sum  sufficient  to  replace  the  capital  originally  invested,  and 
the  balance,  if  any,  will  be  income.  Thus,  when  money  is 
loaned  on  a  promissory  note  for  one  year  at  interest,  and 
the  note  is  paid  at  maturity  with  the  accumulated  interest, 
the  sum  received  must  be  apportioned  between  capital  and 
interest.  The  receipt  of  so  much  of  that  sum  as  equals  the 
face  of  the  note  is  not  a  receipt  of  income ;  it  is  a  replacement 
or  substitution  of  capital ;  only  the  money  received  as  in- 
terest constitutes  income.  So  the  income  of  a  merchant 
does  not  include  his  gross  receipts,  but  only  so  much  thereof 
as  represents  the  profits  on  his  sales ;  the  remainder  is  capital 
replaced.  Again,  a  sum  of  money  received  from  a  railroad 
company  in  payment  of  damages  for  a  part  of  a  person's 

43  Commonwealth  v.  Wertli  (Va.)  82  S.  E.  695. 
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land  taken  by  the  railroad  for  its  use,  is  not  income;  it  is  a 
substituted  capital.^*  And  where  one  sells  real  property  on 
terms  contemplating  the  payment  of  a  certain  sum  at  once, 
and  the  remainder  in  equal  semiannual  installments  extending 
over  a  period  of  several  years,  the  installments  are  not  gains 
or  profits,  but  the  replacement  of  capital,  and  they  are  not  sub- 
ject to  taxation  under  the  income  tax,  nor  is  the  debtor  au- 
thorized to  deduct  from  them  for  the  tax.*^  So,  where  the 
purchase  price  of  property  is  payable  in  a  number  of  annual 
installments,  each  including  not  only  a  proportionate  part  of 
the  actual  price  but  also  a  sum  as  interest  on  the  unpaid 
installments,  the  part  which  represents  capital  must  be  sepa- 
rated from  that  which  represents  interest,  and  only  the  latter 
is  subject  to  the  income  tax.*'  And  where,  on  foreclosure  of 
a  trust  deed  securing  an  issue  of  bonds,  the  property  is  dis- 
posed of  piecemeal,  and  distribution  made  from  time  to  time 
among  the  bondholders,  and  finally  there  remains  in  the -hands 
of  the  trustees,  for  distribution  as  a  final  dividend,  a  sum  not 
sufficient  to  pay  off  the  bonds  in  full  at  their  par  value  (al- 
lowing for  previous  dividends),  while  there  also  remains  a 
sum  due  the  bondholders  for  accrued  and  unpaid  interest,  the 
final  distribution  should  be  treated  as  a  payment  on  account 
of  principal,  with  no  deduction  for  income  tax,  rather  than 
as  a  payment  in  the  first  place  of  the  accrued  interest,  which 
would  require  the  deduction  of  the  tax.*'  And  the  mere 
change  or  transfer  of  a  fund  held  in  trust,  from  the  hands 
of  one  trustee  into  the  hands  of  another  or  substituted  trus- 
tee, does  not  make  the  whole  fund  in  the  hands  of  the  last 
trustee  "gains,  profits,  and  income,''  within  the  meaning  of 
the  income  tax  law.**  It  is  of  course  possible  that  the  word 
"income"  may  be  so  stretched  as  to  include  even  capital  re- 
turned, if  the  context  absolutely  requires  such  a  construction. 

**  Gibson  v.  Cooke,  1  Mete.  (Mass.)  75. 
is  Foley  v.  Fletcher,  3  Hurl.  &  N.  T69. 

46  East  Indian  Ry.  Co.  v.  Secretary  of  State,  74  Law  J.  K.  B.  779; 
Secretary  of  State  v.  Scoble,  72  Law  J.  K.  B.  617. 

47  Smith  V.  Law  Guarantee  &  Trust  Soc.  [1904]  2  Ch.  569. 
■48  Reynolds  v.  Williams,  4  Biss.  108,  Fed.  Cas.  No.  11,734. 
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In  one  case,  on  the  construction  of  a  statute  authorizing  certain 
commissioners  to  deposit  the  "income"  of  a  certain  fund,  it  was 
held  that  the  word  had  the  same  meaning  as  "money"  or 
"receipts,"  and  that  it  was  to  be  interpreted  as  embracing 
all  receipts  of  money,  whether  of  principal  or  interest,  from 
the  mortgages  or  other  securities  in  which  the  fund  had 
been  previously  invested.**  But  this  construction  was 
reached  by  reading  the  statute  with  reference  to  certain  oth- 
er statutes  relating  to  the  same  subject-matter,  and  no  such 
necessity  would  ordinarily  apply  in  the  interpretation  of  in- 
come tax  laws,  where,  on  the  contrary,  the  rule  of  strict 
construction  in  favor  of  the  taxpayer  would  require  a  care- 
ful distinction  to  be  observed  between  capital  and  income. 

§  227.     Rent  of  Land  and  Royalties 

Rent  paid  by  a  tenant  for  the  use  and  occupation  of  real 
estate  is  always  considered  as  "income"  of  the  lessor,  °°  and 
this  has  been  specified  as  one  of  the  varieties  of  taxable  in- 
come in  practically  all  of  the  income  tax  laws  which  have 
hitherto  been  enacted.  It  should  be  noted,  however,  that 
the  statute  of  Virginia  excepts  "ground  rents  or  rents 
charge,"  which  is  entirely  proper,  since  the  annual  payments 
under  a  ground  lease  are  not  so  much  to  be  regarded  as 
rent,  or  a  price  paid  for  the  use  of  the  land,  as  in  the  nature 
of  periodical  installments  of  purchase  money.  In  a  will  or 
a  deed,  the  expression  "yearly  income"  of  real  estate  may 
mean  the  balance  of  what  is  received  in  the  way  of  rent, 
after  deducting  taxes  paid.^^  And  the  same  result  is  ef- 
fected under  the  income  tax  laws  by  the  provisions  allowing 
a  deduction  from  the  total  income  of  taxes  paid  within  the 
year  and  also  an  allowance  either  for  depreciation  of  the 
property  from  which  income  is  derived  or  for  its  reasonable 
repair.  Where  farming  land  is  leased  to  be  worked  by  a  ten- 
ant on  shares,  the  income  which  the  lessor  derives  from  it  is 

49  State  V.  McCarty,  1  Wils.  (Ind.)  205,  219. 

BoPerotz's  Appeal,  102  Pa.  St.  235,  256;    Sohier  v.  Eldredge,  103 
Mass.  345;    Lindley's  Appeal,  13  Wlily.  Notes  Cas.  (Pa.)  fi5,  69. 
01  Inhabitants  of  Freeport  v.  Inhabitants  of  Sidney,  21  Me.  305. 
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his  share  or  proportion  of  the  produce,  or  rather,  the  sum 
which  he  realizes  from  the  sale  of  his  part  of  the  produce."^ 
It  is  also  held  that  rent  reserved  in  a  lease  of  land  contain- 
ing coal  or  other  minerals,  the  mines  to  be  worked  by  the 
lessee,  is  income  of  the  lessor,  although  it  is  stipulated  to 
be  paid  in  the  form  of  a  royalty  of  so  much  for  each  ton  of 
coal  or  other  mineral  extracted/'  But  this  may  depend  on 
the  intention  of  the  parties  as  to  making  a  lease  proper  or 
a  sale,  and  this  in  turn  may  be  presumed  from  the  form  of 
the  contract  which  they  make.  For  if  the  transaction  takes 
the  form  of  a  sale  of  the  coal  (or  other  mineral)  in  place,  the 
proceeds  received  will  be  a  part  of  the  corpus  of  the  estate, 
that  is,  capital  or  principal,  but  not  income."*  Thus,  a  de- 
mise of  all  the  coal  under  the  surface  of  a  specified  piece  of 
land  is  a  sale  of  the  coal,  not  a  lease,  and  the  sums  due  and 
paid  by  the  lessee  to  the  lessor  as  royalties  are  not  rents, 
and  therefore  not  income,  but  purchase  money  of  real  es- 
tate." 

§  228.     Rental  Value  of  Residence 

The  Wisconsin  income  tax  law  of  1911  provides  that  the 
term  "income"  shall  include  the  estimated  rental  value  of 
residence  property  occupied  by  the  owner  thereof,  and  hence 
the  taxpayer  who  owns  the  house  in  which  he  lives  must  in- 
clude in  his  return  of  his  income  the  annual  rent  which  he 


IS2  Thompson's  Appeal,  100  Pa.  St.  478. 

53  Eley's  Appeal,  103  Pa.  St.  300;  Reynolds  v.  Hanna,  55  Fed.  783, 
797;  Wentz's  Appeal,  106  Pa.  St.  301;  Bedford's  Appeal,  126  Pa. 
St.  117,  17  Atl.  538;  Shoemaker's  Appeal,  106  Pa.  St.  392;  McCUn- 
tock  V.  Dana,  106  Pa.  St.  386;  Hill  v.  Gregory  [1912]  2  K.  B.  61. 

5*  Reynolds  v.  Hanna,  55  Fed.  783.  Where  numerous  owners  of 
mining  land  formed  a  corporation  to  hold  the  title  thereto  and  man- 
age the  property,  taking  as  the  capital  stock  a  mere  nominal  capital- 
ization without  reference  to  value,  the  difference  between  this  capital- 
ization and  the  actual  value  of  the  land  could  not  be  said  to  rep- 
resent profits  of  the  corporation,  and  hence  royalties  received  under 
leases  of  such  property  were  held  not  income  taxable  under  the  cor- 
poration excise  tax  law  on  the  theory  that  they  were  a  part  of  such 
profits.    Sargent  Land  Oo.  v.  Von  Baumbach,  207  Fed.  423. 

06  FairchUd  v.  Fairchild  (Pa.)  9  Atl.  255. 
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could  or  would  receive  for  the  property  if  he  chose  to  let 
it  and  reside  elsewhere.  This  provision  is  in  accord  with 
the  principles  of  income  taxation  in  England  and  some  other 
foreign  countries,  but  was  not  known  in  American  legisla- 
tion until  introduced  by  the  Wisconsin  statute.  Indeed,  the 
rental  value  of  the  taxpayer's  residence,  when  owned  by  him, 
was  expressly  directed  to  be  excluded  from  the  computation 
of  his  income  by  the  acts  of  Congress  of  1864  and  1870. 
The  validity  of  this  clause  in  the  Wisconsin  law  was  assailed 
on  the  ground  that,  as  such  rental  value  is  not  income  in  any 
proper  sense  of  the  word,  it  could  not  be  made  income  by 
the  mere  declaration  of  the  legislature  that  it  should  be  such. 
But  the  Supreme  Court  of  the  state  saw  nothing  in  this  pro- 
vision to  invalidate  the  statute.  "It  is  said,"  observed  the 
court,  "that  this  is  not  income,  and  that  calling  it  income 
does  not  make  it  income.  It  may  be  conceded  that  things 
which  are  not  in  fact  income  cannot  be  made  such  by  mere 
legislative  fiat,  yet  it  must  also  be  conceded,  we  think,  that 
income  in  its  general  sense  need  not  necessarily  be  money. 
Clearly  it  must  be  money  or  that  which  is  convertible  into 
money."  ^^  But  this  is  by  no  means  a  satisfactory  way  of 
meeting  the  objection.  The  court  would  have  taken  up 
much  stronger  ground  if  it  had  ruled  that  the  rental  value 
of  an  owner's  residence  is  not  income  at  all,  but  yet  that  it 
is  subject  to  the  tax  because  it  is  so  declared  in  the  statute 
and  because  it  is  a  thing  of  value  which  the  legislature  has 
the  power  and  authority  to  tax,  whether  or  not  it  constitutes 
income.  On  economic  grounds  such  a  provision  is  more 
easily  defensible.  And  on  this  point  the  court  in  Wisconsin, 
in  the  same  connection,  remarked :  "The  clause  was  doubt- 
less inserted  in  an  effort  to  equalize  the  situation  of  two  men 
each  possessed  of  a  house  of  equal  rental  value,  one  of  whom 
rents  his  house  to  a  tenant,  while  the  other  occupies  his 
house  himself.  Under  the  clause  in  question,  the  two  men 
with  like  property  are  placed  upon  an  equal  footing,  and  in 

5  6  state  V.  Frear,  148  Wis.  456,  134  N.  W.  673,  26  Am.  &  Jflng.  Ann. 
Cas.  1147. 
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no  Other  way  apparently  can  that  be  done."  °^  It  is  true 
the  English  and  Scotch  courts  hold  that  the  annual  rental 
value  of  a  house  which  a  man  owns  and  in  which  he  lives, 
and  which  he  could  rent  to  another  if  he  chose,  is  a  part  of 
his  income  for  purposes  of  taxation.  °^  But  it  is  otherwise  if 
the  house  is  provided  for  him  by  others,  to  be  occupied  dur- 
ing his  life,  but  without  any  power  or  authority  on  his  part 
to  let  it  to  another.^"  And  the  advantage  gained,  or  the 
saving  effected,  by  having  the  right  to  occupy  another  per- 
son's house  as  a  residence  free  of  rent, — as  in  the  case  of  a 
manager  of  a  bank  who  has  the  right,  so  long  as  he  con- 
tinues in  his  office,  to  reside  in  the  building  owned  by  the 
bank  and  used  for  its  banking  purposes, — is  not  income  in 
such  sense  as  to  be  taxable.'" 

Under  the  income  tax  laws  elsewhere  than  in  Wisconsin, 
it  is  thought  that  this  item  could  not  be  brought  within  the 
definition  of  "income"  by  any  reasonable  or  permissible 
construction.  Thus,  it  has  been  held  (though  not  in  connec- 
tion with  the  subject  of  taxation)  that  neither  the  increased 
value  which  would  accrue  to  lands  of  a  charitable  institution 
if  they  were  used  for  other  purposes  than  the  charity,  nor 
their  use  for  the  purposes  of  the  charity  without  realizing  an 
actual  income,  can  be  regarded  as  "annual  income"  within 
the  meaning  of  a  restriction  in  the  charter  of  such  an  institu- 
tion upon  holding  property  which  shall  exceed  a  specified  an- 
nual income.  Annual  income,  it  was  said,  means  annual 
receipts,  and  is  not  the  equivalent  of  annual  value.  And 
even  if  the  value  of  the  use  could  be  regarded  as  annual 
income,  it  should  be  computed,  not  with  reference  to  the 
market  value,  but  to  the  annual  value  to  the  corporation  for 
the  special  purpose  to  which  the  property  was  devoted."^ 

B7  State  V.  Frear,  supra. 

58  Corke  v.  Fry,  32 'Scotch  Law  Rep.  341. 

6  8  McDougall  V.  Sutherland.  31  Scotch  Law  Eep.  630. 

6  0  Tennant  v.  Smith  [1892]  App.  Cas.  150.  But  see  Treasury  Beci- 
sions  No.  2090,  holding  that,  where  an  individual  is  furnished  living 
quarters  in  addition  to  his  salary,  the  rental  value  of  such  quarters 
must  be  considered  taxable  income  as  part  of  his  "compensation." 

61  Betts  V.  Betts,  4  Abb.  New  Cas.  (N.  Y.)  317. 
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§  229.  Salaries  and  Earnings  from  Professions  and  Trades 
A  salary  accruing  to  the  taxpayer,  whether  payable  annually 
or  at  shorter  intervals,  is  taxable  as  a  part  of  his  income,  and 
it  is  immaterial  (except  in  so  far  as  the  statute  makes  express 
exceptions)  whether  he  earns  it  in  the  capacity  of  a  public 
officer  or  as  an  employe  of  a  private  corporation,  or  a  part- 
nership, or  an  individual."^  Thus,  the  pay  of  an  army  officer 
on  the  retired  list  is  "income"  and  taxable  as  such."'  Nor 
does  it  make  any  difference  that  the  amount  of  the  salary 
is  uncertain  or  varies  from  time  to  time,  or  that  it  depends 
on  the  extent  of  services  actually  rendered  or  the  amount  of 
business  transacted,  or  that  it  may  include  commissiohs  on 
sales."*  Whatever  is  received  in  the  course  of  the  year  in  the 
way  of  salary,  wages,  or  compensation  constitutes  a  part  of 
that  year's  income.  Thus,  it  is  said  in  an  English  case  that 
"income"  includes  all  gains  and  profits  derived  from  personal 
exertions,  whether  such  gains  and  profits  are  fixed  or  fluctuat- 
ing, certain  or  precarious,  and  whatever  may  be  the  principle 
or  basis  of  calculation.  Hence  a  locomotive  engineer,  who 
earns  more  than  the  statutory  minimum,  is  taxable,  although 
he  is  not  paid  a  salary  but  so  much  for  every  mile  he  runs 
his  engine."'^ 

According  to  recent  rulings  of  the  Treasury  department,  a 
person  receiving  a  salary  in  excess  of  $4,000,  and,  in  addition, 
a  percentage  commission  on  all  sales,  the  exact  amount  due 
on  account  of  commissions  not  being  determinable  until  a 
month  or  more  after  the  close  of  the  year  in  which  the  com- 
missions were  earned,  at  which  time  both  his  salary  for  the 
preceding  year  and  his  commissions  are  paid  to  him,  should 
return  as  income,  for  the  year  in  which  payment  was  made,  the 
aggregate  amount  received  on  account  of  salary  and  commis- 
sions. And  where  an  employe  is  paid  a  sum  equal  to  two 
years'  salary  on  condition  that  he  surrerlder  his  contract  of 

82  White  V.  Koehler  (N.  J.)  57  Atl.  124. 

63  In  re  Ward  [1£97]  1  Q.  B.  266. 

6*  An  agent's  commissions  on  renewal  premiums  on  insurance  are 
income  wben  received,  and  income  for  the  period  in  which  received. 
T.  D.  No.  2011.     See,  supra,  §  167. 

6  5  Attorney  General  v.  Ostrum  [1904]  App.  Gas.  144. 
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employment,  such  sum  should  be  reported  by  him  on  his  an- 
nual return  as  income.  And  when  profits  distributed  by  a 
corporation  to  an  employe,  together  with  payments  of  his  sal- 
ary, aggregate  more  than  $3,000,  the  normal  income  tax  should 
be  deducted  and  withheld  therefrom.  And  where  a  service 
and  payment  period  is  divided  by  the  end  of  a  taxable  year, 
the  compensation  for  the  period  so  divided  at  the  end  of  the 
year  will  be  accounted  for  in  the  return  for  the  year  in  which 
payment  is  made  and  received.  But  where  the  service  is  of 
such  nature  as  to  be  compensated  by  fee,  or  of  such  nature 
that  no  portion  of  the  amount  becomes  due  until  the  service 
is  completed,  then  the  total  amount  of  the  compensation  should 
be  included  in  the  return  for  the  year  in  which  the  compensa- 
tion is  received.  (Treasury  -Decision  No.  2090,  December  14, 
1914.) 

A  word  should  be  added  in  regard  to  allowances  made  to  a 
salaried  officer,  in  addition  to  his  salary,  to  cover  subsistence, 
traveling  expenses,  quarters,  and  ,the  like.  The  Treasury  de- 
partment rules  that,  where  an  individual  is  furnished  living 
quarters  in  addition  to  his  salary,  the  rental  value  of  such 
quarters  is  to  be  regarded  as  a  part  of  his  "compensation"  and 
therefore  taxable  as  income;  that  the  difference  between  the 
amount  received  as  mileage  and  the  amount  of  actual  neces- 
sary expenses  incurred  on  a  journey  must  be  returned  as  in- 
come; that  the  difference  between  the  amount  received  as  a 
per  diem  allowance  in  lieu  of  subsistence  while  traveling  un- 
der orders  and  the  amount  of  actual  necessary  expense  in- 
curred is  also  returnable  as  income;  and  the  same  rule  is  ap- 
plied to  commutation  of  quarters  and  the  money  equivalent 
of  quarters  furnished  in  kind;  but  that  amounts  paid  by  the 
Government,  in  the  nature  of  reimbursement  for  subsistence 
and  other  items  of  actual  expense  incurred  while  absent  on 
business  for  the  Government,  are  not  required  to  be  returned 
as  income.    (Treasury  Decision  No.  2090,  December  14,  1914.) 

Finally,  in  order  to  set  at  rest  doubts  which  had  arisen  on 
the  question,  it  has  been  decided  that,  although  a  particular 
corporation  may  be  of  such  a  character  as  to  be  exempt  from 
the  income  tax,  yet  the  salaries  which  it  pays  to  its  officers  or 
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employes  are  not  for  that  reason  exempt,  but  are  taxable  to 
them  as  income.  (Treasury  Decision  No.  2090,  December  14, 
1914.)  For  this  reason,  the  salary  received  by  the  rector  of 
a  church  or  by  a  professor  in  a  college  is  not  exempt,  though 
the  corporation  paying  the  salary  is  exempt. 

So  also  the  earnings  of  professional  men,  such  as  lawyers, 
physicians,  surgeons,  clergymen,  engineers,  architects,  authors, 
actors,  singers,  and  others,  derived  from  their  professional  em- 
ployment, constitute  taxable  income,  if  sufficient  in  amount  to 
come  within  the  terms  of  the  statute,  even  though  not  specifical- 
ly mentioned  in  it.°°  And  it  is  immaterial  by  what  name  such 
earnings  may  be  called,  or  whether  they  take  the  form  of  a 
fixed  periodical  compensation  or  accrue  in  each  instance  in  con- 
sideration of  particular  services  rendered.  And  the  same  is 
true  of  the  wages  or  earnings  of  mechanics  and  artisans,  if  suf- 
ficient in  annual  amount  to  come  within  the  purview  of  the  stat- 
ute, as  may  easily  be  the  case  under  some  of  the  state  laws. 
And  in  all  ordinary  cases,  whatever  accrues  to  the  taxpayer  as 
compensation  for  his  personal  exertion  or  endeavor  will  be 
taxable  as  income,  no  matter  what  may  be  the  nature  of 
the  employment  or  pursuit  which  he  follows,  since  the  terms 
of  the  statutes  are  broad  enough  to  cover  almost  every  con- 
ceivable kind  of  activity.  In  an  English  case  it  was  held  that 
betting  on  horse  races,  when  carried  on  systematically  and 
annually  and  as  the  person's  chief  or  only  way  of  gaining 

6«A  lawyer's  professional  earnings  are  taxable  as  income;  and 
it  is  not  a  case  of  double  taxation  though  he  is  also  compelled  to  pay 
a  license  fee  for  the  privilege  of  practising  his  profession.  Common- 
wealth V.  Werth  (Va.)  82  S.  E.  695.  The  tax  may  not  be  deductible 
"at  the  source"  of  an  attorney's  professional  earnings.  It  will  be 
so  deductible  in  the  case  of  an  annual  retainer  or  other  fixed  and 
periodical  payment,  if  large  enough  to  come  within  the  terms  of  the 
statute,  but  not  as  regards  occasional  fees.  See,  supra,  §  97.  But  this 
is  a  different  question,  and  does  not  affect  the  necessity  of  Including 
all  such  fees  and  earnings  in  the  lawyer's  annual  tax  return.  It 
would  appear  also  that  the  income  of  a  minister  or  clergyman  must 
be  held  to  include  (for  the  purpose  of  this  tax)  his  occasional  fees 
received  for  weddings,  funerals,  and  other  professional  services. 
And  the  Treasury  department  rules  that  Easter  offerings  and  fees 
received  by  clergymen  for  funerals,  masses,  marriages,  baptisms, 
etc.,  are  considered  income  subject  to  the  tax,  but  not  Christmas 
gifts  made  to  such  persons.    Treasury  Decision  No.  2090,  December 
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money,  is  a  "vocation"  within  the  income  tax  law,  and  he 
must  pay  the  tax  on  his  winnings,  if  any." 
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§  230.     Pensions,  Gifts,  Prizes,  and  Awards 

Under  the  English  law  it  is  held  that  the  pension  of  a  re- 
tired judge  or  other  public  officer,  though  voted  annually  by 
the  legislative  authority,  is  taxable  as  income."*  But  a  pen- 
sion not  granted  by  the  government,  but  by  a  private  individ- 
ual or  society,  as  a  purely  voluntary  gift,  and  without  any 
legal  claim  upon  the  donor,  in  recognition  of  meritorious 
past  services  or  for  other  such  reasons,  is  not  a  "profit  or 
gain  arising  from  any  kind  of  property"  or  from  "any  profes- 
sion, trade,  employment,  or  vocation,"  and  is  therefore  not 
assessable  as  income  of  the  recipient. °°  On  the  other  hand,  it 
was  held  that,  where  a  corporation  establishes  a  pension  or 
benefit  fund  for  its  employes,  requiring  each  of  them  to  be- 
come a  subscriber  and  to  contribute  a  certain  percentage  of 
his  salary,  but  contributions  are  returnable  (except  where  for- 
feited for  fraud  or  dishonesty)  either  by  way  of  a  superan- 
nuation benefit,  or  in  a  lump  sum  with  interest  in  case  of  death 
or  retirement,  the  full  salaries  of  the  employes  accrue  to 
them  and  are  assessable  for  the  income  tax,  and  not  merely 
the  amount  received  after  deducting  such  contributions. ''''  On 
similar  principles  it  is  held  that  a  gift  of  money,  raised  by 
voluntary  subscriptions,  and  made  annually  to  a  minister  of 

14,  1914.  And  a  professional  actor  or  singer,  playing  a  season's  en- 
gagement, at  a  stated  compensation  per  week  or  month,  or  for  each 
performance,  is  expected  to  make  a  personal  return  of  such  income  if 
it  exceeds  $3,000  in  the  tax  year,  and  the  person  to  whom  he  looks  for 
compensation  will  be  bound  to  withhold  the  amount  due  for  income 
tax,  as  soon  as  the  payments  reach  the  figure  named.  But  the 
"vaudeville  artist,"  whose  salary  is  paid  weekly  at  different  theaters 
by  different  managers,  is  not  subject  to  have  the  income  tax  deducted 
"at  the  source,"  though  he  must  include  all  his  earnings  In  his  per- 
sonal return. 

6  7  Partridge  v.  Mallandaine,  L.  R.  18  Q.  B.  Div.  276. 

6  8  Ex  parte  Huggins,  L.  R.  21  Ch.  Div.  85.  The  Treasury  depart- 
ment rules  that  a  pension  received  from  the  United  States  must 
be  included  in  the  individual's  return  of  net  Income  for  taxation. 
Instruction  No.  16,  on  Form  No.  1040,  for  individual  return  of  net 
income.     See  this  Form  in  the  Appendix  to  this  volume. 

6  8  Turner  v.  Cuxon,  L.  R.  22  Q.  B.  Div.  150. 

TO  Hudson  v.  Gribble  [1903]  1  K.  B.  517,  4  Tax  Cas.  522. 
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religion  by  his  congregation,  is  assessable  as  income,  because 
made  to  him  as  a  minister  and  in  respect  to  the  discharge  of 
his  duties  in  that  office,  which  is  an  "employment"  within  the 
meaning  of  the  statute/^  But  where  a  curate  receives  from 
a  religious  society  a  grant  in  money,  renewable  annually  at 
discretion  and  on  certain  conditions,  and  the  grant  is  in  recog- 
nition of  faithful  services  as  a  clergyman,  but  not  in  respect 
of  the  particular  curacy  which  he  holds,  it  is  held  that  it  is  not 
taxable  as  income.'^  So  where  a  portion  of  a  collection  made 
in  church  was  given  by  way  of  an  "Easter  offering"  to  the 
incumbent  of  the  parish  by  reason  of  his  office,  but  the  gift 
would  not  have  been  made  had  not  the  recipient,  besides  be- 
ing the  incumbent,  also  been  poor,  it  was  held  that  the  money 
was  not  given  as  an  additional  remuneration  for  services, 
but  on  account  of  personal  poverty,  and  was  therefore  not 
taxable.'^ 

Similar  questions  may  arise  in  the  administration  of  the 
income  tax  laws  of  this  country.  Suppose,  for  example,  that 
one  receives  a  subsidy  from  a  government,'*  or  gift  of  mon- 
ey from  a  relative,  or  draws  a  prize  in  a  lottery  or  in  any 
form  of  competition,  or  wins  a  bet  on  a  race  or  at  the  gam- 
ing table,  or  (to  take  a  worthier  illustration)  receives  an 
award  in  money,  not  as  payment  for  services  but  in  recog- 
nition of  meritorious  conduct  or  achievement  or  discovery, 
— such  as  the  Nobel  prize — it  is  clear  that  he  makes  a  "gain," 
though  not  a  "profit,"   and  that  the   sum  received  is   "in- 


7iln  re  Strong,  15  Scotch  Law  Rep.  704,  1  Tax  Cas.  207 ;  Blakiston 
V.  Cooper  [1909]  A.  C.  104 ;  Herbert  v.  JIcQiiade  [1902]  2  K.  B.  621, 
4  Tax  Cas.  489 ;   Cooper  v.  Blakiston  [1909]  A.  C.  104,  5  Tax  Cas.  347. 

7  2  Turner  v.  Cuxon,  L.  K.  22  Q.  B.  Piv.  150. 

7  3  Turton  v.  Cooper,  5  Tax  Cas.  138.  But  see  Cooper  v.  Blakiston 
[1909]  App.  Cas.  104,  5  Tax  Cas.  347. 

74  According  to  the  doctrine  of  the  English  cases,  a  subsidy  paid 
annually  by  a  government  is  taxable  as  income  of  the  recipient.  This 
was  ruled  in  a  case  where  a  company  undertook  to  construct  a 
railroad  in  Brazil  under  a  government  guaranty  of  seven  per  cent 
interest  on  the  capital  raised  and  devoted  to  the  building  of  the  road, 
and  it  was  held  taxable  on  the  money  received  from  the  government. 
Blake  v.  Imperial  Brazilian  Ry.,  2  Tax  Cas.  58.  And  see  Tretoria- 
Pietersburg  R.  Co.  v.  Elgood,  98  Law  Times,  741. 
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come"  as  distinguished  from  "principal"  or  "capital."  The 
federal  income  tax  law  includes  "the  income  from,  but  not  the 
value  of,  property  acquired  by  gift,  bequest,  devise,  or  de- 
scent." And  under  this  provision  it  is  ruled  that,  where  the 
monthly  salary  of  an  officer  or  employe  is  paid  for  a  limited 
period  after  his  death  to  his  widow,  in  recognition  of  the  serv- 
ices rendered  by  her  husband,  but  without  the  rendition  of 
any  services  by  the  widow,  such  payment  is  a  gratuity  and 
exempt  from  the  income  tax.  It  is  also  ruled  that  if  prop- 
erty acquired  by  gift,  bequest,  etc.,  is  sold  at  a  price  greater 
than  the  appraised  value  at  the  time  the  property  was  acquired, 
the  gain  in  value  is  income  and  is  subject  to  the  tax.  (Treas- 
ury Decision  No.  2090,  December  14,  1914.)  It  should  also 
be  observed  that  this  provision  of  the  statute  applies  only  to 
the  case  of  individual  taxpayers,  not  to  corporations.  Con- 
sequently, the  value  or  amount  of  a  gift,  bequest,  or  devise 
to  a  corporation,  is  not  exempt  but  is  taxable  as  income  of  the 
corporation  for  the  year  in  which  it  is  received.  (Idem.) 
But  aside  from  this  specific  exception,  and  as  the  problem 
might  arise  under  other  taxing  laws,  the  question  wheth- 
er an  acquisition  of  the  kind  supposed  would  be  taxable 
as  income  must  depend  upon  the  construction  of  the  statutes. 
They  contain  terms  broad  enough  to  cover  all  such  cases,  as, 
where  the  act  of  Congress  in  force  declares  that  the  tax  shall 
be  laid  on  "the  entire  net  income  received  from  all  sources," 
and  upon  "gains  or  profits  and  income  derived  from  any 
source  whatever,''  and  the  Wisconsin  statute,  after  enumerat- 
ing certain  items,  taxes  "all  other  income  of  any  kind  derived 
from  any  source  whatever."  If  these  expressions  are  to  be 
construed  as  effective  to  the  full  extent  of  the  language  em- 
ployed, they  would  undoubtedly  include  gifts,  winnings,  and 
pecuniary  awards  or  prizes.  But  if,  following  the  usual  rule 
of  statutory  construction,  the  generality  of  these  expressions 
is  to  be  restricted  by  a  comparison  with  the  more  specific 
terms  used  in  the  context,  then  they  would  include  only  gains 
or  income  from  sources  similar  to,  or  comparable  with,  those 
already  enumerated,  such  as  salaries,  professional  earnings, 
mercantile  business,  invested  capital,  and  so  on.    In  this  case, 
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following  the  analogy  of  the  English  cases  above  cited,  it 
seems  that  such  acquisitions  as  those  we  have  instanced  would 
not  be  regarded  as  income. 

The  same  remarks  may  apply  to  a  judgment  for  money,  the 
amount  of  which  is  paid  to  the  creditor  within  the  taxing 
year.  If  the  cause  of  action  were  an  injury  to  property  or 
contract  rights,  it  might  be  considered  as,  in  some  sense  at 
least,  a  replacement  of  capital.  If  it  were  for  services  ren- 
dered, the  amount  of  the  judgment  would  clearly  be  "compen- 
sation," or  even  "salary"  or  "fees,"  though  recovered  by  suit. 
But  a  judgment  in  an  action  of  tort,  as,  for  example,  defama- 
tion of  character  or  negligence  causing  personal  injuries, 
would  never  be  regarded  as  a  part  of  one's  income  in  the  com- 
mon acceptation  of  the  term,  and  should  not  be  brought  within 
even  the  most  extensive  terms  of  the  statute,  since  a  broad  and 
liberal  construction  in  favor  of  the  government  is  not  the  rule 
in  such  cases,  but  the  reverse. 

§  231.     Legacies  and  Inheritances 

The  income  tax  act  of  Congress  of  1913  expressly  excludes 
from  the  taxpayer's  income  "the  value  of  property  acquired 
by  bequest,  devise,  or  descent."  But  it  is  ruled  that  "the  gen- 
eral policy  of  the  law  and  rule  of  interpretation  require  that 
legacies  in  all  cases,  unless  clearly  inconsistent  with  the  in- 
tention of  the  testator,  should  be  held  to  be  vested  rather  than 
contingent;  and  where  there  is  a  vested  interest,  the  income 
from  such  interest,  whether  distributed  or  not,  is  subject  to 
the'  tax;  and  when  in  the  hands  of  fiduciaries,  they  are  re- 
quired to  account  for  and  pay  the  tax  thereon."  (Treasury  De- 
cision No.  2090,  December  14,  1914.)  The  former  act,  that  of 
1894,  on  the  other  hand,  included  "money  and  the  value  of  all 
personal  property  acquired  by  gift  or  inheritance."  There 
was  no  exception  as  to  legacies  or  property  acquired  by 
descent  on  which  an  inheritance  tax  had  already  been  paid, 
though  probably  such  inheritance  tax  itself  might  be  deducted 
under  the  description  of  "taxes  actually  paid."     The  Wis- 
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consin  statute  of  1911  allows  a  deduction  of  "inheritances, 
devises,  and  bequests  received  during  the  year  upon  which 
an  inheritance  tax  shall  have  been  paid  to  this  state."  It 
appears,  therefore,  that  a  resident-  of  Wisconsin  receiving  a 
legacy  from  a  non-resident,  on  which  the  inheritance  tax 
had  been  paid  in  the  state  of  the  decedent's  domicile,  must 
include  the  amount  thereof  in  his  income  for  the  year.  The 
income  tax  law  of  Hawaii  includes  "money  and  the  value  of 
all  personal  property  acquired  by  gift  or  inheritance,"  but 
with  a  proviso  that  there  shall  not  be  included  in  the  income 
of  any  person  or  corporation  "any  bequest  or  inheritance 
otherwise  taxed  as  such."  In  jurisdictions  where  the  matter 
is  not  thus  provided  for  by  statute,  the  question  of  taxing 
legacies  or  inheritances  as  income  is  not  free  from  doubt,  and 
the  authorities  cast  but  little  light  upon  it.  There  is,  how- 
ever, an  English  case,  in  which  it  was  ruled  that  a  sum  of 
money  acquired  as  a  legacy  is  not  taxable  under  the  de- 
nomination of  "income.''  It  was  said  by  Chief  Baron  Kelly : 
"It  would  be  something  startling,  and  almost  ludicrous,  to 
contend  that,  when  a  fortune  is  left  to  an  individual,  if  it 
happened  to  be  in  money,  the  whole  fortune  is  to  be  taken 
as  a  year's  income."  '^  This  was  said  arguendo,  and  is  there- 
fore strictly  speaking  obiter  dictum,  but  the  point  was  well 
brought  out  and  elaborated,  and  the  quotation  clearly  ex- 
presses the  conviction  of  the  court. 

§  232.     Products  of  Agriculture  or  Stock-Raising 

The  profit  derived  by  a  farmer  or  stock-raiser  from  the  sale 
of  the  products  of  the  farm  or  ranch,  that  is,  the  amount  re- 
ceived on  such  sales  less  the  cost  of  production,  constitutes 
income  taxable  under  the  statutes  now  in  force.'*  In  one 
state,  Virginia,  this  is  specially  provided  for  by  the  statute, 
which  declares  that  "income"  shall  include  "the  amount  of 

75  Knowles  v.  McAdam,  L.  R.  3  Ex.  Div.  23,  1  Tax  Cas.  161. 

7  8  The  taxable  Income  arising  from  a  sugar  plantation  is  the  dif- 
ference between  the  gross  amount  of  sales  during  the  year  and  the 
amount  expended  in  producing  the  property  sold.  In  re  Laupahoehoe 
Sugar  Co.,  18  Hawaii,  206.  v 
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sales  of  live  stock  and  meat  of  all  kinds,  less  the  value  assess- 
ed thereon  the  previous  year  by  the  commissioner  of  the 
revenue,"  and  "the  amount  of  sales  of  wood,  butter,  cheese, 
hay,  tobacco,  grain,  and  other  vegetable  and  agricultural  pro- 
ductions during  the  preceding  year,  whether  the  same  was 
grown  during  the  preceding  year  or  not,  less  all  sums  paid 
for  taxes  and  for  labor,  fences,  fertilizers,  clover  and  other 
seed  purcliased  and  used  upon  the  land  upon  which  the  vege- 
table and  agricultural  productions  were  grown  or  produced, 
and  the  rent  of  said  land  paid  by  said  person,  if  he  be  not 
the  owner  thereof."  "  Though  the  other  state  statutes  do 
not  contain  such  explicit  provisions  as  these,  still  their  terms 
are  broad  enough  to  include  the  profits  of  agriculture  and 
also  to  allow  such  offsets  as  those  specified  in  the  Virginia 
act,  in  computing  the  net  return.  Thus,  the  Wisconsin  law, 
after  enumerating  certain  sources  of  income,  lays  the  tax 
on  "all  other  income  of  any  kind  derived  from  any  source 
whatever,"  and  allows  the  deduction  of  "the  ordinary  and 
necessary  expenses  actually  paid  within  the  year  in  carrying 
on  the  profession,  occupation,  or  business  from  which  the  in- 
come is  derived."  "  As  to  the  federal  statutes,  the  income 
tax  law  of  1894  contained  a  specific  provision  on  this  subject, 
following  the  example  of  the  income  tax  laws  of  the  Civil 
War  period.  It  directed  that  taxable  income  should  include 
"the  amount  of  sales  of  live  stock,  sugar,  cotton,  wool,  butter, 
cheese,  pork,  beef,  mutton,  or  other  meats,  hay,  and  grain, 
or  other  vfegetable  or  other  productions,  being  the  growth  or 
produce  of  the  estate  of  such  person,  less  the  amount  ex- 
pended in  the  purchase  or  production  of  said  stock  or  prod- 
uce, and  not  including  any  part  thereof  consumed  directly  by 
the  family."  ^'  The  act  of  Congress  now  in  force  omits  these 
particular  provisions  and  reverts  to  the  use  of  more  general 

77  Acts  Virginia  1903,  c.  148,  p.  155,  as  amended  by  Acts  1908,  c. 
10,  p.  20.    See  this  statute  in  full  in  the  appendix  to  this  volume. 

7  8  Wisconsin  Income  Tax  Law  1911,  §  1087m,  par.  2,  clause  2f ;  Id., 
§  1087m,  par.  4a.  See  this  statute  in  full  in  the  appendix  to  this 
volume. 

7  8  Act  Cong.  Aug.  27,  1894,  §  28,  28  Stat  509. 
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language.  But  it  cannot  be  doubted  that  it  applies  to  the 
subject  under  consideration,  since  it  declares  that  "the  net  in- 
come of  a  taxable  person  shall  include  gains,  profits,  and  in- 
come derived  from  *  *  *  vocations,  businesses,  trade, 
commerce,  or  sales  or  dealings  in  property  *  *  *  q,-  ^^e 
transaction  of  any  lawful  business  carried  on  for  gain  or 
profit."  8° 

It  is  to  be  noted  that  so  much  of  the  produce  of  a  farm  as 
is  directly  used  and  consumed  by  the  farmer  and  his  family 
is  not  to  be  reckoned  as  a  part  of  his  income,  even  though  it 
might  have  been  sold,  if  not  so  used,  and  a  profit  derived  from 
it.*^"^  Unsold  and  consumed  in  the  use  by  the  producer,  it 
cannot  possibly  be  brought  within  any  definition  of  income, 
nor  even  regarded  as  the  source  of  income.  Nor  need  this 
rule  be  affected  by  the  fact  that  the  statute  may  expressly 
forbid  the  deduction  of  "personal,  family,  or  living  expenses," 
as  this  phrase  obviously  relates  to  money  expended  for  such 
purposes. 

In  the  next  place,  grain  or  other  crops  or  live  stock  remain- 
ing in  the  producer's  possession  and  unsold  at  the  end  of  the 
year  are  not  to  be  reckoned  as  a  part  of  the  year's  income. 
This  is  to  be  inferred  from  the  fact  that  those  statutes  which 
have  dealt  specifically  with  this  matter  have  not  directed  that 

8  0  "The  farmer,  in  computing  the  net  income  from  his  farm  for 
his  annual  return,  shall  include  all  moneys  received  for  produce  and 
animals  sold,  and  for  the  wool  and  hides  of  animals  slaughtered, 
provided  such  v?ool  and  hides  are  sold,  and  he  shall  deduct  therefrom 
the  sums  actually  paid  as  purchase  money  for  the  animals  sold  or 
slaughtered  during  the  year.  When  animals  were  raised  hy  the 
owner  and  are  sold  or  slaughtered,  he  shall  not  deduct  their  value 
as  expense  or  loss.  He  may  deduct  the  amount  of  money  actually 
paid  as  expenses  for  producing  any  farm  products,  live  stock,  etc. 
In  deducting  expenses  for  repairs  on  farm  property,  the  amount  de- 
ducted must  not  exceed  the  amount  actually  expended  for  such 
repairs  during  the  year  for  which  the  return  is  made.  The  cost 
of  replacing  tools  or  machinery  is  a  deductible  expense  to  the 
extent  that  the  cost  of  the  new  articles  does  not  exceed  the  value  of 
the  old."  Instruction  No.  11,  on  official  Form  No.  lOJO,  for  return 
of  individual  income  for  taxation. 

81  Robertson  v.  Pratt,  13  Hawaii,  590;  People  v.  Purdy,  58  Hun 
(N.  Y.)  386,  12  N.  Y.  Supp.  307. 
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the  term  "income"  should  include  the  amount  of  crops  raised, 
etc.,  or  the  value  of  such  productions,  but  only  the  "amount 
of  sales"  thereof,  after  making  the  proper  deductions.  But 
aside  from  this  consideration,  the  rule  is  deducible  from  the 
general  principle  that  a  law  taxing  income  does  not  apply 
to  any  thing  of  value  which,  if  sold,  is  capable  of  producing 
income,  but  which,  remaining  unsold,  is  to  be  regarded  as 
principal  or  at  most  as  a  source  of  income.  In  other  con- 
nections, it  is  true,  the  word  has  sometimes  been  stretched 
to  this  extent.  Thus,  on  the  construction  of  a  statute  pro- 
viding that  a  guardian  should  improve  the  estate  frugally,  and 
apply  the  income  to  the  maintenance  of  the  ward,  it  was  held 
that  this  use  of  the  word  "income"  did  not  require  the  guard- 
ian to  lease  the  real  estate  and  so  derive  an  income  in  cash 
from  it,  but  that  he  might  farm  the  land  himself.'*^  So,  an 
early  case  in  Maryland  holds  that,  in  a  devise  of  real  and 
personal  estate  and  negroes  in  trust,  the  income  to  be  ap- 
plied for  the  benefit  of  a  certain  beneficiary,  the  word  "in- 
come" is  broad  enough  to  include  the  increase  of  the  slaves.*' 
But  the  rule  of  construction  in  regard  to  a  tax  law  is  not 
the  same  as  that  which  applies  in  the  case  of  a  testamentary 
or  other  trust.  Whatever  latitude  may  be  allowed  in  the  lat- 
ter case,  to  carry  out  the  purpose  of  the  trust,  the  rule  for  a 
statute  imposing  taxes  is  that  the  construction  is  strictly  in 
favor  of  the  taxpayer  and  nothing  is  included  as  taxable  un- 
less plainly  and  distinctly  made  so  by  the  words  of  the  act.** 

§  233.     Produce  of  Mines  and  Oil  and  Gas  Wells 

The  owners  of  mines  producing  coal,  gold,  silver,  or  other 
minerals,  or  of  nitrate  beds  or  other  similar  natural  deposits, 
or  of  oil  or  natural  gas  wells,  are  assessable  for  the  income  tax 
upon  the  net  profits  realized  by  the  sale  of  their  products  in 
each  year.*^    The  argument  has  sometimes  been  advanced  that, 

8  2  Remington  v.  Field,  16  R.  I.  509,  17  Atl.  551. 
8  3  Holmes  V.  Mitchell,  4  Md.  532. 
84  Supra,  §  217. 

8  5  Stratton's  Independence  v.  Howbert,  231  U.  S.  399,  34  Sup.  Ct. 
136,  58  L.  Ed.  285 ;  Alianza  Co.  v.  Bell  [1906]  App.  Cas.  18 ;   Rhymney 
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as  minerals  in  place  constitute  a  part  of  the  realty,  and  as  the 
extraction  of  any  given  quantity  leaves  the  investment  of 
the  owner  worth  just  so  much  the  less,  the  sale  of  mineral 
products  should  be  regarded  as  a  sale  of  capital  assets,  and 
not  as  income.  Thus,  in  a  case  in  Pennsylvania,  an  oil  com- 
pany, having  all  its  capital  invested  in  oil-producing  property, 
and  paying  dividends  entirely  out  of  the  products  of  its  oil 
wells,  resisted  payment  of  an  income  tax  assessed  against  it, 
claiming  that  it  could  have  no  taxable  net  income  until  the  pro- 
ceeds of  its  business  had  repaid  all  the  capital  invested,  since, 
in  view  of  the  depletion  of  its  sources  of  revenue,  its  dividends 
paid  included  not  only  earnings  but  also  a  portion  of  its  capital 
returned  in  this  way  to  the  stockholders.  But  the  court  re- 
fused to  accept  this  view,  holding  that  all  the  income  received 
by  the  company  from  its  works,  after  deducting  the  operating 
expenses,  was  net  income  and  taxable  as  such.*"  Moreover, 
this  doctrine  is  well  within  the  analogy  and  the  reason  of  the 
well-known  rule  that  in  the  case  of  mining  companies,  quarry 
companies,  and  the  like,  which  have  what  is  called  a  "wasting 
property,"  the  payment  of  dividends  to  the  stockholders  out  of 
the  amount  realized  on  the  sale  of  their  products  is  not  regard- 
ed as  an  impairment  of  capital,  nor  are  such  companies  required 
to  create  a  sinking  fund,  out  of  earnings,  before  declaring 
dividends,  to  offset  the  gradual  depletion  of  the  property  in 
which  the  capital  is  invested.^'     So  it  has  been  held  that  the 

Iron  Co.  V.  Fowler  [1896]  2  Q.  B.  79,  3  Tax  Cas.  476;  Knowles  v. 
McAdam,  L.  R.  3  Ex.  Dlv.  23,  1  Tax  Cas.  161 ;  Arizona  Copper  Co.  v. 
Smiles,  29  Scotch  Law  Rep.  134,  3  Tax  Cas.  149 ;  Stevens  v.  Durban- 
Roodepoort  Gold  Min.  Co.,  5  Tax  Cas.  402 ;  United  States  v.  NIpissing 
Mines  Co.,  202  Fed.  803 ;  Commonwealth  v.  Ocean  Oil  Co.,  59  Pa.  St. 
61.     See,  also,  Treasury  Decisions  Nos.  1754  and  1755. 

8  6  Commonwealth  v.  Ocean  Oil  Co.,  59  Pa.  St.  61.  Compare  Sargent 
Land  Co.  v.  Von  Baumbach,  207  Fed.  423. 

87  People  V.  Roberts,  156  N.  T.  585 ;  Excelsior  Water  &  Mining  Co. 
V.  Pierce,  90  Cal.  131,  27  Pac.  44 ;  Lee  v.  Neuchatel  Asphalte  Co.,  L. 
R.  41  Ch.  Div.  1.  In  the  case  last  cited  it  was  said:  "If  a  company 
is  formed  to  acquire  and  work  a  property  of  a  wasting  nature,  for 
example,  a  mine,  a  quarry,  or  a  patent,  the  capital  expended  in  ac- 
quiring the  property  may  be  regarded  as  sunk  and  gone,  and  if  the 
company  retains  assets  sufficient  to  pay  its  debts,  it  appears  to  me 
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income  of  a  decedent's  estate,  as  distinguished  from  the  prin- 
cipal, includes  the  proceeds  of  the  sale  of  oil  produced  after  the 
testator's  death,  accruing  as  royalty  under  an  oil  lease  of  his 
lands  made  by  him  before  his  death  in  consideration  of  a 
royalty  of  part  of  the  oil.*'  Further,  the  taxability  of  profits 
derived  from  the  sale  of  minerals  is  recognized  in  the  federal 
income  tax  law  by  the  provision  allowing  a  deduction  "in  the 
case  of  mines,"  for  "depletion  of  ores  and  all  other  natural  de- 
posits on  the  basis  of  their  actual  original  cost  in  cash  or  the 
equivalent  of  cash."  Naturally  there  must  also  be  deducted 
the  cost  of  production,  that  is,  of  mining  or  extracting  the  ore. 
and  the  taxable  net  income  of  the  owner  will  be  the  price  re- 
ceived on  the  sale  of  his  products  less  these  deductions. 

But  here,  as  in  the  case  of  agricultural  products  discussed  in 
the  preceding  section,  the  measure  of  taxable  net  income  is 
not  the  amount  or  value  of  the  products  of  the  year's  operation, 
but  the  net  proceeds  of  sales,  and  hence  there  should  not  be 
included  any  ores  or  other  products  remaining  unsold  at  the 
close  of  the  year.  And  conversely,  the  year's  income  is  not 
measured  by  the  year's  production.  For  irrespective  of  the 
time  when  the  particular  ores  were  brought  to  the  surface,  their 
proceeds  are  taxable  as  income  of  the  year  in  which  they  are 
sold.  Nor  should  the  estimate  of  income  be  made  to  include 
any  part  of  the  products  of  mines  or  wells  which  is  used  by  the 
owner  in  the  heating,  lighting,  or  operation  of  his  own  plant, 
or  otherwise  consumed  in  aid  of  production.  There  is  one  de- 
cision which  apparently  contravenes  this  last  statement.  Under 
a  state  statute  imposing  a  percentage  tax  on  the  "gross  receipts 
from  total  production"  of  coal  and  other  minerals,  it  was  held 

(hat  there  is  nothing  whatever  in  the  act  to  prevent  any  excess  of 
money  obtained  by  vcorking  the  property  over  the  cost  of  working  it 
from  being  divided  amongst  the  shareholders;  and  this,  in  my  opin- 
ion, is  true  although  some  portion  of  the  property  itself  is  sold,  and 
in  some  sense  the  capital  is  thereby  diminished.  But  it  Is,  I  think, 
a  misapprehension  to  say  that  dividing  the  surplus  after  payment  of 
expenses  of  the  produce  of  your  wasting  property  is  a  return  of  cap- 
ital in  any  such  sense  as  is  forbidden  by  the  act." 

88  In  re  Woodburn's  Estate,  138  Pa.  St.  606,  21  Atl.  16,  21  Am.  iSt. 
Rep.  932. 
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that  a  railroad  company  is  subject  to  the  tax  on  coal  mined  by 
it  on  its  properties,  though  the  coal  is  not  sold  but  used  in  the 
operation  of  the  road.^"  But  the  court  felt  compelled  to  adopt 
this  conclusion  by  a  consideration  of  the  context  and  the  neces- 
sity of  bringing  the  different  provisions  of  the  act  into  harmony 
and  effective  operation.  It  was  said:  "With  respect  to  the  con- 
troversy as  to  the  application  of  the  law  to  coal  mined  and  used 
by  the  railway  company,  no  receipts  being  realized  from  sales, 
the  rule  of  construction  to  be  followed  is  that  all  the  provisions 
relative  to  the  matter  should  be  harmonized  and  given  effect, 
if  that  may  be  done  consistently  with  the  evident  legislative  in- 
tent. The  tax  purports  to  be  laid  upon  a  per  centum  of  the 
'gross  receipts  from  the  total  production  of  coal,'  and  from 
these  words  standing  alone  a  meaning  might  be  extracted  that 
only  taxation  based  upon  sales  was  contemplated.  But  the  tax 
is  payable  by  all  persons  engaged  in  the  mining  or  production 
of  coal,  etc.,  and  not  in  selling  it.  A  sworn  return  is  exacted 
showing  the  location  of  the  mine  or  well,  the  kind,  the  gross 
production,  actual  cash  value,  and  other  information,  and  while 
the  auditor  is,  under  the  same  section,  authorized  to  ascertain 
the  gross  receipts  and  compute  the  tax,  the  next  section  em- 
powers him  to  ascertain  the  amount  and  value  of  production, 
compute  the  tax,  etc.  And  section  7708,  in  providing  for  a  re- 
bate of  taxes  when  asphalt,  ores,  or  petroleum,  or  other  min- 
erals, have  been  manufactured  or  refined,  contemplates  a  tax 
irrespective  of  sale  of  the  natural  product  and  not  dependent 
on  the  sale  after  it  has  been  manufactured  or  refined.  The  in- 
tent, from  the  several  provisions  taken  together,  seems  there- 
fore manifest  to  provide  for  the  collection  of  a  tax,  whether 
the  mineral  is  put  on  the  market  or  used  by  the  producer,  and 
by  the  expression  'gross  receipts  from  total  production'  to  refer 
to  equivalents  in  either  case,  and  accomplish  the  object  of  ob- 
taining revenues  from  all  production  of  mineral,  regardless  of 
use.  This  conclusion  appears  to  be  necessary,  notwithstanding 
the  conceded  principles  that  taxes  must  be  imposed  by  law,  and 

8  8.  Missouri,  K.  &  T.  Ry.  Co.  v.  Meyer,  204  Fed.  140. 
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that  the  law  should  be  construed  favorably  to  the  taxpayer  and 
not  extended  by  implication  beyond  its  clear  intent." 

§  234.     Profits  of  Mercantile  Business 

In  so  far  as  the  income  tax  falls  upon  the  profits  of  a  mer- 
chant, the  amount  of  it  is  not  dependent  on  or  estimated  by  the 
amount  of  his  gross  sales  or  gross  receipts,  but  the  taxable  in- 
come is  that  derived  from  sales  of  goods  made  in  excess  of 
their  cost,  after  deducting  from  the  income  or  profits  the  ex- 
penses and  other  items  allowed  by  the  statute.""  The  deduc- 
tions ordinarily  allowed  include  interest  on  borrowed  capital, 
taxes  paid,  losses  incurred  which  are  not  compensated  by  in- 
surance or  otherwise,  bad  debts  written  off,  and  depreciation 
of  property.  Besides,  the  statutes  allow  a  deduction  of  "neces- 
sary expenses  actually  paid  in  carrying  on  the  business,"  as  in 
the  federal  statute,  or  "the  ordinary  and  necessary  expenses 
actually  paid  within  the  year  in  carrying  on  the  business  from 
which  the  income  is  derived,"  as  in  the  Wisconsin  statute. 
These  expenses,  in  the  case  of  ordinary  mercantile  business, 
will  include  such  items  as  the  prime  cost  of  goods,  salaries  and 
wages  of  employes,  freight,  advertising,  insurance,  and  the  like. 
But  it  must  be  observed  that  the  income  from  a  mercantile  busi- 
ness, under  the  tax  law,  is  not  merely  the  profit  arising  from 
the  sale  of  that  particular  stock  of  goods  which  the. merchant 
had  on  hand  at  the  beginning  of  the  tax  year,  but  it  is  the  net 
profit  arising  from  the  whole  year's  commercial  dealings  in  the 
goods  handled  by  the  merchant,  no  matter  how  often,  in  the 
course  of  the  year,  his  stock  may  have  been  depleted,  wholly 
or  in  part,  and  renewed."^ 

§  235.     Profits  from  Unauthorized  Business 

It  is  held  that  where  a  state  tax  is  laid  upon  the  gross  re- 
ceipts or  the  net  income  of  corporations,  or  upon  the  volume 
of  business  transacted  by  them  as  measured  by  such  receipts 
or  income,  it  may  include  and  apply  to  receipts  by  the  com- 
pany derived  from  a  business  beyond  its  charter  powers  or  in 

80  Millar  v.  Douglass,  42  Tex.  288. 

»i  Wilcox  V.  Middlesex  County  Oom'rs,  103  Mass.  544. 
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which  it  had  no  authority  to  engage."^  And  so  it  was  ruled 
that  a  corporation  cannot  escape  payment  of  United  States 
internal  revenue  taxes  on  the  ground  that  the  business  in 
which  it  is  engaged,  or  from  which  its  profits  or  income  are 
derived,  is  unauthorized  by  its  charter  or  by  the  laws  of  the 
state,  or  is  otherwise  ultra  vires.  °^  It  is  undoubtedly  proper 
to  apply  these  rulings  to  the  assessment  of  federal  and  state 
income  taxes.  It  is  true  the  act  of  Congress  refers  to  profits 
derived  from  the  transaction  of  "lawful"  business.  But  a  busi- 
ness may  be  none  the  less  lawful  because  it  is  beyond  the  lim- 
ited powers  of  a  particular  corporation  engaging  in  it.  And 
it  is  probable  that  the  word  quoted  was  meant  only  to  exclude 
those  occupations  which  are  forbidden  to  all  persons,  as  being 
immoral  or  contrary  to  public  policy,  and  the  reason  for  ex- 
cluding them  was  the  apprehension  that  taxing  them  might 
appear  to  legalize  them. 

§  235.     Income  from  Partnership  Business 

The  profit  accruing  from  one's  share  in  the  business  con- 
ducted by  a  partnership  is  a  part  of  his  income.'*  The  net 
earnings  of  the  partnership  constitute  income  of  the  firm  so 
long  as  they  remain  in  the  possession  or  to  the  cuedit  of  the 
firm  as  such.  But  when  a  proportionate  part  is  drawn  out 
and  paid  over  to  an  individual  partner,  it  becomes  and  con- 
stitutes a  part  of  his  private  income.  And  although  an  in- 
terest in  the  stock  in  trade  of  a  partnership  or  in  the  business 
which  it  conducts  may  represent  an  investment  of  capital,  and 
therefore  be  "principal"  or  "capital"  of  the  partner,  it  does 
not  follow  that  his  share  of  the  earnings  is  impressed  with  the 
same  character.  On  the  contrary,  the  dividends  of  a  partner- 
ship in  which  a  decedent  was  interested,  and  which  was  con- 
tinued after  his  death,  have  been  held  not  to  constitute  a  part 

0  2  People  V.  Eoberts,  32  App.  Div.  113,  52  N.  Y.  Supp.  859,  affirmed 
157  N.  Y.  677,  51  N.  E.  1093. 

83  Salt  Lake  City  v.  HoUister,  118  U.  S.  256,  6  Sup.  Ct.  1055,  30  U 
Ed.  176. 

94  In  re  Rogers,  37  Misc.  Rep.  (N.  Y.)  54,  74  N.  Y.  Supp.  829;  In  re 
Slocum,  169  N.  Y.  153,  62  N.  B.  130. 
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of  the  corpus  of  his  estate,  any  more  than  interest  on  money 
constitutes  a  portion  of  the  principal  invested ;  but  such  divi- 
dends are  income  and  go  to  the  Hfe  tenant  or  beneficiary  un- 
der a  trust. °^  It  is  true,  however,  that  it  would  be  unjust  and 
double  taxation  to  assess  a  partnership  upon  its  income  de- 
rived from  its  business,  and  then  to  tax  each  partner  for  his 
share  of  the  profits  as  constituting  his  individual  income.  But 
this  matter  has  generally  been  provided  for  in  the  statutes. 
The  act  of  Congress  does  not  tax  partnerships  at  all.  The 
Wisconsin  statute  taxes  partnerships  as  well  as  individuals 
and  corporations,  but  the  individual  is  allowed  to  deduct  from 
his  taxable  income  "dividends  or  income  received"  from  an 
"interest  in  any  firm  or  copartnership,  the  income  of  which 
shall  have  been  assessed  under  the  provisions  of  this  act."  If 
the  other  existing  statutes  leave  the  subject  in  doubt,  still  it  is 
thought  that  no  court  would  sustain  the  attempt  to  assess  and 
collect  the  tax  twice  upon  the  same  income. 

As  to  the  undivided  earnings  of  a  partnership,  it  is  true,  as 
above  stated,  that  they  properly  constitute  income  of  the  firm 
but  not  of  the  individual  partners.  Nevertheless,  the  act  of 
Congress  subjects  them  to  taxation  in  the  names  of  the  part- 
ners. The  provision  is  as  follows :  "Any  persons  carrying  on 
business  in  partnership  shall  be  Hable  for  irxome  tax  only  in 
their  individual  capacity,  and  the  share  of  the  profits  of  a 
partnership  to  which  any  taxable  partner  would  be  entitled  if 
the  same  were  divided,  whether  divided  or  otherwise,  shall 
be  returned  for  taxation  and  the  tax  paid,  under  the  provisions 
of  this  section,  and  any  such  firm,  when  requested  by  the 
Commissioner  of  Internal  Revenue,  or  any  district  collector, 
shall  forward  to  him  a  correct  statement  of  such  profits  and 
the  names  of  the  individuals  who  would  be  entitled  to  the 
same,  if  distributed."  *'     On  this  subject,  the  Treasury  de- 

8  5  Heighe  v.  Littig,  63  Md.  301,  52  Am.  Rep.  510. 
88  Supra,  §  15.     For  the  Treasury  regulation  on  this  point,  see, 
supra,  i  177,  art.  11. 
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partment  rules  as  follows :  "The  character  of  partnership  prof- 
its divisible  between  persons  has  no  reference  to  any  character 
which,  as  income  accruing  to  the  partnership,  it  may  have 
borne  prior  to  receipt  by  the  partnership.  It  is  therefore  held 
that  income  received  from  a  partnership  cannot  be  traced  to 
its  source  behind  the  partnership  for  the  purpose  of  claiming 
individual  exemption.  It  is  held  that  the  income,  from  a  part- 
nership accrues  to  the  individual  partner  at  the  time  his  dis- 
tributive interest  is  determined  and  reducible  to  possession. 
In  the  returns  of  income  made  by  individuals  for  the  calendar 
year,  therefore,  there  should  be  included  such  income  accru- 
ing from  the  business  of  partnerships  for  their  business  years 
as  may  have  been  definitely  ascertained  by  means  of  a  book 
balance,  whether  distributed  or  not.  In  other  words,  members 
of  partnerships  are  required  to  make  returns  of  income  like 
other  individuals  for  the  calendar  year,  and  should  include  in 
their  returns  the  net  proceeds  of  their  interest  in  partnership 
profits  ascertained  at  the  end  of  the  business  year  falling  with- 
in the  calendar  year  for  which  the  individual  return  is  being 
rendered."    (Treasury  Decision  No.  2090,  December  14,  1914.) 

§  237.     Profits  on  Sale  of  Real  Estate 

Where  a  parcel  of  real  estate  is  sold  for  a  price  above  its 
cost,  the  difference  is  not  properly  "income"  of  the  vendor. 
It  is  more  correctly  described  as  an  increase  of  capital  assets. 
But  it  is  certainly  a  "gain"  or  "profit,"  and  falls  within  the 
meaning  of  either  of  those  terms  as  used  in  the  income  tax 
laws.  And  it  has  always  been  the  policy  of  such  laws  to  as- 
sess the  tax  on  a  profit  thus  made,  though  it  has  been  usual  to 
set  a  limitation  upon  the  time  elapsing  between  the  purchase 
and  sale  of  the  property,  since  land  is  often  held  for  long  pe- 
riods and  the  increase  in  its  value,  in  ordinary  cases,  may  be 
supposed  to  have  been  gradually  accruing  during  the  entire 
time.  The  federal  income  tax  law  of  1864  provided  that  "net 
profits  realized  by  sales  of  real  estate  purchased  within  the 
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year  for  which  income  is  estimated  shall  be  chargeable  as  in- 
come."  The  act  of  1870  included  in  the  description  of  tax- 
able income  "profits  realized  within  the  year  from  sales  of  real 
estate  purchased  within  two  years  previous  to  the  year  for 
which  income  is  estimated."  The  act  of  1894  taxed  "profits 
realized  within  the  year  from  sales  of  real  estate  purchased 
within  two  years  previous  to  the  close  of  the  year  for  which 
income  is  estimated."  As  to  the  state  statutes,  that  of  Wis- 
consin expressly  includes  as  taxable  income  "all  profits  de- 
rived from  the  purchase  and  sale  of  any  property  acquired 
within  three  years  previous,"  and  this  is  construed  by  the  state 
tax  commission  as  referring  to  capital  assets  and  not  to  or- 
dinary stocks  of  merchandise,  and  therefore  it  would  be  ap- 
plicable to  real  estate.  The  income  tax  law  of  Hawaii  enu- 
merates in  the  classes  of  taxable  income  "profits  realized 
within  the  year  from  sales  of  real  estate,  including  leaseholds, 
purchased  within  two  years."  The  statutes  of  the  other  states 
contain  no  specific  provision  as  to  the  profits  on  sales  of  land, 
but  their  general  terms  are  broad  enough  to  include  this  case. 
The  act  of  Congress  of  1913  contains  the  following  very 
ambiguous  clause :  "The  net  income  of  a  taxable  person  shall 
include  gains,  profits,  and  income  derived  from  *  *  *  gales 
or  dealings  in  property,  whether  real  or  personal,  growing  out 
of  the  ownership  or  use  of  or  interest  in  real  or  personal  prop- 
erty." "''  As  to  the  latter  part  of  this  sentence,  though  it  is  dif- 
ficult to  discern  any  precise  meaning  in  it,  one  may  hazard  the 
guess  that  it  was  intended  to  apply  to  the  purchase  and  sale 
of  leaseholds,  life  estates,  undivided  joint  interests,  and  other 
estates  less  than  a  fee.  Another  possible  construction  might 
be  suggested,  and  one  which  would  give  meaning  and  effect 

9  7  Supra,  §  5.  The  Treasury  department  holds  that  "for  income- 
tax  purposes,  where  there  is  an  actual  sale  and  transfer,  profit  will 
be  considered  as  realized  even  though  payment  is  to  be  made  In  in- 
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to  the  whole  sentence.  This  might  be  accomplished  by  read- 
ing the  word  "or"  into  the  clause  between  the  -words  "per- 
sonal" and  "growing,"  as  having  been  inadvertently  omitted, 
and  by  a  slight  transposition  of  some  of  the  other  terms.  The 
sentence  would  then  read :  "The  net  income  of  a  taxable  per- 
son shall  include  gains,  profits,  and  income  derived  from 
*  *  *  sales  or  dealings  in  property,  whether  real  or  personal, 
or  growing  out  of  the  ownership  or  use  of  real  or  persona) 
property  or  an  interest  therein."  As  thus  reconstructed,  the 
provision  would  lay  the  tax  on  what  is  called  the  "unearned 
increment"  of  land,  that  is,  an  increase  in  its  market  value, 
accruing  within  the  year  from  any  other  cause  than  its  im- 
provement by  the  owner,  or  the  corresponding  profit  or  ad- 
vantage to  the  owner,  in  view  of  the  fact  that  he  could  now 
command  a  higher  price  for  it  than  formerly,  althotigh  he 
does  not  actually  realize  his  profit  by  selling  the  property,  but 
continues  to  hold  it.  But  since  this  would  greatly  enlarge  the 
scope  of  the  statute,  and  subject  to  taxation  various  items, 
which  would  be  exempt  under  any  other  interpretation,  it  is 
doubtful  whether  the  courts  would  feel  justified  in  taking  this 
course  with  it. 

The  term  "dealings"  has  a  definite  meaning  in  law.  It  is 
equivalent  to  "traffic."  It  does  not  apply  to  the  operations  of 
one  who  buys  to  keep,  though  he  may  afterwards  sell,  but  to 
the  buying  of  any  kind  of  property  or  commodity  for  the  pur- 
pose of  selling  again  at  a  profit,  and  that,  not  merely  on  a 
single  occasion,  but  as  an  occupation  or  pursuit;  or  in  other 
words,  "deahng"  in  any  article  is  making  successive  purchases 

stallments,  as  notes  for  deferred  payments  are  secured  by  the  title 
to  the  property  and  presumably  bear  interest,  and  are  held  to  be 
worth,  in  cash,  their  face  value.  In  case  of  default  on  installment 
payments,  there  may  be  charged  off  as  bad  debts  the  amount  ot  such 
unpaid  installments,  less  the  salvage  value  of  the  real  estate  repos- 
sessed."     Treasury  Decision  No.  2090,  December  14,  1914. 
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and  sales  of  it  as  a  business.'*  It  appears  therefore  that  where 
one  purchases  a  piece  of  real  estate  for  residence  purposes 
or  as  an  investment,  and  sells  it  for  a  higher  price  than  he 
paid,  the  profit  must  be  included  in  his  taxable  income  for  that 
year.  It  might  be  argued  that  the  word  "sales"  should  take 
color  from  the  word  "dealings"  with  which  it  is  associated. 
But  it  seems  more  probable  that  the  legislative  intention  was 
to  tax  not  only  profits  arising  from  dealing  in  real  estate  as  a 
business,  but  also  the  profit  accruing  on  single  or  isolated 
sales,  not  frequent  enough  to  constitute  dealing  in  it,  and  that 
the  words  were  placed  in  juxtaposition  to  mark  this  distinc- 
tion. The  term  "dealings"  may  be  applied  to  one  who  buys 
and  sells  land  as  a  speculation,  or  who  buys  vacant  land  and 
builds  houses  on  it  for  the  purpose  of  selling  the  property  as 
so  improved,  or  buys,  opens  up,  and  sells  suburban  property, 
or  otherwise  derives  his  income  or  a  considerable  part  of  it 
from  traffic  in  real  estate. 

The  construction  which  the  English  courts  have  put  upon 
the  income  tax  law  of  that  country  excludes  the  profit  arising 
from  a  single  sale  of  land,  while  including  profits  derived  from 
buying  and  selling  realty  as  a  business.  In  a  leading  case,  it 
appeared  that  a  company  was  formed  to  buy  land  in  the  Ma- 
lay Peninsula  and  there  plant  and  cultivate  rubber  trees.  It 
bought  two  estates  and  planted  a  considerable  acreage,  but 
did  not  produce  or  sell  any  rubber.  Then,  its  capital  being  ex- 
hausted, it  sold  the  entire  property  to  another  company  for  a 
price  exceeding  the  amount  of  capital  expended.  It  was  held 
that  the  profit  arising  from  the  sale  was  an  appreciation  of 
capital,  and  not  taxable  as  income.  In  delivering  judgment. 
Lord  Salvesen  said :  "I  am  unable  to  distinguish  the  position 
of  the  appellants  from  that  of  a  person  who  acquires  a  prop- 
erty by  way  of  investment  and  who  realizes  it  afterwards  at 

»8  See  Clifford  v.  State,  29  Wis.  327 ;  Saunders  v.  Kussell,  10  Lea 
(Tenn.)  293;  Bates  v.  Bank  of  Alabama,  2  Ala.  451;  Buckley  v. 
Briggs,  30  Mo.  452 ;  Norris  v.  Commonwealth,  27  Pa.  St.  494 ;  Over- 
all V.  Bezeau,  37  Mich.  506;  State  v.  Barnes,  126  N.  C.  1063,  35  S. 
B.  605;  Vernon  v.  Manhattan  Co.,  17  Wend.  (N.  T.)  524;  Goodwin 
V.  Clark,  65  Me.  280. 
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a  profit.  It  is  well  settled  that  in  such  a  case  the  profit  is  not 
part  of  the  person's  annual  income  liable  to  be  assessed  for 
income  tax,  but  results  from  an  appreciation  of  his  capital.  No 
doubt  if  it  is  a  part  of  his  business  to  deal  in  lands  or  invest- 
ments, any  profits  which  in  the  course  of  that  business  he 
realizes  form  part  of  his  income ;  but  the  mere  fact  that  a  per- 
son or  company  has  invested  funds  in  the  purchase  of  an  es- 
tate which  has  subsequently  appreciated,  and  so  has  realized  a 
profit  on  his  purchase,  does  not  make  that  profit  liable  to  as- 
sessment." "" 

§  238.     Profits  on  Sales  of  Securities 

In  the  general  law  (apart  from  matters  of  taxation)  an 
addition  to  one's  wealth  obtained  by  selling  stocks,  bonds,  or 
any  other  form  of  securities  or  investments  at  a  price  above 
their  cost  is  not  "income"  but  an  appreciation  of  capital. 
Nor  is  it  "profit"'  in  the  ordinary  or  commercial  sense.  Profit 
is  the  acquisition  of  gain  above  expenditures  arising  from 
some  transaction  or  operation,  and  does  not  include  premiums 
received  on  the  sale  of  securities. ^'"'  A  similar  rule  prevails 
in  the  law  of  trusts  and  of  wills.  Thus,  where  a  trustee  in- 
vests money  of  the  trust  estate  in  bonds,  and  subsequently 
sells  the  bonds  at  an  advance,  and  invests  the  proceeds  in 
other  securities,  the  profit  on  the  bonds  is  part  of  the  prin- 
cipal of  the  estate,  and  not  income,  as  between  the  life  tenant 
and  the  remainderman.^"^  So  the  words  "dividends  and  in- 
come" in  a  will  devising  property  in  trust,  the  dividends  and 
income  thereof  to  be  paid  to  the  testator's  daughter,  with 
remainder  over  after  her  death,  do  not  include  the  increase 
in  the  value  of  the  corpus  of  the  estate  caused  by  the  invest- 
ment of  the  funds  and  stocks  and  their  sale  and  investment 
in  other  stocks  at  a  profit.^"^     But  it  seems  that  the  "profits 

9  9  Tebrau  Rubber  Syndicate  v.  Farmer,  5  Tax  Gas.  658. 

100  Cross  V.  Long  Island  Loan  &  Trust  Co.,  75  Hun  (N.  Y.)  533,  27 
N.  T.   Supp.  495. 

101  In  re  Graham's  Estate,  198  Pa.  St.  216,  47  Atl.  1108. 

102  Smith  V.  Hooper,  95  Md.  16,  51  Atl.  844;  Eley's  Appeal,  103  Pa. 
St.  300. 
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and  income"  of  an  estate  devised  in  trust  for  a  named  bene- 
ficiary will  include  the  profits  made  on  land  purchased  by  the 
executor  at  a  foreclosure  sale  of  a  mortgage  to  secure  a  loan 
of  the  funds  of  the  estate.^"^ 

In  the  English  law  of  taxation,  a  profit  realized  from  the 
sale  of  securities  is  not  reckoned  as  income,  except  in  cases 
where  the  person  pursues  the  buying  and  selHng  of  securi- 
ties as  a  business  or  occupation.  "It  is  quite  a  well-settled 
principle  in  dealing  with  questions  of  assessment  of  income 
tax,  that  where  the  owner  of  an  ordinary  investment  chooses 
to  realize  it,  and  obtains  a  greater  price  for  it  than  he  orig- 
inally obtained  it  at,  the  enhanced  price  is  not  profit  in  the 
sense  of  the  income  tax  law.  But  it  is  equally  well  settled 
that  enhanced  values  obtained  from  realization  or  conversion 
of  securities  may  be  so  assessable,  where  what  is  done  is  not 
merely  a  realization  or  change  of  investment,  but  an  act 
done  in  what  is  truly  the  carrying  on,  or  carrying  out,  of  a 
business.  The  simplest  case  is  that  of  a  person  or  associa- 
tion of  persons  buying  and  selling  lands  or  securities  spec- 
ulatively, in  order  to  make  gain,  dealing  in  such  investments 
as  a  business,  and  thereby  seeking  to  make  profits.  There 
are  many  companies  which  in  their  very  inception  are  formed 
for  such  a  purpose,  and  in  these  cases  it  is  not  doubtful  that, 
where  they  make  a  gain  by  a  realization,  the  gain  they  make 
is  liable  to  be  assessed  for  income  tax.  What  is  the  line  that 
separates  the  two  classes  of  cases  may  be  difficult  to  define, 
and  each  case  must  be  considered  according  to  its  facts,  the 
question  to  be  determined  being:  Is  the  sum  of  gain  that 
has  been  made  a  mere  enhancement  of  value  by  realizing  a 
security,  or  is  it  a  gain  made  in  the  operation  of  business 
in  carrying  out  a  scheme  for  profit-making?"^"*  So  where  a 
person  buys  a  doubtful  debt  and  recovers  a  larger  sum  than 
he  paid  for  it,  the  gain  is  not  profit  in  the  sense  of  the  in- 
come .tax  law,  unless  the  purchaser  is  making  a  trade  of  buy- 

103  In  re  Park's  Estate,  173  Pa.  St.  190,  33  Atl.  884. 
10*  Calif omian  Copper  Syndicate  v.  Harris,  6  i<'raser,  894,  5  Tax 
Cas.  159;    Tebrau  Eubber  Syndicate  v.  Farmer,  5  Tax  Cas.  658. 
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ing  such  debts. ^°°  But  on  the  other  hand,  where  a  company 
is  empowered  by  its  charter  to  vary  its  investments,  and  gen- 
erally to  sell  or  exchange  any  of  its  assets,  the  net  gain  by 
realizing  investments  at  larger  prices  than  were  paid  for 
them  constitutes  profit  chargeable  with  income  tax.^"' 

In  this  country,  however,  under  both  the  federal  and  state 
income  tax  laws,  dealing  as  they  do  with  income  or  profit  from 
the  "sale  of  property,"  it  is  difficult  to  see  how  the  premium 
obtained  on  even  a  single  sale  of  stock,  or  of  a  bond  or  other 
security,  could  escape  assessment.  Under  the  income  tax  laws 
of  1861  to  1870,  it  was  held  that  a  bona  fide  exchange  of 
stocks  for  other  property,  however  much  to  the  apparent 
advantage  of  the  owner  of  the  stocks,  was  not  a  sale  thereof 
from  which  a  profit  was  derived  liable  to  taxation  as  income. 
But  a  transfer  of  stocks  for  a  promissory  note,  which  is 
collectible,  or  an  exchange  thereof  for  land,  followed  by  a 
sale  of  such  land  within  the  year,  whether  for  cash  or  collect- 
ible promissory  notes,  was  considered  as  equivalent  to  a  sale 
of  such  stock  for  so  much  cash.^"^  But  in  view  of  the  limi- 
tation of  time  in  those  statutes,  it  was  held  that  the  profit  made 
upon  bonds  bought  in  one  year  and  sold  several  years  later 
was  not  to  be  included  in  the  estimate  of  the  owner's  income 
for  the  year  in  which  the  sale  was  made.^°'  It  will  be  noticed, 
however,  that  there  is  no  limitation  of  time  in  the  present 
federal  income  tax  law,  while  that  prescribed  by  the  Wisconsin 
statute  is  three  years. 

§  239.     Increase  in  Value  not  Realized  by  Sale 

In  the  law  of  trusts,  an  increase  in  the  market  value  of 
securities  of  any  kind  held  as  investments  is  not  accounted  a 

10  5  Assets  Co.  V.  Inland  Revenue  [1897]  W.  N.  144. 

106  Scottisli  Investment  Trust  Co.  v.  Forbes,  31  Scotch  Law  Rep. 
219,  3  Tax  Cas.  231. 

10  7  United  States  v.  Smith,  1  Sawy.  277,  Fed.  Cas.  No.  16,341. 

10  8  Gray  v.  Darlington,  15  Wall.  63,  21  L.  Ed.  45.  In  Hawaii,  it  is 
held  that  one  who  bought  stock  in  189S,  and  so'd  it  in  the  latter 
half  of  1905  at  a  profit,  is  not  liable  to  pay  an  income  tax  on  such 
profit  for  the  half-year  taxation  period  immediately  preceding  Jan- 
uary 1,  1906.     In  re  Castle,  18  Hawaii,  129. 
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part  of  the  income  of  the  same,  nor  is  it  to  be  added  to  the 
stated  interest  which  they  return  in  computing  the  income. 
Even  if  the  securities  are  sold,  and  the  increment  of  value 
thus  converted  into  money,  it  is  not  properly  speaking  a 
"profit,"  as  we  have  shown  in  the  preceding  section.  For 
an  even  stronger  reason,  therefore,  it  cannot  be  either  a 
"profit"  or  a  "gain"  so  long  as  not  realized  by  sale.  It  is 
merely  an  appreciation  of  capital.  "The  rule,  as  settled,  may 
be  stated  to  be  that  an  increase  from  natural  causes  in  the 
value  of  real  and  personal  estate  held  ,as  an  investment  does 
not  constitute  profits,  to  go  tq  a  life  tenant,  but  becomes 
principal  and  goes  to  the  remainderman."  ^"^  Thus,  a  life  ten- 
ant entitled  to  the  income  of  a  certain  legacy,  which  was  in- 
vested, was  held  not  entitled  to  the  gain  over  the  original 
amount  invested,  arising  from  an  increase  in  the  value  of  the 
subject  of  the  investment  as  it  existed  in  the  life-time  of  the 
testator."^^"  But  a  more  direct  authority  for  the  application 
of  these  principles  to  the  subject  of  income  taxation  is  found 
in  a  decision  of  the  United  States  Supreme  Court,  construing 
the  act  of  Congress  of  1864  imposing  taxes  on  "gains,  profits, 
and  income."  It  was  held  that  a  mere  increase  in  the  market 
value  of  securities  does  not  come  within  the  definition  of 
any  one  of  those  terms,  and  specifically,  that  the  word  "gains," 
as  used  in  the  statute,  means  such  gains  or  profits  as  may  be 
realized  from  a  business  transaction  begun  and  completed 
during  the  preceding  year.  The  court  said :  "The  mere  fact 
that  property  has  advanced  in  value  between  the  date  of  its 
acquisition  and  sale  does  not  authorize  the  imposition  of  the 
tax  on  the  amount  of  the  advance.  Mere  advance  in  value 
in  no  sense  constitutes  the  gains,  profits,  or  income  specified 
by  the  statute.  It  constitutes  and  can  be  treated  merely  as 
increase  of  capital."  ^^^     Notwithstanding  this,  the  officers  of 

109  In  re  Vedder,  2  Con.  Sur.  (N.  Y.)  548,  15  N.  T.  Supp.  798.  And 
see  In  re  Gerry,  103  N.  Y.  445,  9  N.  E.  235;  Jennery  v.  Olmstead, 
36  Hun  (N.  Y.)  536 ;  In  re  Proctor,  85  Hun  (N.  Y.)  572,  33  N.  Y.  Supp. 
196;   Linsly  v.  Bogert,  87  Hun  (N.  Y.)  137,  33  N.  Y.  Supp.  975. 

110  Thomson's  Estate,  11  Pa.  Co.  Ct.  R.  19S. 

111  Gray  v.  Darlington,  15  Wall.  63,  21  L.  Kd.  45. 
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the  Treasury  department  are  applying  a  different  construction 
to  the  income  tax  law  of  1913,  being  the  same  which  they 
applied  to  the  corporation  excise  tax  law  of  1909,  which 
last-named  act  specified,  as  the  measure  of  taxation,  the  "net 
income"  of  the  corporation,  above  a  certain  amount,  "received 
from  all  sources,"  a  narrower  expression,  it  will  be  noticed, 
than  that  of  the  income  tax  law.  They  rule  that  a  corpora- 
tion must  return,  in  its  estimate  of  net  income,  not  only  profits 
realized  on  the  sale  of  real  estate  during  the  year,  but  also 
an  increase  in  the  value  of  unsold  property,  if  taken  up  on 
the  books  of  the  corporation;  and  that  any  increase  in  the 
value  of  the  capital  assets,  as  determined  by  a  physical  revalua- 
tion and  taken  cognizance  of  by  the  corporation  in  book  en- 
tries, is  gain  and  must  be  accounted  for  as  income  for  the 
year  in  which  such  increase  is  so  recognized  and  recorded.  ^^^ 
And  it  must  further  be  remarked  that,  if  the  courts  should 
eventually  adopt  such  a  construction  of  the  act  of  Congress  of 
1913  as  would  permit  the  taxation  of  the  "unearned  incre- 
ment" of  land,  as  suggested  above  (supra,  §  237),  it  is  probable 

112  See  Treasury  Decision  No.  1742,  pars.  43,  48,  and  85,  as  to  the 
ruling  under  the  act  of  1909.  As  to  the  regulation  of  the  department 
under  the  act  of  1913,  see,  supra,  §  185,  art.  111.  That  this  rule  of 
the  department  is  applicable  to  the  case  of  an  individual,  as  well 
as  to  the  case  of  a  corporation,  is  shown  by  Instruction  No.  17,  on 
Form  No.  1040  (printed  in  the  Appendix  hereto),  which  reads:  "Es- 
timated advance  in  value  of  real  estate  is  not  required  to  be  reported 
as  income,  unless  the  increased  value  is  taken  up  on  the  books  of 
the  individual  as  an  increase  of  assets."  It  will  be  perceived  that  in 
both  cases  the  Bureau  of  Internal  Revenue  leaves  the  matter  very 
much  in  the  discretion  of  the  individual  or  corporation,  the  im- 
plication from  its  rulings  being  that  if  the  taxpayer  does  not  choose 
to  recognize  an  increase  in  value  as  income,  that  is,  does  not  record 
or  "take  it  up"  on  the  books,  or  cause  it  to  be  reflected  in  the  account 
of  profit  and  loss,  then  the  revenue  officers  cannot  well  detect  the 
gain  in  value  of  assets,  and  cannot  insist  on  its  being  returned  as 
income.  But  before  leaving  this  subject,  it  should  be  remarked  that 
the  general  doctrine  or  view  of  the  revenue  officers  on  this  point 
is  squarely  opposed  by  a  decision  of  one  of  the  federal  courts,  wherein 
it  is  held  that  an  increase  in  the  book  value  of  the  assets  of  a  cor- 
poration by  a  revaluation  of  property  does  not  constitute  any  part 
of  the  gross  amount  of  its  "income  received  within  the  year."  Bald- 
win Locomotive  Works  v.  McCoach,  215  FedL  967. 
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that  the  same  principle  would  have  to  be  applied  to  the  in- 
crease in  value  of  securities,  since  the  statute,  at  this  point, 
carefully  specifies  both  real  and  personal  property  as  sources 
of  gains,  profits,  or  income. 

§  240.     Uncollected  Interest  and  Accounts 

It  is  an  unsettled  question  whether  a  person's  income  for  a 
given  year  should  be  held  to  include  interest  on  securities 
accruing  within  the  year  but  remaining  uncollected  at  its 
close,  and  promissory  notes  and  due-bills  taken  in  discharge 
of  a  pre-existing  indebtedness,  but  not  paid  within  the  year 
in  which  they  are  given,  and  the  price  of  goods  sold  within 
the  year,  evidenced  by  book  entries,  but  not  received  in 
cash.  Some  of  the  statutes  have  expressly  included  such 
items ;  others  have  not  mentioned  them.  Thus,  the  act  of 
Congress  of  1864  laid  the  tax,  among  other  things,  on  "in- 
terest received  or  accrued  upon  all  notes,  bonds,  and  mort- 
gages, or  other  forms  of  indebtedness  bearing  interest,  wheth- 
er paid  or  not,  if  good  and  collectible."  And  the  same  lan- 
guage was  included  in  the  act  of  1870  and  in  that  of  1894. 
It  will  be  noticed  that  this  specified  only  "interest,"  and  as 
to  notes  and  accounts,  the  courts  did  not  agree.  In  one 
case  it  was  held  that,  within  the  meaning  of  the  statute,  the 
word  "income"  must  be  taken  to  mean  money,  and  not  the 
expectation  of  receiving  it  or  the  right  to  receive  it  at  a  fu- 
ture time.  And  hence  it  was  ruled  that  the  amount  of  a 
promissory  note  taken  in  1871  on  the  sale  of  a  patent  right, 
but  not  due  until  1872,  and  paid  in  the  latter  year,  was  not 
taxable  as  income  of  the  former  year.^^'*  But  in  another  case 
it  was  said  that  promissory  notes,  book  accounts,  and  the 
like,  due  during  a  given  year,  may  or  may  not  be  income  of 
that  year.  This  depends  on  their  value  intrinsically  or  their 
convertibility  into  money,  property,  or  available  assets.  If 
they  have  only  a  nominal,  and  not  a  real  value  or  converti- 
ble  quality,   and   a   man   has    realized   nothing    from  them, 

113  United  States  v.  Schillinger,  14  Blatchf.  71,  Fed.  Gas.  No. 
16,228. 
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and  therefore  does  not  return  them  as  a  part  of  his  income, 
because  he  honestly  believes  that  they  are  not  real  gains  or 
profits,  he  cannot  be  convicted  of  making  a  false  return. ^^* 
And  in  construing  the  corporation  excise  tax  law  of  1909, 
it  was  held  that  the  word  "income,"  as  there  used,  meant  that 
which  has  "come  in"  or  which  has  been  already  received, 
and  that  the  net  income  so  taxable  should  be  determined  on 
a  cash  basis,  as  distinguished  from  a  revenue  basis,  and  hence 
(in  the  case  of  an  insurance  company)  did  not  include  un- 
collected and  deferred  premiums  and  interest,  accrued  and 
due,  but  not  actually  received. ^^^ 

The  federal  income  tax  law  of  1913  makes  no  specific 
:mention  of  this  point,  and  its  intention  in  regard  thereto  is 
not  easy  to  discern.  But  the  officers  of  the  Treasury  de- 
partment have  construed  it  as  including  interest  on  notes, 
bonds,  and  other  evidences  of  debt  accrued  during  the  year, 
but  not  collected,  that  is,  falling  due  within  the  year  but  re- 
maining unpaid  at  the  end  of  the  year,  provided  that  the 
.account  for  such  interest  is  considered  good  and  collectible. 
And  in  the  same  manner  they  rule  that  the  year's  income, 
for  the  purposes  of  the  tax,  includes  fees,  emoluments,  charg- 
es, or  accounts  for  services  rendered  by  lawyers,  physicians, 
and  other  professional  men,  provided  they  were  earned  with- 
in the  year,  although,  at  the  close  of  the  year,  they  remain 
in  the  form  of  unpaid  bills,  so  only  that  they  are  considered 
.good  and  collectible.^  ^°  Yet  it  is  a  significant  fact  that,  in 
enumerating  the  deductions  which  the  taxpayer  is  allowed  to 
make  from  his  return  of  income  for  taxation,  aside  from 
business  losses,  bad  debts,  and  depreciation  of  property,  only 
those  items  are  included  which  represent  an  outlay  in  cash, 
such  as  "interest  paid  within  the  year,"  "necessary  expenses 
actually  paid,"  and  "taxes  paid."     Hence  it  may  be  argued 

114  United  States  v.  Frost,  9  Int.  Rev.  Rec.  41,  Fed.  Cas.  No. 
15,172. 

115  Mutual  Benefit  Life  Ins.  Co.  v.  Herold,  198  Fed.  199. 

116  Instruction  No.  19,  on  reverse  of  Form  No.  10.30;  Instruction 
No.  13,  on  Form  No.  1040.  See  these  Forms  printed  In  the  Appendix 
to  this  volume. 
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that  if  Congress  did  not  allow  the  deduction  of  items  falling 
due  within  the  year  but  not  actually  paid,  it  would  not  be 
equitable  to  require  the  taxpayer  to  include  in  his  income  in- 
terest and  other  items  accrued  and  due  within  the  year, 
though  not  actually  collected.  This  same  argument  (as  re- 
gards the  propriety  of  looking  to  the  one  part  of  the  statute 
to  ascertain  the  meaning  of  Congress  in  the  other  part)  was 
advanced  by  the  court  in  deciding  a  leading  case  under  the 
corporation  tax  law  of  1909.  Since  that  statute  allowed  as 
deductions  only  cash  outlays,  as,  "expenses  actually  paid," 
"interest  actually  paid,"  and  "sums  paid  for  taxes,"  it  was 
argued  that  "it  would  be  strange  indeed  if,  on  the  opposite 
side  of  the  account,  the  company  were  charged  with  what  it 
had  not  received  during  the  current  year."  ^^'' 

And  it  cannot  be  denied  that  it  is  shocking  to  the  common 
sense  of  business  men  to  call  that  "income"  of  the  year 
which  has  not  been  received  or  "come  in,"  but  which  has 
merely  fallen  due.  And  so  the  courts  have  ruled  in  several 
cases.  In  one,  it  was  held  that  interest  accrued  but  not 
payable,  and  interest  accrued  but  not  paid,  secured  by  mort- 
gages drawing  interest,  are  not  "surplus  profits"  of  a  cor- 
poration. "It  is  not  easy. to  comprehend,"  said  the  court, 
"how  profits  or  surplus  profits  can  consist  of  earnings  never 
yet  received.  The  term  imports  an  excess  of  receipts  over 
expenditures,  and  without  receipts  there  cannot  properly  be 
said  to  be  profits.  Money  earned  as  interest,  however  well 
secured,  or  certain  to  be  eventually  paid,  cannot,  in  fact,  be 
distributed  as  dividends  to  stockholders  and  does  not  con- 
stitute surplus  profits  within  the  meaning  of  the  statute."  ^^* 
In  another  case,  it  was  held  that  a  tax  directed  to  be  levied 
and  collected  for  and  during  a  certain  year  on  the  amount  of 
all  interest  or  coupons  paid  on  the  bonds  of  certain  corpora- 
tions, "whenever  and  wherever  the  same  shall  be  payable,"  did 
not  cover  interest  earned  during  the  year,  but  payable  after- 

117  Mutual  Benefit  Life  Ins.  Co.  v.  Herold,  198  Fed.  199. 

lis  People  V.  San  Francisco  Sav.  Union,  72  Cal.  199,  13  Pac.  498. 
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wards.^^*  And  in  a  third  decision  we  find  the  court  saying: 
"It  seems  almost  to  border  upon  absurdity  to  speak  of  in- 
come as  including  that  which  has  not  been  received,  and 
which  in  the  ordinary  uncertainties  of  business  may  never 
be  received.  How  can  it  be  affirmed  of  unpaid  interest  that 
it  will  ever  be  paid,  or,  if  so,  when  ?  The  same  is  true  of  un- 
collected and  deferred  premiums.  It  is  manifestly  impos- 
sible to  tell  when,  if  ever,  they  will  be  paid.  They  are  nei- 
ther receipts  nor  income  until  paid."  ^^° 

Turning  to  the  statutes  of  the  various  states,  we  find  that 
the  Wisconsin  income  tax  law  does  not  mention  this  specific 
point,  but  that  it  lays  the  tax  on  "income  received,"  and 
makes  the  term  "income"  include  "interest  derived  from 
money  loaned  or  invested  in  bonds,  mortgages,  or  other  evi- 
dences of  debt  of  any  kind  whatsoever."  And  the  statute  of 
South  Carolina  contains  substantially  the  same  language. 
Under  these  laws,  it  seems  a  fair  inference  that  there  was 
no  intention  to  tax  uncollected  interest,  since  it  could  not  be 
described  as  "income  received."  The  statute  of  Virginia  is 
most  ambiguous  on  this  point,  inasmuch  as  it  professes  to 
tax  "income  in  excess  of  one  thousand  dollars,  whether  re- 
ceived or  due  but  not  received,  within  the  year,"  but-  at  the 
same  time  makes  the  term  "income"  include  "interest  upon 
bonds,  notes,  or  other  evidences  of  debt  collected  or  received 
during  the  year."  , 

§  241.     Profit  to  Accrue  on  Uncompleted  Contracts 

In  construing  the  corporation  tax  law  of  1909,  which  laid 
a  tax  measured  by  the  "entire  net  income  received  from  all 
sources,"  the  officers  of  the  treasury  department  ruled  that 
"net  income  on  uncompleted  contracts  may  be  estimated 
on  the  basis  of  the  percentage  of  the  work  completed  as 
compared   with  the   contract   price   of   the   whole   work."  ^^^ 

119  United  States  v.  Indianapolis  &  St.  L.  R.  Co.,  113  U.  S.  711,  5 
Sup.  Ct.  716,  28  L.  Ed.  1140.  And  see  United  States  v.  Louisville  & 
N.  R.  Co.,  33  Fed.  829. 

120  Mutual  Benefit  Life  Ins.  Co.  v.  Herold,  198  Fed.  199. 

121  Treasury  Decisions,  No.  1742,  par.  88. 
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But  this  ruling  is  believed  to  be  wholly  indefensible.  First, 
because  it  fails  to  distinguish  between  earnings  and  income. 
The  price  to  be  paid  for  work  done  under  a  contract  may  be 
considered  to  have  been  earned  when  the  work  is  completed, 
and  it  may  be  said  to  have  been  earned  pro  tanto  as  the 
work  progresses.  But  in  neither  case  can  it  be  described 
as  "income"  until  it  has  been  actually  paid  over  and  received. 
That  term  does  not  mean  the  right  to  receive,  or  the  ex- 
pectation of  receiving,  a  payment  in  the  future.  Secondly, 
no  contractor  can  be  absolutely  certain  of  receiving  the  price 
when  the  work  is  done.  His  expectation  of  so  doing  may  be 
more  or  less  confident  according  to  the  circumstances,  but 
even  at  the  best  he  cannot  be  sure  that  he  will  not  have  to 
reckon  with  claims  for  offsets  or  deductions.  And  it  would 
seem  clear  that  money  which  may  or  may  not  be  paid  in  the 
future,  and,  if  paid,  may  be  greater  or  less  in  amount,  is  in 
no  sense  income.  Further,  the  ruling  in  question  would 
be  entirely  inapplicable  to  those  contracts  which  involve  per- 
sonal skill,  personal  confidence,  professional  services,  or  the 
like,  where  the  stipulated  compensation  is  not  apportionable. 
But  it  is  to  be  observed  that  a  later  ruling  is  that  "where  the 
service 'is  of  such  a  nature  as  to  be  compensated  by  fee,  or  of 
such  a  nature  that  no  portion  of  the  amount  becomes  due  un- 
til the  service  is  completed,  then  the  total  amount  of  the  com- 
pensation should  be  included  in  the  return  for  the  year  in 
which  the  compensation  is  received."  (Treasury  Decision  No. 
2090,  December  14,  1914.) 

§  242.     Profits  from  Sale  or  Lease  of  Patent  Rights 

The  Commissioner  of  Internal  Revenue  ruled,  under  the 
corporation  tax  law  of  1909,  that  receipts  from  the  sale  of 
patent  rights  are  to  be  included  in  taxable  income,  and  also 
that  royalties  received  on  patent  rights  (presumably  either 
on  the  sale  or  lease  of  such  rights  or  on  the  use  of  the  pat- 
ented article)  are  also  to  be  reckoned  and  reported  as  in- 
come, though  an  allowance  would  be  made  for  depreciation 
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of  patents  expiring  during  the  year.^''^  And  the  Wisconsin 
income  tax  law  makes  the  term  "income"  include  "all  royal- 
ties derived  from  the  possession  or  use  of  franchises  or 
legalized  privileges  of  any  kind,"  which  is  construed  by  the 
tax  commission  of  that  state  as  including  royalties  received 
from  patents.  As  to  royalties  on  sale  or  lease  the  case  is 
clear,  but  not  so  as  to  receipts  from  the  sale  of  patents  or 
patent  rights.  One  who  buys  a  patent  or  rights  under ,  a 
patent,  and  then  sells  it  at  an  advanced  price,  may  be  said  to 
have  made  a  "profit"  which  should  be  taxable  as  a  part  of  his 
income.  But  where  the  patentee  sells  (for  example)  his 
rights  under  the  patent  in  foreign  countries,  it  would  rather 
seem  to  be  a  conversion  of  capital  assets  into  the  form  of 
money  than  the  receipt  of  income. 

§  243.     Annuities 

The  revenue  law  in  Massachusetts  provides  that  "personal 
estate,  for  the  purpose  of  taxation,  shall  include  *  *  *  the 
income  from  an  annuity."  ^^'  And  the  act  of  Congress  of  1913 
provides  that  "all  persons,  firms,  copartnerships,  companies, 
corporations,  *  *  *  and  insurance  companies,  *  *  * 
having  the  control,  receipt,  custody,  disposal,  or  payment,  di- 
rectly or  indirectly,  of  *  *  *  annuities  *  *  *  or  other 
fixed  or  determinable  annual  gains,  profits,  and  income  of  an- 
other person,"  exceeding  the  statutory  minimum,  shall  not 
only  make  the  necessary  return  thereof,  but  also  deduct  and 
withhold  the  income  tax  and  pay  it  over  to  the  United 
States.^^*    From  this  it  may  plainly  be  seen  that,  at  least  un- 

122  Treasury  Decisions,  No.  1742,  pars.  46  and  61. 

12  3  Rev.  Laws  Mass.  1902,  p.  206;   Gen.  Stat.  Mass.  c.  11,  §  4. 

124  Supra,  §  22.  And  see  Treasury  Decision  No.  2090  (December 
14,  1914),  where  it  is  ruled  that  the  amount  paid  under  a  life  Insur- 
ance, endowment,  or  annuity  contract  is  not  Income  when  returned 
to  the  person  making  the  contract,  either  upon  the  maturity  or  sur- 
render of  the  contract;  but  the  amount  by  which  the  sum  received 
exceeds  the  sum  paid  and  coming  into  the  hands  of  the  person  mak- 
ing the  contract  and  payment  is  income.     When  the  settlement  un- 
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der  the  two  statutes  mentioned,  an  annuity  is  regarded  and 
treated  as  taxable  income,  whether  it  be  created  by  grant,  by 
testamentary  trust,  or  by  the  contract  of  an  insurance  com- 
pany. Under  the  income  tax  law  in  Hawaii,  it  is  held  that  the 
tax  on  an  annuity  paid  out  of  income  derived  from  property 
held  in  trust  is  assessable  against  the  annuitant,  and  not 
against  the  trustee,  but  that  surplus  income  arising  from  prop- 
erty held  in  trust,  and  accumulating  in  the  hands  of  the  trus- 
tee, pursuant  to  the  terms  of  a  will,  is  not  taxable  until  the 
time  arrives  for  its  distribution.^^''  In  a  Scotch  case,  where 
a  husband  and  wife  separated,  and  the  husband  by  deed  bound 
himself  to  make  a  payment  of  a  free  yearly  allowance  of  a 
thousand  pounds  to  the  wife,  it  was  held  that  he  was  bound 
to  deduct  the  income  tax  from  the  payments  so  made,  which 
implies,  of  course,  that  the  annuity  or  allowance  so  paid  to 
the  wife  was  taxable  to  her  as  income. ^^''  On  the  analogy 
of  this  decision,  it  would  appear  that  a  divorced  wife,  re- 
ceiving alimony,  would  be  required  to  account  for  it  in  her 
personal  return  as  income  received,  provided  the  amount 
was  sufficient  to  come  within  the  statute.  For  it  can  make 
no  difference  in  principle  whether  the  periodical  payments 
are  made  to  her  pursuant  to  a  voluntary  deed  of  settlement 
or  under  a  decree  of  court.* 


der  such  a  contract  is  made  in  more  than  one  payment,  each  pay- 
ment 'will  be  considered  as  being  composed  of  interest  and  a  propor- 
tionate part  of  the  principal.  Where  the  entire  annuity  is  composed 
of  an  interest  return  upon  the  principal  sum  paid  therefor,  the  en- 
tire annuity  is  income. 

125  Wilder  v.  Hawaiian  Trust  Co.,  20  Hawaii,  589.- 

12 «  Dalrymple  v.  Dalrymple,  4  Fraser,  545. 

*  "Alimony  is  regarded  as  fixed  and  determinable  income,  and  in 
cases  where  it  is  in  excess  of  $3,000,  the  person  paying  such  alimony 
is  required  to  withhold  the  normal  tax  on  the  same  unless  exemption 
is  claimed  under  paragraph  C  (supra,  §  10),  in  which  case  the  normal 
tax  will  be  withheld  only  on  the  amount  paid  in  excess  of  the  ex- 
emption claimed.  It  must  be  accounted  for  as  income  if,  together 
with  other  income,  the  recipient  is  in  receipt  of  a  net  income  of  $3,- 
000  or  more.     It  is  regarded  as  a  personal  expense  to  the  person  pay- 
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§  244.     Interest  on  Government  Bonds  , 

The  federal  statute  now  in  force  provides  that,  in  computing 
the  net  income  of  a  taxpayer,  for  the  purpose  of  the  income 
tax,  there  shall  be  excluded  "interest  upon  the  obligations  of 
the  United  States  or  its  possessions."  In  former  statutes  of 
the  same  kind  Congress  did  not  hesitate  to  include  the  obliga- 
tions of  the  federal  government.  In  the  act  of  1861,  the  tax 
was  imposed,  among  other  things,  upon  "interest  upon  treasury 
notes  or  other  securities  of  the  United  States."  The  act  of 
1862  taxed  "interest  upon  notes,  bonds,  or  other  securities  of 
the  United  States,"  as  did  also  the  act  of  1864  and  that  of 
1870.  In  the  act  of  1894,  the  provision  was  that  "there  shall 
be  included  all  income  derived  from  interest  upon  notes,  bonds, 
and  other  securities,  except  such  bonds  of  the  United  States 
the  principal  and  interest  of  which  are  by  the  law  of  their 
issuance  exempt  from  all  federal  taxation."  Under  the  cor- 
poration excise  tax  law  of  1909,  it  was  ruled  that  interest  on 
United  States  bonds  must  be  included  in  estimating  the  net 
income  of  corporations,  because  this  statute  imposed  a  tax, 
not  on  the  property  of  the  corporation  nor  directly  upon  its 
income,  but  upon  the  privilege  of  carrying  on  business  in  a 
corporate  capacity,  the  net  income  being  used  only  as  a  meas- 
ure of  the  tax  in  each  particular  case.^^' 

It  is  not  competent  for  the  several  states  to  tax  income 
derived  from  the  bonds  or  other  obligations  of  the  federal 
government.  This  limitation  might  be  inferred  from  general 
principles .  of  constitutional  law.^^'  But  it  is  also  expressly 
provided  by  act  of  Congress  that  "all  stocks,  bonds,  treasury 
notes,  and  other  obligations  of  the  United  States  shall  be 
exempt  from  taxation  by  or  under  state  or  municipal  or  local 
authority."  ^^°     Some  of  the  states  having  income  tax  laws 

Ing  it,  and  is  therefore  not  an  allowable  deduction  in  his  return." 
Treasury  Decisions  No.  2090,  December  14,  1914. 

127  28  Op.  Att.  Gen.  138;    Treasury  Decisions,  No.  1742,  par.  37. 

128  See,  supra,  §  204. 

12  9  Rev.  Stat.  U.  S.,  §  3701  (Comp.  St.  1913,  §  6816). 
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expressly  recognize  this  restriction.  Thus,  in  Wisconsin,  the 
taxpayer  is  allowed  to  deduct  from  his  income  as  returned 
for  taxation  "interest  received  from  bonds  or  other  securities 
exempt  from  taxation  under  the  laws  of  the  United  States."  ^"' 
In  South  Carolina,  the  provision  is  that,  "in  estimating  the 
gains,  profits,  and  income,  there  shall  not  be  included  interest 
upon  such  bonds  or  securities  of  this  state,  or  of  the  United 
States,  the  principal  and  interest  of  which  are,  by  the  law 
of  their  issue,  exempt  from  taxation."  ^'^  In  two  other 
states,  the  law  purports  on  its  face  specifically  to  tax  income 
derived  from  United  States  bonds.  But  to  that  extent,  these 
statutes  must  necessarily  be  held  invalid  in  any  case  in  which 
the  attempt  was  made  to  enforce  such  a  provision.  The  states 
intended  are  Virginia  and  Tennessee.  In  the  former,  the 
law  provides  that  "income  shall  include  *  *  *  interest 
upon  notes,  bonds,  or  other  evidences  of  debt,  of  whatever 
description,  of  the  United  States  or  any  other  state  or  coun- 
try." ^^'  In  Tennessee,  the  statute  reads :  "The  amount  of 
income  derived  from  United  States  bonds,  and  all  other  stocks 
and  bonds  not  taxed  ad  valorem,  shall  be  taxable"  at  the  rate 
of  five  per  centum.^" 

§  245.     Dividends  on  Corporate  Stock 

Whatever  the  taxpayer  may  actually  receive  from  a  corpo- 
ration, by  way  of  dividends  on  the  shares  of  its  stock  which 
he  owns,  constitutes  a  part  of  his  income  and  will  be  taxable 
as  such.^^*  This  rule,  however,  is  subject  to  two  limitations. 
First,  a  "dividend,"  properly  so  called,   is  a   distribution  to 

130  Wisconsin  Income  Tax  Law  1911,  §  1087m,  4,  e, 

131  Civ.  Code  S.  Car.  1902,  §  325. 

132  Acts  Va.  1908,  c.  10,  p.  20,  §  10. 

133  Code  Tenn.,  §§  690,  710. 

134  Van  Dyke  v.  City  of  Milwaukee  (Wis.)  146  N.  W.  812;  Magee 
■?.  Denton,  5  Blatchf.  130,  Fed.  Cas.  No.  8,943.  And  a  depreciation  in 
the  value  of  the  stock,  caused  by  the  distribution  of  dividends,  can- 
not be  deducted  from  the  dividends  taxed  as  income.  Van  Dyke  v. 
City  of  Milwaukee,  supra. 
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stockholders  of  the  whole  or  a  part  of  the  current  earnings 
or  profits  of  the  corporation,  and  not  a  distribution  of  capital 
assets.  When  a  portion  of  the  capital  is  thus  returned  to 
stockholders,  it  is  not  income,  from  their  point  of  view,  but  a 
replacement  of  capital,  except  in  the  few  exceptional  cases 
where  it  is  permissible  for  a  corporation  to  divide  current 
receipts  among  the  stockholders,  although  the  property  in 
which  the  capital  is  invested  is  correspondingly  depleted,  as  in 
the  case  of  mining  and  quarry  companies  and  some  others.^'" 
Secondly,  where  a  statute  taxing  incomes  lays  its  burden 
upon  both  individuals  and  corporations,  it  is  usual  to  provide 
that  the  individual  taxpayer  may  deduct  from  his  return  of 
income  for  taxation  the  amount  of  any  dividends  received  by 
him  from  corporations  which  are  subject  to  the  tax,  or  which 
have  been  assessed  for  the  tax  or  have  paid  it.^^°  This  is  a 
just  provision,  introduced  for  the  purpose  of  avoiding  the 
double  taxation  which  would  result  if  the  corporation  were 
taxed  on  its  profits  and  the  stockholders  on  the  same  profits 
when  divided  among  them. 

Subject  to  these  provisions,  the  income  tax  laws  quite  com- 
monly enumerate  "dividends"  among  the  specific  sources  of 
taxable  income.  But  on  general  principles  of  law,  and  even 
when  not  so  declared  in  the  tax  statute,  revenue  of  this  kind 
is  always  classed  as  "income."    And  it  is  immaterial  whether 

13  5  See,  supra,  §  233.  And  see  Reed  v.  Head,  6  Allen  (Mass.)  174; 
Harvard  College  v.  Amory,  9  Pick.  (Mass.)  446.  in  Van  Dyke  v. 
City  of  Milwaukee  (Wis.)  146  N.  W.  812,  it  is  held  that  dividends  de- 
clared by  a  going  corporation,  such  as  a  mining  company,  will  be 
conclusively  presumed,  for  purposes  of  income  taxation  as  against 
stockholders,  to  have  been  made  and  declared  from  net  earnings  or 
profits,  so  that  it  cannot  be  claimed,  to  avoid  aii  income  tax,  that  the 
dividends  vrere  really  declared  from  the  capital. 

136  Under  the  federal  income  tax  law  of  1913,  so  much  of  a  person's 
Income  as  is  derived  from  dividends  declared  and  paid  by  corpo- 
rations which  are  themselves  liable  to  the  tax,  need  not  be  returned 
if  the  person  is  subject  to  the  normal  tax  only ;  but  if  he  is  subject 
to  the  "additional"  tax  or  super-tax,  such  dividends  must  be  returned 
and  the  additional  tax  will  be  assessed  upon  them.    See,  supra,  IS 
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a  corporate  dividend  is  declared  and  paid  as  a  regular  dividend 
(that  is,  regular  in  respect  either  to  its  periodicity  or  its 
amount)  or  as  an  extra  dividend  or  a  bonus  in  cash.^"'  Thus, 
where  a  testator  bequeathed  to'his  wife  for  her  life  the  "use, 
interest,  and  income"  of  his  estate,  part  of  which  consisted 
in  stock  in  an  incorporated  bank,  and  the  bank  afterwards 
reduced  its  capital,  by  returning  to  the  stockholders  one-half 
of  it  with  a  premium  of  40  per  cent  to  be  paid  out  of  the  sur- 
plus, it  was  held  that  the  word  "income"  included  the  40 
per  cent  premium  returned  to  the  testator's  estate,  and  that 
it  passed  under  the  will  to  the  widow.^^'  And  the  rule  is  not 
restricted  to  dividends  declared  and  paid  by  corporations 
truly  so  called,  but  e;jftends  also  to  any  distribution  of  profits 
among  the  members  of  an  unincorporated  society,  syndicate, 
pool,  trust,  or  other  joint  enterprise.  For  instance,  where 
an  investment  is  made  in  an  unincorporated  association  or- 
ganized to  deal  in  land  as  a  commodity,  and  profits  are  realized 
from  the  business,  which  are  divided  among  the  members, 
with  no  impairment  of  the  principal,  such  profits  are  per- 
sonalty, representing  income,  and  go  to  the  life  tenant  under 
the  will  of  one  of  the  members. ^^°  And  it  has  been  ruled 
that,  when  a  dividend  has  been  declared  and  is  immediately 
payable,  so  that  the  stockholder  can  have  it  on  demand,  it  is 
to  be  reckoned  as  a  part  of  his  income  for  the  year,  though 
it  has  not  actually  come  into  his  hands  as  yet  in  the  form 
of  cash.     It  was  said :  *-  "If  the  plaintiff's  counsel  is  correct  in 

16,  140.  But  dividends  received  from  corporations  which  are  not 
subject  to  the  Income  tax  (that  is,  corporations  which  are  specifically 
exempted  from  it)  do  not  come  within  this  rule,  and  are  not  de- 
ductible from  the  taxpayers  return  of  Income.  T.  D.  No.  1857.  Div- 
idends declared  and  paid  by  a  foreign  corporation  which  derives  its 
entire  income  from  business  done  wholly  within  the  United  States, 
and  pays  an  Income  tax  to  the  Federal  Government,  should  be  treated 
in  the  same  manner  as  dividends  from  domestic  corporations.  Treas- 
ury Decisions  No.  2090. 

13T  Lord  V.  Brooks,  52  N.  H.  72. 

138  In  re  Warren,  2  Con.  Sur.  (N.  T.)  411,  11  N.  T.  Supp.  787. 

139  In  re  Thomson's  Estate,  153  Pa.  St.  333,  26  Atl.  652. 
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his  position  that  the  profits  of  an  incorporated  company,  it- 
self an  artificial  person,  are  not,  in  the  contemplation  of  the 
act  of  Congress,  a  portion  of  the  gains,  profits,  or  income  of 
the  stockholders,  until  they  are  distributed  as  dividends,  or 
embraced  in  a  dividend  declared  by  the  managers  of  the  cor- 
poration, I  think  it  quite  clear  that,  when  a  dividend  has  been 
declared  and  has  become  payable,  the  mere  omission  of  the 
stockholder  to  receive  or  obtain  the  dividend  subject  to  his 
call  would  not  excuse  him  from  embracing  the  amount  of 
such  dividend  in  his  statement  of  his  taxable  income  for  the 
year."  i" 

§  246.     Same;    Stock  Dividends 

It  is  a  debatable  and  unsettled  question  whether  a  dividend 
declared  by  a  corporation,  but  not  payable  in  cash  but  in  the 
form  of  new  stock  distributable  among  the  present  stock- 
holders proportionally,  the  nominal  capital  being  correspond- 
ingly increased,  is  to  be  accounted  "income"  or  "capital"  in  the 
hands  of  the  stockholder.  And  this  is  immediately  pertinent 
to  the  subject  in  hand,  because  if  the  stockholder  receives 
such  a  dividend  as  an  accretion  to  his  capital,  it  is  not  sub- 
ject to  the  income  tax,  while,  on  the  other  hand,  if  it  is  income, 
he  should  include  it  in  his  return,  and  probably  at  its  market 
value.  Probably  it  may  be  stated  that  the  rule  as  stated  by  the 
Court  of  Appeals  of  New  York  is  sustained  by  a  majority 
of  the  decisions.  It  is  this:  Where  a  dividend  is  declared 
by  a  corporation  on  its  capital  stock,  payable  in  new  stock 
certificates  based  on  accumulated  but  undivided  profits,  it  is 
received  as  "income"  by  the  stockholders,  and  not  as  capital, 
since  the  substance  and  intent  of  such  a  transaction  is  the  dis- 
tribution of  earnings,  and  it  does  not  result  in  any  actual  addi- 
tion to  capital,  for  although  the  nominal  amount  of  the  cor- 
poration's capital  stock  is  thereby  increased,  yet  the  corpora- 
tion actually  has  neither  more  property  nor  more  capital. ^^^ 

1*0  Magee  v.  Denton,  5  Blatchf.  130,  Fed.  Cas.  No.  8,943. 
1*1  Lowry  v.  Farmers'  Loan  &  Trust  Co.,  172  N.  Y.  137,  64  N.  E. 
796.    And  see  Soehlein  v.  Soehleln  (Wis.)  131  N.  W.  739;   Earp's  Ap- 
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But  in  Massachusetts  and  some  other  states,  a  contrary  rule 
prevails. ^^^  In  Maryland,  the  court  has  ruled  that,  in  deter- 
mining whether  a  stock  dividend  declared  on  stock  constitut- 
ing the  corpus  of  a  trust  estate  is  a  part  of  the  corpus,  so 
as  to  pass  to  the  remainderman,  or  income  available  for  the 
life  beneficiary,  the  court  is  not  governed  by  the  form  in  which 
the  dividend  has  been  declared,  but  the  character  of  the  fund 
out  of  which  the  dividend  is  paid  controls;  and  where  the 
dividend  represents  earnings,  the  dividend  is  income,  while  if 
it  is  in  appropriation  of  capital,  it  is  a  part  of  the  corpus. ^''^ 
In  Pennsylvania,  it  is  ruled  that  a  nominal  or  arithmetical 
increase  of  shares  without  transferring  to  the  stockholders 
anything  out  of  the  treasury  or  property  of  the  corporation 
is  not  a  "dividend"  or  "profit."  It  was  so  held  in  a  case 
where  a  railroad  company  leased  its  lines  in  perpetuity  to  an- 
other company  for  an  annual  rental  equal  to  twelve  per  cent 
on  its  capital  stock,  and  then  increased  the  number  of  its 
shares  seventy-one  per  cent  (the  par  value  remaining  the 
same)  on  which  the  stockholders  were  to  receive  a  seven  per 
cent  dividend,  the  amount  being  the  same  they  would  have 
received  on  the  original  shares  at  twelve  per  cent.^^*  And  a 
stock  dividend  representing  the  value  of  property  acquired 
by  the  company  under  foreclosure  of  a  mortgage  which  it 
held  is  not  taxable  as  a  dividend  declared  and  paid  by  the 
company.^*^ 

peal,  28  Pa.  St.  368;  Hite's  Devisees  v.  Hite's  Ex'r,  93  Ky.  257,  20  S. 
W.  7T8;  Pritchett  v.  Nashville  Trust  Co.,  96  Tenn.  472,  36  S.  W.  1064, 
33  L.  R.  A.  856;   Moss'  Appeal,  83  Pa.  St.  264. 

142  Minot  V.  Paine,  99  Mass.  101,  96  Am.  Dec.  705;  Parker  v.  Ma- 
son, 8  R.  I.  427 ;  Chester  v.  Buffalo  Car  Mfg.  Co.,  70  App.  Div.  443, 
75  N.  Y.  Supp.  428. 

143  Ex  parte  Humblrd  (Md.)  80  Atl.  209. 

144  Commonwealth  v.  Pittsburgh,  Ft.  W.  &  C.  Ry.  Co.,  74  Pa.  St  83. 
14  6  Chicago,  B.  &  Q.  R.  Co.  v.  Page,  1  Biss.  461,  Fed.  Cas.  Mo. 

2,668. 
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§  247.     Accumulated    Earnings    or   Undivided    Profits    of 
Corporations 

These  are  taxable  under  the  act  of  Congress  of  1913,  as 
income  of  the  stockholder,  but  only  in  cases  where  the  tax- 
able income,  including  such  items,  is  large  enough  to  be 
subject  to  the  super-tax  or  additional  tax,  and  only  in  cases 
where  the  device  of  a  corporation,  accumulating  its  profits 
instead  of  dividing  them,  is  resorted  to  for  the  purpose  of 
evading  the  tax.  The  provision  is  that  "for  the  purpose  of 
this  additional  tax,  the  taxable  income  of  any  individual  shall 
embrace  the  share  to  which  he  would  be  entitled  of  the  gains 
and  profits,  if  divided  or  distributed,  whether  divided  or 
distributed  or  not,  of  all  corporations,  joint  stock  compan- 
ies, or  associations  however  created  or  organized,  formed  or 
fraudulently  availed  of  for  the  purpose  of  preventing  the  im- 
position of  such  tax  through  the  medium  of  permitting 
such  gains  and  profits  to  accumulate  instead  of  being  divided 
or  distributed;  and  the  fact  that  any  such  corporation,  joint 
stock  company,  or  association  is  a  mere  holding  company, 
or  that  the  gains  and  profits  are  permitted  to  accumulate  be- 
yond the  reasonable  needs  of  the  business  shall  be  prima 
facie  evidence  of  a  fraudulent  purpose  to  escape  such  tax; 
but  the  fact  that  the  gains  and  profits  are  in  any  case  per- 
mitted to  accumulate  and  become  surplus  shall  not  be  con- 
strued as  evidence  of  a  purpose  to  escape  the  said  tax  in 
such  cases  unless  the  Secretary  of  the  Treasury  shall  certify 
that  in  his  opinion  such  accumulation  is  unreasonable  foi 
the  purposes  of  the  business.  When  requested  by  the  Com- 
missioner of  Internal  Revenue,  or  any  district  collector  of 
internal  revenue,  such  corporation,  joint  stock  company, 
or  association  shall  forward  to  him  a  correct  statement  of 
such  profits  and  the  names  of  the  individuals  who  would  be 
entitled  to  the  same  if  distributed."  ^*°  From  the  fact  that 
this  applies  only  "for  the  purpose  of  the  additional  tax"  it  may 
be  inferred  that  Congress  did  not  regard  a  stockholder's  in- 
terest in  the  undivided  earnings  or  surplus  of  the  corporation 

146  Supra,  §  4. 
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as  taxable  income  in  ordinary  cases  or  under  ordinary  con- 
ditions. But  the  attempt  has  sometimes  been  made,  under 
other  statutes,  to  tax  such  interest  as  income.  Thus,  the 
United  States  income  tax  law  of  1870  provided  that,  "in 
estimating  the  gains,  profits,  and  income  of  any  person, 
there  shall  be  included  *  *  *  the  share  of  any  person 
of  the  gains  and  profits,  whether  divided  or  not,  of  all  com- 
panies or  partnerships."  And  there  is  a  Canadian  decision 
to  the  effect  that  the  undivided  profits  of  a  corporation,  or 
a  portion  of  its  profits  derived  from  the  employment  of  capi- 
tal and  annually  carried  into  a  reserve  fund,  may  be  "in- 
come" for  the  purposes  of  a  testamentary  trust,  by  which 
it  was  provided  that  the  trustee  might  make  advances  to 
the  beneficiaries  "out  of  income."  ^"  But  this  is  contrary 
to  all  the  weight  of  authority.^^*  In  several  of  the  cases  on 
the  subject,  it  is  said  that  the  word  "income"  is  not  broad 
enough  to  include  things  not  separated  in  some  way  from 
the  principal.  It  is  not  synonymous  with  "increase."  The 
value  of  corporate  stock  may  be  increased  by  good  manage- 
ment, prospects  of  business,  and  the  like,  but  such  increase 
is  not  income.  It  may  also  be  increased  by  the  accumulation 
of  a  surplus  fund.  But  so  long  as  that  surplus  is  retained 
by  the  corporation,  either  as  a  surplus  or  as  increased  stock, 
it  can  in  no  proper  sense  be  called  income.  It  may  become 
income-producing,  but  it  is  not  income.^*"  Thus,  where  the 
profits  of  a  manufacturing  or  banking  corporation  have  been 
accumulating  for  many  years,  until  the  market  value  of  the 
stock  is  more  than  double  its  original  price,  and  the  owner 
dies,  directing  the  "income"  of  his  estate  to  be  appUed  to 
particular  objects,  these  extraordinary  accumulations  are  as 

1*7  Worts  V.  Worts,  18  Ontario,  332. 

148  Van  Dyke  v.  City  of  Milwaukee  (Wis.)  146  N.  W.  812 ;  Board 
of  Revenue  of  Montgomery  County  v.  Montgomery  Gas  Light  Co.,  64 
Ala.  269 ;  Chicago,  B.  &  Q.  R.  Co.  v.  Page,  1  Biss.  461,  Fed.  Cas.  iNo. 
2,668 ;  Lauman  v.  Foster  (Iowa)  135  N.  W.  14,  50  L.  R.  A.  (N.  S.) 
531 ;  Tubb  v.  Fowler,  118  Tenn.  325,  99  S.  W.  988. 

1*8  Spooner  v.  Phillips,  62  Conn.  62,  24  Atl.  524,  16  U  R.  A.  461; 
Mills  V.  Britton,  64  Conn.  4,  29  Atl.  231,  24  L.  R.  A.  536;  Smith  v. 
Hooper,  95  Md.  16,  51  Atl.  844. 
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much  a  part  of  his  capital  as  any  other  portion  of  his  es- 
tate, and  must  therefore  be  regarded,  not  as  income,  but  as 
part  of  the  principal  from  which  the  future  income  is  to 
arise.^^"  This  subject  has  been  fully  and  conclusively  dis- 
cussed by  the  United  States  Supreme  Court  in  the  follow- 
ing terms:  "Money  earned  by  a  corporation  remains  the 
property  of  the  corporation,  and  does  not  become  the  prop- 
erty of  the  stockholders,  unless  and  until  it  is  distributed 
among  them  by  the  corporation.  The  corporation  may 
treat  it  and  deal  with  it  either  as  profits  of  its  business  or  as 
an  addition  to  its  capital.  Acting  in  good  faith  and  for 
the  best  interests  of  all  concerned,  the  corporation  may  dis- 
tribute its  earnings  at  once  to  the  stockholders  as  income; 
or  it  may  reserve  a  part  of  the  earnings  of  a  prosperous 
year  to  make  up  for  a  possible  lack  of  profits  in  future  years ; 
or  it  may  retain  portions  of  its  earnings,  and  allow  them 
to  accumulate,  and  then  invest  them  in  its  own  works  and 
plant,  so  as  to  secure  and  increase  the  permanent  value  of 
its  property.  Which  of  these  courses  shall  be  pursued  is  to 
be  determined  by  the  directors,  with  due  regard  to  the  con- 
dition of  the  company's  property  as  a  whole;  and,  unless  in 
case  of  fraud  or  bad  faith  on  their  part,  their  discretion  in 
this  respect  cannot  be  controlled  by  the  courts,  even  at  the 
suit  of  owners  of  preferred  stock,  entitled  by  express  agree- 
ment with  the  corporation  to  dividends  at  a  certain  yearly 
rate  in  preference  to  the  payment  of  any  dividend  on  the 
common  stock,  but  dependent  on  the  profits  of  each  particu- 
lar year,  as  declared  by  the  board  of  directors.  Reserved 
and  accumulated  earnings,  so  long  as  they  are  held  and  in- 
vested by  the  corporation,  being  part  of  its  corporate  prop- 
erty, it  follows  that  the  interest  therein,  represented  by  each 
share,  is  capital,  and  not  income  of  that  share,  as  between 
the  tenant  for  life  and  remainderman,  legal  or  equitable 
thereof."  "^ 


150  Earp's  Appeal,  28  Pa.  St.  368. 

151  Gibbons  v.  Mahon,  136  U.  S.  549,  10  Sup.  Ct.  1057,  34  L.  Ed. 
525. 
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But  it  is  not  only  on  general  principles  of  law  that  this 
result  is  reached,  but  decisions  to  the  same  effect  have  been 
made  under  the  earlier  income  tax  laws.  It  was  held  that 
undivided  earnings  of  a  corporation  are  not  taxable  as  in- 
come of  the  stockholders.^^^  And  the  Supreme  Court,  con- 
struing the  provisions  of  the  income  tax  act  of  1870,  laying 
a  tax  on  all  undivided  profits  of  corporations  accrued  and 
earned  and  added  to  a  surplus,  contingent,  or  other  fund, 
held  it  to  be  plain  that  it  was  the  intention  of  Congress  not 
to  subject  to  that  tax  profits  of  a  railroad  corporation  dur- 
ing the  year,  which  were  not  divided  but  used  for  construc- 
tion."^ 

§  248.     Right  to  Subscribe  for  New  Stock  of  Corporation 

It  is  a  familiar  rule  in  the  law  of  corporations  that  when 
a  company  issues  new  stock  (or  stock  previously  held  in  re- 
serve in  the  treasury),  it  must  first  be  allotted  to  the  ex- 
isting stockholders,  each  being  entitled  to  take  his  propor- 
tionate share  at  a  price  fixed.  This  price  is  usually  and 
properly  the  par  value  of  the  stock,  and  if  its  market  value 
is  greater,  a  considerable  advantage  may  accrue  to  the  share- 
holder, who  may  either  take  his  new  stock  and  sell  it  at  a 
premium  or  sell  his  right  of  subscription' for  it,  and  indeed 
the  sale  of  these  "rights"  is  a  common  occurrence  on  the 
stock  exchanges.  The  courts  all  hold  that  the  gain  realized 
by  a  stockholder,  either  from  a  sale  of  the  privilege  or  from 
its  exercise  and  the  subsequent  sale  of  the  stock  at  a  profit, 
is  capital  or  principal  in  his  hands  and  not  a  part  of  his  in- 
come.^°*  Thus,  in  a  case  in  Pennsylvania,  it  appeared  that 
a  testator  held  stock  in  the  B.  railroad  company,  which,  in 
order  to  extend  its  line,  organized  another  company,  with 

162  Ex  parte  Ives,  Fed.  Gas.  No.  7,114. 

163  Marquette,  H.  &  O.  R.  Co.  v.  United  States,  123  U.  S.  722,  8 
Sup.  Ct.  319,  31  li.  Ed.  302. 

i54L,auman  v.  Foster  (Iowa)  135  N.  W.  14;  Brlnley  v.  Grou,  50 
Conn.  66,  47  Am.  Rep.  618;  Moss'  Appeal,  83  Pa.  St.  264,  24  Am.  Rep. 
164;  Riddle's  Appeal,  99  Pa.  St  278;  In  re  Thomson's  Estate,  153  Pa. 
St.  333,  26  Atl.  652.  But  compare  Wiltbank's  Appeal,  64  Pa.  St.  256, 
3  A.m.  Rep.  585. 
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sufficient  capital  stock  to  build  it,  and  the  unbuilt  line  was 
mortgaged  for  a  sum  sufficient  to  build  it,  and  the  B.  com- 
pany issued  bonds  for  the  amount  secured  by  the  mortgage, 
and  such  bonds  the  stockholders  of  the  B.  company  were 
permitted  to  take  at  par,  in  proportion  to  their  holdings, 
and  the  capital  stock  of  the  new  company  was  thrown  in  as 
a  bonus  to  those  who  subscribed  for  the  bonds.  It  was  held 
that  the  premium  at  which  the  option  to  subscribe  to  the 
stock  of  the  new  company  was  sold  was  principal,  and  not 
income  from  stock  of  the  B.  company.^^'  But  under  the  in- 
come tax  laws  it  might  be  argued  that  the  premium  ob- 
tained by  the  sale  of  a  stockholder's  subscription  rights, 
though  it  is  not  income,  may  be  described  as  "gain"  or 
"profit,"  and  so  be  taxable,  especially  where  the  statute, 
like  the  act  of  Congress  now  in  force,  taxes  gains  and  profits 
arising  from  the  sale  of  or  dealing  in  personal  property. 
But  in  the  absence  of  any  decision  on  this  point,  the  opinion 
may  be  hazarded  that  such  a  transaction  is  not  within  the 
spirit  or  the  equity  of  a  statute  purporting  to  tax  "incomes" 
as  its  principal  feature,  though  it  might  come  within  the  lit- 
eral meaning  of  the  language  employed. 

§  249.     Sale  and  Distribution  of  Assets  of  Corporation 

A  distribution  among  stockholders  of  the  assets  of  a  cor- 
poration, upon  its  dissolution  or  preparatory  to  dissolution, 
is  a  return  of  capital,  at  least  to  the  extent  of  the  original  in- 
vestment, and  not  in  any  sense  income  in  their  hands.^^° 
Thus,  a  fund  resulting  from  sales  of  materials,  manufac- 
tured articles,  products  from  the  land,  or  the  general  per- 
sonal property  of  a  corporation,  all  indicating  a  final  wind- 
ing up  of  its  business,  cannot  be  called  income  of  the  stock- 
holders when  apportioned  among  them.^^'  And  where  a 
corporation  sells  part  of  its  original  franchise  and  property, 
and  distributes  the  proceeds  of  the  same  as  a  dividend  among 
its  stockholders,  such  dividend  is  to  be  regarded,  as  between 

155  In  re  Thomson's  Estate,  153  Pa.  St.  333,  26  Atl.  652. 

156  In  re  Thomson's  Estate,  153  Pa.  St.  333,  26  Atl.  652. 

157  Gehr  y.  Mont  Alto  Iron  Co.,  174  Pa.  St.  430,  34  Atl.  638. 
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a  life  tenant  and  remainderman  of  part  of  the  stock,  as  capi- 
tal and  not  as  income.^^*  And  so,  where  a  company  owning 
large  tracts  of  land,  but  not  engaged  in  the  business  of  buying 
and  selling  land,  from  time  to  time  disposes  of  part  of  its 
holdings,  and  divides  the  proceeds  among  its  stockholders, 
the  money  so  obtained  is  not  income.^^' 

§  250.     Profit  Accruing  to  Corporation  from  Sale  of  Capi- 
tal Assets 

From  the  point  of  view  of  laying  the  income  tax  on  a 
corporation,  while  it  is  true  that  the  conversion  of  any  por- 
tion of  its  capital  assets  into  other  forms  of  property,  or  into 
cash,  may  be  regarded  as  a  replacement  of  capital,  rather 
than  as  income,  yet  if  the  sale  of  such  assets  results  in 
an  increase  in  the  aggregate  amount  of  capital,  the  dif- 
ference or  profit  may  be  regarded  as  income.  Thus,  where 
a  bridge  belonging  to  a  private  corporation  was  declared 
a  county  bridge  (that  is,  taken  under  the  power  of  emi- 
nent domain  and  made  the  property  of  the  county),  and 
the  damages  awarded,  which  were  in  excess  of  the  capital 
stock,  were  divided  among  the  shareholders  in  proportion 
to  the  nuhiber  of  their  shares,  it  was  held  that  the  excess  of 
the  award  so  distributed  over  the  amount  of  the  capital  stock 
represented  a  profit  which  the  company  had  made  in  its  busi- 
ness, and  was  taxable  as  such  for  state  purposes.^'"  The 
rule  on  this  subject,  for  the  purpose  of  the  federal  income  tax 
on  corporations,  has  been  prescribed  by  the  Treasury  depart- 
ment in  the  following  regulations:  "For  the  purpose  of  de- 
termining the  mcome  resulting  from  the  sale  of  capital  as- 
sets and  the  amount  to  be  accounted  for  as  income  under  this 
act,  there  shall  be  included  any  and  all  profit  resulting  from 
such  sale  and  which  may  be  apportioned  to  the  period  during 
which  the  corporation  tax  law  (sec.  38,  act  of  Aug.  5,  1909, 
Comp.  St.  1913,  §  6301)  was  in  force  and  effect,  which  was 

168  Vinton's  Appeal,  99  Pa.  St.  434,  44  Am.  Rep.  116. 

169  Stevens  y.  Hudson's  Bay  Co.,  101  Law  Times,  96. 

160  Matson's  Ford  Bridge  Co.  v.  Commonwealth,  117  Pa.  St.  265,  11 
Atl.  813. 
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not  returned  as  income  during  that  period.  In  ascertaining 
net  income  derived  from  the  sale  of  capital  assets,  if  such  as- 
sets were  acquired  subsequent  to  January  1,  1909,  the  differ- 
ence between  thie  selling  price  and  the  buying  price  shall  con- 
stitute an  item  to  be  added  to  or  subtracted  from  gross  income 
according  to  whether  the  selling  price  was  greater  or  less 
than  the  buying  price.  If  the  capital  assets  were  acquired 
prior  to  January  1,  1909,  the  amount  of  profit  or  loss  repre- 
senting the  difference  between  the  selling  and  buying  price 
is  to  be  pforated  to  determine  the  proportion  of  the  gain  or 
loss  arising  subsequent  to  January  1,  1909,  and  the  proportion- 
ate part  belonging  to  the  years  subsequent  to  January  1,  1909, 
shall  be  added  to  or  deducted  from  the  gross  income  for 
the  year  in  which  the  sale  was  made.  For  the  purpose  of 
determining  the  profit  or  loss  arising  from  the  sale  of  such 
assets,  there  shall  be  added  to  the  price  actually  realized  from 
the  sale  any  amount  which  has  heretofore  been  set  aside  and 
deducted  from  gross  income  by  way  of  depreciation  since 
January  1,  1909,  which  has  not  been  paid  out  in  making  good 
such  depreciation  on  the  property  sold."  ^°^ 

161  Supra,  §  185,  arts.  108-110. 

(347) 


§  251  INCOME  TAXATION  (Ch.  9 

CHAPTER  IX 

PERSONS  AND  COKPOEATIONS  SUBJECT  TO  TAX 

I  251.  Residents. 

252.  Residents  Deriving  Income  Prom  Abroad. 

253.  Domestic  Corporations  With  Foreign  Branches  or  Agencies. 

254.  Domestic  Corporations  Operating  Exclusively  Abroad. 

255.  American  Citizens  Residing  Abroad. 

256.  Resident  Aliens. 

257.  Non-Resident  Aliens. 

258.  Carrying  on  of  Business  or  Trade. 

259.  Carrying  on  Several  Lines  of  Business. 

260.  Salaried  Officers. 

261.  Bankrupt  and  Insolvent  Persons  and  Companies. 

262.  Estates  of  Decedents  and  Dissolved  Corporations. 

263.  Partnerships. 

264.  Limited  Partnerships. 

265.  Corporations. 

266.  Foreign  Corporations. 

267.  Public  Service  Corporations. 

268.  Unincorporated  Associations. 

269.  Incorporated  Clubs. 

270.  Inactive  Corporations  and  Holding  Companies. 

271.  Lessor  Corporations. 

272.  Corporations  Fraudulently  Formed  to  Evade  Tax. 

273.  Corporations  of  Philippines  and  Porto  Rico. 

274.  Insurance  Companies. 

§  251.     Residents 

Every  person  residing  within  the  United  States,  whethei 
he  is  an  American  citizen  or  an  alien,  is  subject  to  the  fed- 
eral income  tax.  And  in  the  states  where  similar  tax  laws 
are  in  force,  they  are  generally  made  applicable  to  "residents" 
of  the  state,  without  regard  to  whether  such  persons  are  citi- 
zens of  the  United  States  or  of  the  taxing  state,  although 
in  South  Carolina  the  statute  refers  to  "every  citizen  of  this 
state."  Disputed  questions  chiefly  arise  in  the  case  of  per- 
sons who  maintain  homes  in  two  or  more  states  (or  in  the 
United  States  and  also  abroad)  or  who  spend  a  large  part 
of  their  time  in  travelling.  In  such  cases,  the  test  of  "resi- 
dence" will  be  the  location  of  that  establishment  which  the 
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person  regards  as  his  home,  and  to  which  he  has  the  inten- 
tion of  returning  whenever  absent,  however  protracted  may 
be  his  absence.  Or,  according  to  the  circumstances,  it  will 
be  determined  by  the  proportion  between  the  time  which  the 
person  spends  within  the  given  jurisdiction  and  that  which 
he  spends  elsewhere,  "residence"'  implying  a  more  or  less  fixed 
and  permanent  abode,  as  distinguished  from  a  temporary  so- 
journ for  business  or  other  purposes. 

These  rules,  as  specially  applicable  to  matters  of  taxation, 
may  be  illustrated  by  the  following  cases :  In  a  late  case  in 
Iowa,  it  was  held  that  one  who,  after  living  continuously  for 
many  years  in  the  same  house,  starts  on  a  tour  of  the  world, 
leaving  the  house  in  charge  of  a  care-taker,  remains  a  "resi- 
dent" of  the  state  and  city  where  his  house  is,  for  purposes 
of  taxation,  during  his  absence  from  the  country,  even  though 
he  may  intend,  on  his  return,  to  remove  to  another  state.  ^  In 
England  it  is  held  that  a  master  mariner,  trading  between 
an  English  port  and  various  foreign  ports,  who  maintains 
a  home  for  his  family  in  the  English  port,  is  liable  for  the 
income  tax  on  his  salary,  notwithstanding  the  fact  that  he  is 
abroad  for  much  the  greater  part  of  the  year,  and  that  most 
of  his  salary  is  earned  on  the  high  seas  and  not  in  England.^ 
In  another  English  case  it  appeared  that  an  American  citizen 
had  for  the  last  twenty  years  lived  on  board  his  own  yacht, 
which  was  anchored  in  tidal  navigable  waters  in  England, 
obtaining  his  provisions  and  necessaries  from  the  nearest 
village.  The  yacht  had  always  been  kept  fully  manned  and 
ready  to  go  to  sea  at  any  moment.  It  was  held  that  the 
owner  was  a  person  "residing  in  the  United  Kingdom"  within 
the  income  tax  act,  and  was  assessable  accordingly.*  A  sim- 
ilar decision  was  made  in  the  case  of  an  American  citizen, 
having  no  place  of  business  in  Great  Britain,  but  who  rented 
a  house  and  shooting  rights  in  Scotland,  where  he  spent  about 

1  Barhydt  v.  Cross  (Iowa)  136  N.  W.  525. 

2  In  re  Young,  12  Scotch  Law  Rep.  602,  1  Tax  Cas.  57 ;  Rogers  v. 
Inland  Revenue,  16  Scotch  Law  Rep.  682,  1  Tax  Cas.  225. 

s  Brown  v.  Burt,  81  Law  J.  K.  B.  17. 
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two  months  continuously  in  each  year,  accompanied  by  his 
valet,  as  he  had  no  family.  His  house  in  New  York  was  al- 
ways kept  in  readiness  for  his  return,  but  so  was  the  house- 
in  Scotland,  which  was  kept  furnished  and  ready  for  his 
occupation  at  any  time.  It  was  held  that  he  was  a  person  "re- 
siding in  the  United  Kingdom"  for  the  purposes  of  the  income 
tax.*  So  also,  where  a  merchant  carried  on  business  in  Italy, 
where  he  ordinarily  resided,  but  also  owned  a  place  of  resi; 
dence  in  England,  where  he  dwelt  with  his  family  for  several 
months  in  the  year,  it  was  held  that  he  was  a  resident  of  Eng- 
land, and  was  liable  to  taxation  in  respect  to  the  profits  of  the 
business  carried  on  abroad. ° 

§  252.     Residents  Deriving  Income  from  Abroad 

Under  the  act  of  Congress,  persons  residing  within  the 
United  States  are  required  to  pay  the  tax  upon  "the  entire 
net  income  received  from  all  sources,"  which  includes  for- 
eign investments  and  business  as  well  as  domestic.  This  is 
further  shown  by  the  provision  that  the  amount  of  the  tax 
"shall  be  deducted  and  withheld  from  coupons,  checks,  or  bills 
of  exchange  for  or  in  payment  of  interest  upon  bonds  of  for- 
eign countries  and  upon  foreign  mortgages  or  like  obligations, 
not  payable  in  the  United  States,  and  also  from  coupons, 
checks,  or  bills  of  exchange  for  or  in  payment  of  any  divi- 
dends upon  the  stock  or  interest  upon  the  obligations  of  for- 
eign corporations,  associations,  and  insurance  companies  en- 
gaged in  business  in  foreign  countries."  °  Under  similar  pro- 
visions in  the  corporation  tax  law  of  1909,  it  was  ruled  that 
American  corporations  should  include  in  their  returns  not 
only  the  income  derived  from  the  business  carried  on  within 

*  Cooper  V.  Cadwalader,  5  Tax  Cas.  101. 

5  Lloyd  V.  SuUey,  21  Scotch  Law  Rep.  482,  2  Tax  Cas.  37. 

6  Supra,  §  26.  For  the  Treasury  regulations  regarding  the  col- 
lection of  the  income  tax  on  foreign  investments,  see,  supra,  §§  85- 
90.  Note  that  the  tax  is  payable  on  income  consisting  in  interest  on 
the  bonds  of  foreign  governments,  no  less  than  in  respect  to  interest 
on  the  obligations  of  private  persons  or  corporations.  The  act  of 
Congress  expressly  mentions  "bonds  of  foreign  countries."  Supra,  § 
26.    And  see  the  Treasury  regulation,  supra,  §  166. 
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the  confines  of  the  United  States,  but  income  received  from 
business  transacted  in  any  foreign  country  as  well/  It  is 
undoubtedly  within  the  competence  of  the  government  to  tax 
its  resident  citizens  upon  their  income  derived  from  foreign 
investments,  the  domicile  of  the  taxpayer  giving  jurisdiction 
for  this  purpose,  although  the  situs  of  his  investments  may 
be  in  a  foreign  country.^  This  is  also  the  law  in  England. 
Thus,  a  corporation  organized  in  that  country  and  maintaining 
a  head  office  there,  where  its  directors  meet  and  administer 
its  general  affairs,  and  to  which  its  revenues  are  remitted,  is 
assessable  for  the  income  tax  in  England,  though  all  its  profits 
are  derived  from  plantations,  mines,  or  other  enterprises  con- 
ducted in  foreign  countries."  And  so,  dividends  declared  by  a 
foreign  corporation  and  payable  at  its  agency  in  London,  on 
shares  owned  by  a  British  citizen  and  resident,  are  taxable 
as  part  of  his  income. '■° 

It  is  also  within  the  competence  of  the  several  states  to 
tax  their  resident  citizens  upon  intangible  personal  property, 
consisting,  for  example,  of  shares  of  stock  in  foreign  corpo- 
rations, and  no  constitutional  provision  is  thereby  violated.  ^^ 
Naturally,  therefore,  they  also  have  the  power  to  tax  income 
derived  from  such  sources,  and  this  has  generally  been  pro- 
vided for  in  the  income  tax  laws  of  the  states.  In  Hawaii, 
it  is  true,  the  tax  is  levied  on  "income  derived  by  every  per- 
son residing  in  the  territory  of  Hawaii  from  all  property 
owned,   and  all  business,   trade,  profession,   employment,  or 

7  Treasury  Decisions,  No.  1742,  par.  9. 

8  Memphis  &  C.  E.  Co.  v.  United  States,  108  TT.  S.  228,  2  Sup.  Ct. 
482,  27  L.  Ed.  711;  United  States  v.  Bennett,  232  U.  S.  299,  34  Sup. 
Ct.  433,  58  L.  Ed.  612;  Kirtland  v.  Hotchkiss,  100  U.  S.  491,  25  L. 
Ed.  558;  Liverpool  &  London  &  Globe  Ins.  Co.  v.  Bennett  [1912]  2 
K.  B.  41. 

9  Cesena  Sulphur  Co.  v.  Nicholson,  L.  R.  1  Ex.  Div.  428;  Imperial 
Continental  Gas  Ass'n  v.  Nicholson,  37  Law  T.  717,  1  Tax  Cas.  138 ; 
Scottish  Mortgage  Co.  v.  McKelvie,  24  Scotch  Law  Rep.  87,  2  Tax 
Cas.  165. 

10  Gilbertson  v.  Fergusson,  L.  R.  7  Q.  B.  Div.  562,  1  Tax  Cas.  501. 

11  Darnell  v.  Indiana,  226  U.  S.  390,  33  Sup.  Ct.  120,  57  L.  Ed.  267. 
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vocation  carried  on  in  the  territory."  ^^  But  this  is  excep- 
tional. In  Soutli  Carolina,  the  provision  of  the  statute  is 
somewhat  ambiguous.  It  lays  the  tax  upon  "income  received 
during  the  preceding  calendar  year  by  every  citizen  of  this 
state,  whether  such  gains,  profits,  or  income  be  derived  from 
any  kind  of  property,  rents,  interests,  dividends,  or  salaries, 
or  from  any  profession,  trade,  employment  or  vocation  car- 
ried on  in  this  state,  or  from  any  other  source  whatever."  ^^ 
On  the  ordinary  principles  of  statutory  construction,  the  words 
"carried  on  in  this  state"  should  be  referred  to  the  phrase 
"profession,  trade,  employment  or  vocation,"  leaving  the  pro- 
vision as  to  "property,  rents,  interests,  dividends,  or  salaries" 
entirely  unrestricted.  And  even  if  this  argument  should  fail, 
the  following  clause,  "from  any  other  source  whatever,"  is 
broad  enough  to  include  income  from  foreign  investments  or 
business.  In  Wisconsin  a  distinction  is  made  between  income 
from  foreign  investments  and  income  from  foreign  business. 
It  is  provided  that  "so  much  of  the  income  of  any  person 
residing  within  the  state  as  is  derived  from  rentals,  stocks, 
bonds,  securities  or  evidences  of  indebtedness  shall  be  assessed 
and  taxed,  whether  such  income  is  derived  from  sources 
within  or  without  the  state,"  which  is  explained  by  the  tax 
commission  of  that  state  as  being  "in  analogy  to  the  rule  that 
intangible  property  follows  the  residence  of  the  owner  for  pur- 
poses of  taxation."  But  the  statute  further  provides  that  "any 
person  engaged  in  business  within  and  without  the  state  shall, 
with  respect  to  income  other  than  that  derived  from  rentals, 
stocks,  bonds,  securities  or  evidences  of  indebtedness,  be  taxed 
only  upon  that  proportion  of  such  income  as  is  derived  from 
business  transacted  and  property  located  within  the  state."  ^* 
And  a  rule  for  determining  the  proportion  is  prescribed.^" 

12  Session  Laws'  Hawaii  1901,  p.  31. 

13  Civ.  Code  S.  Car.  1902,  §  325. 

14  Wisconsin  Income  Tax  Law  1911,  §  1087m,  par.  2,  cl.  3. 

IB  The  rule  to  be  followed,  as  far  as  applicable,  is  that  prescribed 
for  determining  the  proportion  of  a  corporation's  capital  stock  which 
Is  employed  In  business  within  the  state,  and  is  as  follows:  "In  de- 
termining the  proportion  of  capital  stock  employed  in  the  state,  the 
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§  253.     Domestic  Corporations  with  Foreign  Branches  or 
Agencies 

Where  a  domestic  corporation  has  estabhshed  branch  offi- 
ces or  agencies  for  the  transaction  of  its  business  in  foreign 
countries,  the  profits  accruing  at  such  branches  or  agencies  are 
part  of  the  income  of  the  corporation,  and  will  be  taxable  at 
its  domicile,  if  the  law  of  that  jurisdiction  taxes  income  from 
foreign  business  as  well  as  from  foreign  investments,  as  is 
the  case  with  the  act  of  Congress  now  in  force.  But  it  is  im- 
portant to  distinguish  this  case  from  the  case  where  two  com- 
panies, one  domestic  and  the  other  foreign,  are  really  inde- 
pendent of  each  other,  though  constituent  members  of  a  pool  or 
trust,  or  united  in  interest  through  one  owning  stock  of  the 
other,  interlocking  directorates,  and  so  on.  Thus,  in  an  Eng- 
lish case,  it  appeared  that  a  company  was  formed  in  England 
for  the  purpose  of  bringing  under  a  single  control  all  the  man- 
ufacturers of  a  particular  kind  of  photographic  camera.  To 
do  this,  the  company  acquired  98  per  cent,  of  the  stock  of  an 
American  company,  and  retained  the  services  of  the  manager 
of  the  American  business.  The  remaining  shareholders  of 
the  American  company  were  independent  of  the  English  com- 
pany. The  English  company  by  power  of  attorney  appointed 
the  American  manager  its  proxy  to  vote  for  it  at  meetings  of 
the  American  company.  The  two  companies  bought  and  sold 
goods  to  each  other  in  the  ordinary  way.  On  this  state  of  facts 
it  was  held  that  the  business  of  the  American  company  was 
not  the  business  of  the  English  company,  so  as  to  be  assessable 
for  income  tax  in  England,  the  control  exercised  by  the  English 

same  shall  be  computed  by  taking  the  gross  business  in  dollars  of  the 
corporation  In  the  state  and  adding  the  same  to  the  full  value  in 
dollars  of  the  property  of  the  corporation  located  in  the  state.  The 
sum  so  obtained  shall  be  the  numerator  of  a  fraction  of  which  the 
denominator  shall  consist  of  the  total  gross  business  in  dollars  of  the 
corporation,  both  within  and  without  the  state,  added  to  the  full 
value  in  dollars  of  the  entire  property  of  the  corporation  both  within 
and  without  the  state.  The  fraction  so  obtained  shall  represent  the 
proportion  of  the  capital  stock  represented  within  the  state."  Stat. 
Wis.,  §  1770b,  subd.  e. 
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company  being  the  control  of  the  stockholders  only."  But  on 
the  other  hand,  a  contrary  decision  was  made  in  the  case  of  an 
English  company  formed  for  the  purpose  of  acquiring  brewer- 
ies in  the  United  States,  because  it  was  shown  that  the  Eng- 
lish directors  exercised  effective  and  constant  control  over 
the  business.  The  operations  connected  with  the  manufacture 
and  sale  of  the  beer  took  place  in  the  United  States,  and  were 
carried  on  by  an  American  committee  of  management  ap- 
pointed by  the  company.  This  committee  were  in  constant 
correspondence  with  the  board  of  directors  in  England,  and 
the  general  meetings  of  the  company  were  held  in  England, 
where  the  company's  books  were  kept,  except  those  relating  to 
business  carried  on  in  the  United  States.  The  dividends  were 
declared  in  England  by  the  company  in  general  meeting.  Only 
a  portion  of  the  profits  made  was  remitted  to  England,  the 
amount  needed  for  the  dividends  payable  to  American  share- 
holders being  retained  in  America  for  distribution.  It  was 
held  that  the  business  of  the  company  was  carried  on  in  Eng- 
land, and  that  the  company  was  there  assessable  to  income 
tax  upon  the  whole  of  the  profits  made,  whether  remitted  to 
England  or  not.'-' 

But  in  view  of  the  fact  that  the  income  tax  laws  affect  only 
"income  received"  by  the  person  or  corporation,  it  is  impor- 
tant to  inquire  more  closely  whether  profits  earned  at  the  for- 
eign branches  or  agencies  of  a  domestic  corporation  are  tax- 
able as  a  part  of  its  income  if  they  are  not  remitted  in  money 
to  the  home  office,  but  retained  abroad  for  payment  of  divi- 
dends, investment,  or  other  purposes.  On  this  question  there 
are  no  American  decisions.  The  English  cases  are  numerous 
and  instructive,  but  not  entirely  harmonious.  At  first,  it  was 
the  disposition  of  those  courts  to  regard  the  tax  as  falling 
only  on  profits  actually  received  in  cash.  Thus,  in  a  leading 
case  it  appeared  that  a  company  was  formed  in  England  to  ac- 
quire certain  brewing  businesses  in  the  state  of  New  York, 

16  Kodak  Limited  v.  Clark  [1901]  2  K.  B.  879,  4  Tax  Cas.  549. 

17  Frank  Jones  Brewing  Co.  v.  Apthorpe,  4  Tax  Cas.  6;  Aptliorpe 
T.  Peter  Scboenhofen  Brewing  Co.,  80  Law  T.  395,  4  Tax  Cas.  41. 

(354) 


Ch.  9)      PERSONS  AND  COEPOEATlONS  SUBJECT  TO  TAX        §  253 

and  as  the  law  of  that  state  would  not  permit  a  foreign  cor- 
poration to  own  and  carry  on  a  brewery  there,  an  American 
company  was  formed,  the  whole  of  the  shares  of  which  were 
taken  by  the  English  company,  except  seven  shares  which 
were  held  by  the  directors  of  the  American  company.  So 
much  of  the  profit  was  sent  over  to  the  English  company  in 
London  as  was  required  for  distribution  in  dividends  to  such 
of  its  shareholders  as  resided  in  England,  but  the  shareholders 
resident  in  America  received  their  dividends  there  out  of  prof- 
its retained  in  America  for  that  purpose.  It  was  held  that  the 
income  tax  was  chargeable  only  on  the  profits  received  in 
England  by  the  English  company.^*  Another  case  concerned 
a  life  insurance  company  established  in  Scotland  and  carrying 
on  business  abroad.  The  business  was  managed  by  directors, 
who  had  the  power  of  accepting  risks,  but  all  investments 
abroad  had  to  be  sanctioned  at  the  head  office.  Remittances 
in  cash  of  interest  received  abroad  were  not  made,  and  remit- 
tances out  of  the  receipts  abroad  of  interest  and  premiums 
were  made  only  as  required  by  the  general  policy  of  the  com- 
pany. At  a  quinquennial  valuation,  and  in  the  yearly  state- 
ments of  accounts,  the  whole  of  the  receipts  abroad,  includ- 
ing the  interest  on  investments  abroad,  was  brought  into  ac- 
count in  the  division  of  the  profits  of  the  company.  It  was 
held  that  the  interest  received  abroad  and  invested  or  applied 
abroad  was  not  "received"  in  Scotland,  so  as  to  be  taxable 
there. ^^ 

But  other  cases,  including  some  of  the  later  decisions,  have 
evolved  the  rule  that  income  may  be  "constructively  received,'' 

18  Bartholomay  Brewing  Co.  v.  Wyatt  [1893]  2  Q.  B.  499,  3  Tax 
Cas.  213.  And  see  Stanley  v.  The  Gramophone  &  Typewriter  Lim- 
ited [1908]  2  K.  B.  89,  5  Tax  Cas.  358 ;  Gresham  Life  Assur.  Soc.  v. 
Bishop  [1902]  App.  Cas.  287,  reversing  [1901]  1  K.  B.  153,  4  Tax  Cas. 
464 ;  Nobel  Dynamite  Trust  Co.  v.  Wyatt  [1893]  2  Q.  B.  499,  3  Tax 
Cas.  224;  Goerz  v.  Bell  [1904]  2  K.  B.  136;  Scottish  Widows  Fund 
Life  Assur.  Soc.  v.  Parmer  [1909]  Sess.  Cas.  1372;  Pommery  v. 
Apthorpe,  56  Law  J.  Q.  B.  155;  Croolsston  Bros.  v.  Furtado,  48 
Scotch  Law  Rep.  134,  5  Tax  Cas.  602. 

19  Standard  Life  Assur.  Co.  v.  Allan,  38  Scotch  Law  Rep.  628,  4 
Tax  Cas.  446. 
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SO  as  to  be  taxable,  if  it  is  entered  on  the  books  of  the  com- 
pany as  cash,  or  locally  applied  or  invested  by  direction  of  the 
head  office.  Thus,  an  English  insurance  company  with  branch- 
es in  India  was  in  the  receipt  of  certain  interest  moneys,  paid  in 
India,  from  investments  there  and  in  the  colonies.  This  in- 
terest was  applied  in  India  towards  the  payment  of  the  va- 
rious obligations  of  the  company  arising  for  settlement  in 
India,  including  losses  under  its  policies,  and  was  not  re- 
mitted in  money  to  England,  but  it  was  treated  in  the  com- 
pany's accounts  as  if  it  had  been  so  remitted.  It  was  held  that 
the  interest  was  constructively  received  in  England  and  was 
therefore  taxable.'"*  In  another  case  it  appeared  that  an  in- 
surance company  was  organized  in  England,  and  had  its  head 
office  and  directorate  there,  but  also  carried  on  business  in  cer- 
tain foreign  countries,  and  by  the  laws  of  those  countries  it 
was  required,  as  a  condition  to  the  right  to  do  business  there, 
to  deposit  certain  sums  of  money  with  government  officials 
and  to  invest  the  money  in  accordance  with  local  laws.  In  ad- 
dition to  this,  the  company  also  voluntarily  invested  abroad 
certain  other  sums  representing  accumulated  profits  of  its 
business.  Both  classes  of  investments  yielded  interest,  which 
was  received  by  the  company  abroad,  but  was  not  remitted  to 
England.  It  was  held  that  the  company  was  taxable  in  Eng- 
land on  the  income  consisting  of  such  interest  from  both 
classes  of  investments.''^  Again,  an  English  corporation  had 
its  head  office  in  London,  where  meetings  of  the  directors  and 
shareholders  were  held,  and  from  whence  the  affairs  of  the 
company  were  directed  and  managed.  The  company  carried 
on  the  business  of  banking  in  London,  Mfexico,  and  Lima.  At 
the  branch  offices  it  transacted  all  ordinary  banking  business, 
and  in  London  it  transacted  the  London  business  of  the  branch- 


20  Universal  Life  Assur.  Soc.  v.  Bishop,  68  Law  J.  Q.  B.  962,  4  Tax 
Cas.  139.  And  see  Scottisli  Provident  Inst.  v.  Allan,  38  Scotch  Law 
Kep.  874,  4  Tax  Cas.  409 ;  San  Paulo  Ky.  Co.  v.  Carter  [1895]  1  Q. 
B.  580,  3  Tax  Cas.  344,  affirmed  [1896]  App.  Cas.  31;  Grove  v.  El- 
liots, 3  Tax  Cas.  481. 

21  Liverpool,  L.  &  G.  Ins.  Co.  v.  Bennett  [1911]  2  K.  B.  577.  And 
see  Norvrich  Union  Fire  Ins.  Co.  v.  Magee,  3  Tax  Cas.  457. 
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es,  but  not  the  business  of  current  banking  accounts.  It  was 
held  that  the  whole  profits  were  chargeable  for  the  income  tax, 
whether  remitted  to  England  or  not.^^  But  this  doctrine  has 
not  met  with  universal  acceptance.  In  a  case  arising  in  Scot- 
land, it  was  shown  that  a  Scotch  insurance  company  lent  out 
sums  of  money  at  interest  in  Australia,  and  that  the  interest 
accruing  was  not  remitted  to  Great  Britain  in  forma  specifica, 
but  was  retained  abroad  and  invested  there,  but  it  was  entered 
in  the  revenue  account  of  the  company  as  received.  On  this 
state  of  facts  it  was  held  that  interest  not  received  in  Great 
Britain  was  not  assessable  for  the  income  tax,  and  that  the 
facts  in  the  case  did  not  show  a  constructive  remittance.^^ 

§  254.     Domestic     Corporations     Operating     Exclusively 
Abroad 

When  the  corporation  excise  tax  law  of  1909  was  in  force, 
a  question  arose  as  to  the  liability  of  a  corporation  organized 
under  the  laws  of  New  Jersey,  but  which  did  business  exclu- 
sively in  Cuba.  An  assessment  was  made  against  this  com- 
pany, which  it  at  first  refused  to  pay,  alleging,  under  the  advice' 
of  counsel,  that  it  was  not  liable  to  taxation  under  the  act  of 
1909,  because  its  business  was  transacted  wholly  in  a  foreign 
country  and  that  it  had  no  assets  in  America,  its  property 
being  within  the  jurisdiction  of  the  Republic  of  Cuba,  its  stock- 
holders living  there,  and  its  income  being  spent  and  invested 
there.  It  was  firmly  maintained  by  the  Internal  Revenue 
bureau  that  the  company  was  liable  for  the  tax,  notwithstand- 
ing these  facts,  but  the  question  did  not  reach  the  courts,  as 
the  company  finally  receded  from  its  contention  and  paid  the 
amount  assessed  against  it  with  the  penalty  and  interest.^* 

§  255.     American  Citizens  Residing  Abroad 

The  federal  income  tax  law  provides  for  the  taxation  of  the 
income  "received  from  all  sources"  of  "every  citizen  of  the 

22  London  Bank  of  Mexico  v.  Apthorpe  [1892]  2  Q.  B.  Div.  378,  3 
Tax  Cas.  143. 

2  3  Forbes  v.  Scottish  Provident  Inst.,  33  Scotch  Law  Rep.  228,  3 
Tax  Cas.  443. 

24  T.  D.  No.  1863. 
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United  States,  whether  residing  at  home  or  abroad."  Hence 
American  citizens  who  take  up  a  residence  abroad,  whether 
temporary  or  permanent,  and  whether  from  choice  or  for  busi- 
ness purposes  (including  diplomatic  and  consular  officers) 
remain  liable  for  the  income  tax.  Theoretically  such  persons 
are  taxable  upon  their  entire  net  income  (above  the  statutory 
exemption)  no  matter  how  or  whence  derived.  But  it  seems 
an  extreme  exercise  of  the  taxing  power  to  impose  the  income 
tax  upon  citizens  permanently  domiciled  abroad  in  respect  to 
income  or  earnings  wholly  derived  from  sources  located  in  the 
foreign  country.  This  has  been  authoritatively  declared  to  be 
the  manifest  purpose  of  Congress  in  the  enactment  of  the 
statute  now  in  force.  "It  may  not  be  doubted,"  says  the 
United  States  Supreme  Court,  "speaking  in  a  general  sense, 
that  the  taxing  power,  when  exerted,  is  not  usually  applied 
to  those,  even  albeit  they  are  citizens,  who  have  a  permanent 
domicile  or  residence  outside  of  the  country  levying  the  tax. 
Indeed,  we  think  it  must  be  conceded  that  the  levy  of  such  a 
tax  is  so  beyond  the  normal  and  usual  exercise  of  the  taxing 
power  as  to  cause  it  to  be,  when  exerted,  of  rare  occurrence 
and  in  the  fullest  sense  exceptional.  This  being  true  we  must 
approach  the  statute  for  the  purpose  of  ascertaining  whether 
its  provisions  sanction  such  rare  and  exceptional  taxation. 
*  *  *  As  illustrative  and  throwing  light  on  the  real  ques- 
tion for  decision,  action  taken  by  Congress  in  exerting  its 
taxing  power  is  at  least  worthy  of  note.  For  instance,  the 
provisions  of  the  income  tax  law  of  1864  expressly  extended 
that  tax  to  those  domiciled  abroad,  and  a  like  purpose  is 
beyond  doubt  expressed  in  the  income  tax  of  1913."  "^  The 
language  of  the  statute  would  therefore  apply,  for  example, 
to  the  case  of  an  American  residing  abroad  and  deriving  his 
income  from  investments  made  abroad,  or  receiving  a  salary 
from  a  foreign  government  or  from  a  foreign  corporation. 
But  it  is  not  easy  to  see  how  payment  of  the  tax  could  be 

2  5  United  States  v.  Goelet,  232  XJ.  S.  293,  34  Sup.  Ct.  431,  58  L. 
Ed.  610. 
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enforced  in  such  cases.  Persons  in  this  situation  are  expected 
to  file  their  income-tax  returns  in  the  United  States,  and  provi- 
sion has  been  made  for  giving  them  some  indulgence  in  respect 
to  the  time  for  payment  of  the  tax.^°  On  so  much  of  their 
income  as  accrues  and  is  payable  within  the  United  States, 
the  collection  of  the  tax  is  not  a  matter  of  difficulty,  but  other- 
wise it  would  appear  that  the  generality  of  the  language  of 
the  statute  must  be  restricted  by  the  necessities  of  the  case. 

Again,  if  the  act  of  Congress  should  be  enforced  to  its 
fullest  extent  in  such  cases,  it  would  bear  very  heavily  upon 
those  of  our  citizens  who  may  be  living  in  a  foreign  country 
which  also  imposes  a  tax  upon  incomes.  For  instance,  an 
American  citizen  residing  in  Paris  would  be  liable  to  be  taxed 
by  the  French  government  upon  his  entire  income  (in  the 
character  of  a  resident  alien)  and  by  the  United  States  govern- 
ment upon  the  same  income,  in  the  character  of  a  citizen  resid- 
ing abroad.  It  has  been  suggested  that  matters  of  this  kind 
could  be  regulated  by  treaty  between  the  two  countries. 

As  to  Americans  occupied  and  residing  in  the  Canal  Zone, 
their  status  for  purposes  of  taxation  has  not  been  officially 
decided.  But  it  appears  that  they  must  be  treated  as  citizens 
resident  in  a  foreign  country. 

§  256.     Resident  Aliens 

The  law  also  is  made  applicable  to  the  case  of  an  alien  living 
within  the  United  States.  For  it  includes  "every  person  resid- 
ing in  the  United  States,  though  not  a  citizen  thereof,"  and 
resident  aliens  are  taxed  on  exactly  the  same  basis  as  citizens. 
Such  a  provision  is  common  in  the  income  tax  laws  of  other 
countries,^^  and  the  authority  of  any  government  to  tax,  not 
only  the  property,  but  also  the  income,  of  foreigners  residing 
within  its  territory  cannot  be  doubted.     Indeed  it  has  been 

26  See,  supra,  §§  143,  174. 

27  For  instances  of  American  citizens  held  subject  to  the  English 
income  tax,  because  more  or  less  permanently  "resident"  in  Great 
Britain,  see  Brown  v.  Burt,  81  Law  J.  K.  B.  17;  Cooper  v.  Cad- 
walader,  5  Tax  Cas.  101. 
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expressly  decided  that  such  a  feature  does  not  render  an 
income  tax  law  unconstitutional  or  in  any  way  invalid.^' 

§  257.     Non-Resident  Aliens 

A  further  case  is  that  of  persons  who  are  neither  citizens 
of  the  United  States  nor  resident  within  its  borders,  but  a  part 
of  whose  income  is  earned  or  gained  in  this  country.  As  to 
this,  the  act  of  Congress  provides  for  the  levy  of  the  income 
tax  upon  "the  entire  net  income  from  all  property  owned  and 
of  every  business,  trade,  or  profession  carried  on  in  the  United 
States  by  persons  residing  elsewhere."  ^^  And  the  income  tax 
laws  of  the  several  states  contain  almost  exactly  similar  pro- 
visions, which  of  course  are  applicable  not  only  to  non-resi- 
dent aliens,  but  also  to  residents  and  citizens  of  other  states 
owning  property  or  doing  business  within  the  taxing  state.  In 
Wisconsin,  however,  the  provision  is  expressed  in  broader 
terms,  for  the  tax  is  made  payable  "by  every  non-resident  of 
the  state  upon  such  income  as  is  derived  from  sources  within 
the  state  or  within  its  jurisdiction."  The  earlier  acts  of  Con- 
gress on  the  subject  made  no  attempt  to  tax  income  accruing  in 
America  to  non-resident  aliens.  That  is  to  say,  no  such  provi- 
sion was  found  in  the  acts  of  1861,  1862,  or  1864,  though  it  was 
introduced  in  the  statute  of  1866  and  continued  in  subsequent 
enactments.  And  it  was  held,  under  the  act  of  1864,  that  a 
non-resident  alien  was  not  subject  to  the  income  tax  in  respect 
to  his  investments  in  American  securities;  and  though  that 
act  required  corporations  paying  interest  on  their  bonds  to  de- 
duct from  the  interest  payments  the  amounts  due  as  income 
tax  thereon  from  the  several  bondholders,  this  did  not  apply 
to  a  non-resident  alien  owning  such  bonds,  and  if  the  corpora- 
tion deducted  such  tax  from  the  interest  due  him,  he  could 
recover  it  by  suit.^° 

2  8  Moore  v.  Miller,  5  App.  D.  0.  413. 

2»  Supra,  §  1.  For  the  Treasury  regulations  concerning  the  tax- 
able income  of,  and  the  deductions  which  may  be  claimed  by,  non- 
resident aliens,  see,  supra,  §  168.  An  American  woman  who  marries 
a  foreigner  takes  the  nationality  of  her  husband,  and  therefore  can- 
not claim  the  specific  exemption  allowed  by  the  act.  Treasury  De- 
cision No.  2090,  December  14,  1914. 

3  0  Jackson  v.  Northern  Cent.  Ey.,  Chase,  268,  Fed.  Cas.  No.  7,142;; 
Railroad  Co.  v.  Jackson,  7  Wall.  262,  19  L.  Ed.  88.    It  was  held,- 
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But  in  view  of  the  fact  that  the  present  statute  taxes  non- 
resident aliens  upon  income  derived  not  only  from  a  "business, 
trade,  or  profession  carried  on  in  the  United  States,"  but  also 
from  "property  owned"  within  the  United  States,  grave  doubts 
were  at  one  time  entertained  as  to  whether  the  language 
employed  would  not  include  dividends  from  domestic  corpora- 
tions and  interest  on  the  bonds  of  domestic  corporations,  when 
payable  to  a  non-resident  alien.  But  it  is  a  general  principle  of 
law  that  corporate  bonds  and  corporate  stock  and  other  like 
securities  have  no  separate  situs  for  purposes  of  taxation,  no 
matter  where  the  paper  evidencing  them  may  be  physically 
located,  but  they  are  taxable  only  at  the  situs  of  the  owner's 
domicile.  Hence,  in  contemplation  of  law,  a  bond  or  a  share 
of  stock  of  an  American  corporation  is  not  "property  owned 
within  the  United  States"  where  its  owner  is  a  citizen  and 
resident  of  a  foreign  country.  In  this  view,  the  officers  of 
the  Treasury  department  have  definitely  ruled  that  interest  on 
bonds  of  domestic  corporations  and  dividends  on  stock  of 
domestic  corporations,  owned  by  non-resident  aliens,  are  not 
subject  to  the  income  tax,  whether  such  bonds  or  stock  be 
physically  located  within  the  United  States  or  not,  but  that 
coupons,  orders  for  registered  interest,  or  the  like,  in  such 
cases,  when  presented  for  payment  in  this  country,  must  be 
accompanied  by  certificates  of  ownership  in  a  form  prescribed, 
in  order  to  establish  the  identity  of  the  foreign  owner  and  his 
claim  to  exemption  from  the  tax.'^  It  is  not  likely  that  this 
decision  will  be  reversed  by  the  courts.  And  it  is  sustained  by 
the  legislative  history  of  the  act,  for  an  amendment  to  the  bill 
proposed  by  the  Senate,  definitely  providing  for  the  taxation  of 
interest  in  such  cases,  was   stricken  out  by  the   conference 

however,  that  an  excise  tax  on  corporations  laid  on  or  measured 
by  the  amount  paid  out  by  them  in  the  form  of  dividends  or  inter- 
est, is  not  invalidated  by  a  provision  that  the  amount  of  such  tax 
may  be  withheld  from  the  dividend  or  interest  due  or  payable  to  a 
stockholder  or  bondholder  who  is  a  citizen  or  subject  of  a  foreign 
government  with  no  residence  in  this  country.  Railroad  Company 
v.  Collector  (Michigan  Cent.  R.  Co.  v.  Slack)  100  U.  S.  595,  25  L.  Ed. 
647. 

31  See,  supra,  §§  168,  171.  Salary  received  by  a  foreign  employ^ 
of  a  domestic  corpoi'ation  for  services  rendered  entirely  in  a  foreign 
land  is  not  subject  to  deduction  and  withholding  of  the  tax  at  the 
source.    Treasury  Decision  No.  2090,  December  14,  1914. 
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committee  in  its  report  and  not  included  in  the  act  as  finally 
passed. 

As  to  a  non-resident  "doing  business"  within  the  jurisdic- 
tion imposing  the  tax,  the  state  laws  may  apply  to  the  ordinary 
case  of  a  person  residing  in  one  state  and  conducting  a  busi- 
ness in  another,  as  well  as  to  corporations  organized  under  the 
laws  of  one  state,  but  having  offices,  branches,  or  agencies  in 
many  others,  and  to  railroads  or  other  transportation  companies 
which  traverse  two  or  more  states.  Under  the  laws  of  the  Unit- 
ed States,  the  incidence  of  the  income  tax  will  chiefly  affect  cor- 
porations, whose  business  is  of  an  international  character,  for- 
eign insurance  companies  writing  risks  in  the  United  States,  and 
foreign  corporations  owning  and  operating  mills,  factories,  or 
mines  in  this  country.  As  concerns  this  subject,  no  American 
decisions  have  as  yet  been  rendered.  But  upon  the  construction 
of  the  corporation  tax  law  of  1909,  an  opinion  was  given  by  the 
Attorney  General  to  the  effect  that  foreign  steamship  com- 
panies engaged  in  the  business  of  transporting  passengers, 
goods,  and  merchandise  between  ports  in  this  country  and  for- 
eign ports,  and  maintaining  freight  and  passenger  agencies  in 
this  country,  were  subject  to  the  tax;  and  whereas  it  was  con- 
tended that  a  part  of  the  business  of  such  companies  was  the 
transportation  of  articles  of  merchandise  shipped  from  this 
country  for  foreign  trade,  and  that  such  business  could  not 
constitutionally  be  taxed,  the  opinion  was  given  that  a  tax  im- 
posed upon  an  exporter  of  merchandise,  as  an  incident  to  his 
business,  is  not  a  tax  upon  the  exported  article,  as  an  export, 
and  hence  not  forbidden  by  the  constitution.'^  But  a  foreign 
steamship  company  having  no  office  in  the  United  States,  and 
whose  vessels  only  occasionally  touch  at  American  ports,  was 
not  regarded  as  doing  business  in  this  country,  within  the 
meaning  of  that  act.'' 

The  British  income  tax  law  includes  non-resident  aliens,  in 
so  far  as  they  "exercise  a  trade"  in  Great  Britain.    And  it  is 

3  2  28  Opin.  Atty.  Gen.  211. 

3  3  Treasury  Decisions,  No.  1742,  par.  21. 
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held  when  a  foreign  corporation  or  individual  has  an  agency 
for  the  sale  of  its  products  in  England,  the  agent  being  charged 
with  the  duty  of  procuring  orders,  which  are  then  sent  to  the 
head  office  abroad,  and  the  goods  are  shipped  either  to  the 
agent  for  distribution  or  direct  to  the  customers,  and  payment 
is  made  either  to  the  agent  or  direct  to  the  foreign  office,  such 
corporation  or  person  "exercises  a  trade''  in  England  and  is 
subject  to  the  income  tax  on  the  profits  thereof,  collectible 
from  the  agent.'*  So  in  a  Scotch  case,  it  appeared  that  a  com- 
pany registered  in  Norway,  where  its  head  office  was  maintain- 
ed and  its  books  kept  and  corporate  meetings  held,  was  under 
the  general  management  of  two  Norwegians,  elected  by  the 
stockholders.  This  company  owned  a  ship,  and  all  the  busi- 
ness of  the  chartering  of  the  vessel,  and  all  voyage  receipts 
and  disbursements,  were  dealt  with  by  a  firm  resident  in  Glas- 
gow, who  received  and  retained  all  the  funds  until  required  for 
payment  of  expenses  or  dividends.  "  It  was  held  that,  although 
the  company  was  not  resident  in  Great  Britain,  it  exercised 
a  trade  within  the  United  Kingdom,  for  the  profits  of  which 
the  Glasgow  firm,  as  its  agents,  were  assessable  for  the  purpose 
of  the  income  tax.'°  In  another  case  it  was  shown  that  a  for- 
eign corporation,  domiciled  abroad,  had  submarine  cables  in 
connection  with  England  and  other  foreign  cables  not  so  con- 
nected. The  company,  under  an  agreement  with  the  English 
authorities,  also  had  separate  wires,  worked  by  its  own  staff, 
between  several  English  towns  and  cities.  No  profits  were  de- 
rived from  the  transmission  of  messages  over  these  last-men- 
tioned wires.    It  was  held  that  the  company  exercised  a  trade 

Si  Werle  &  Co.  v.  Colquhoun,  L.  R.  20  Q.  B.  Div.  753,  2  Tax  Cas. 
402;  Turner  v.  Rickman,  4  Tax  Cas.  25;  Tischler  i.  Apthorpe,  52 
Law  T.  814,  2  Tax  Cas.  89.  But  see  Grainger  v.  Gough  [1896]  App. 
Cas.  325.  Where  all  the  trading  of  nonresident  aliens  is  done,  their 
sales  made,  and  their  profits  earned  in  the  country  where  they  live, 
they  cannot  be  taxed  in  England  on  account  of  profits  simply  be- 
cause they  have  an  agent  In  England,  or  even  a  partner,  to  buy  do- 
mestic goods  for  them  and  ship  the  same  for  sale  abroad.  Sulley  v. 
Attorney  General,  5  Hurl.  &  N.  711. 

86  Wingate  v.  Webber,  34  Scotch  Law  Rep.  699,  3  Tax  Cas.  569. 
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in  Great  Britain  and  was  assessable  on  the  net  profits  derived 
from  the  receipts  in  England.^* 

It  is  provided  by  the  statute  that  the  income  from  property 
owned  and  business  carried  on  in  the  United  States  by  non- 
resident aliens  shall  be  computed  upon  the  same  basis  as  that 
prescribed  in  the  case  of  foreign  corporations,  which  is  ascer- 
tained by  deducting  from  the  gross  amount  of  income  accru- 
ing within  the  year  from  business  transacted  and  capital 
invested  within  the  United  States,  the  expenses  incurred,  losses 
sustained,  etc.,  within  the  year  in  the  business  conducted 
within  the  United  States.''  And  the  Treasury  regulations 
require  that  "the  responsible  heads,  agents,  or  representatives 
of  such  non-resident  aliens,  who  are  in  charge  of  the  property 
owned  or  business  carried  on  or  capital  invested,  shall  make 
full  and  complete  return  of  said  income  and  shall  pay  the 
tax."  °'  It  should  further  be  observed  that  non-resident  aliens 
are  subject  to  the  additional  tax  or  surtax,  the  same  as  is 
prescribed  in  the  case  of  citizens  or  residents  of  the  United 
States." 

§  258.     Carrying  on  of  Business  or  Trade 

In  addition  to  the  illustrations  given  in  the  preceding  sec- 
tion, which  had  to  do  only  with  the  particular  case  of  non-resi- 
dents, we  may  here  give  some  further  account  of  what  is 
meant  by  "business"  and  "trade"  in  general,  since  these  terms 
are  constantly  used  in  describing  the  sources  of  taxable  income 
or  the  persons  and  corporations  subject  to  the  tax.  The  twq 
words  quoted,  when  associated  together,  take  color  from  each 
other.  But  even  as  tjius  limited,  the  term  "business"  is  a  word 
of  very  wide  import  and  embraces  every  thing  about  which  a 
person  can  be  employed  or  which  he  can  pursue  as  an  occupa- 
tion and  for  profit.*"  It  implies,  however,  continuity  of  action 
or  effort,  and  does  not  include  an  isolated  act  or  operation, 

36  Erichsen  v.  Last,  L.  R.  7  Q.  B.  Div.  12,  1  Tax  Cas.  351. 

37  Supra,  §§  8,  41. 

38  Supra,  §  177,  art.  8. 
s»  Supra,  §  168. 

10  People  V.  Commissioners  of  Taxes,  22  How.  Prac.  (N.  Y.)  143. 
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when  transactions  of  the  same  sort  do  not  constitute  the  per- 
son's vocation,*^  and  probably  it  should  not  be  so  extended  as 
to  include  illicit  pursuits,  such  as  keeping  a  gaming  house  or 
selling  liquor  without  a  license.*^  In  construing  the  corpora- 
tion tax  law  of  1909,  the  Supreme  Court  of  the  United  States, 
not  meaning  to  enumerate  all  possible  kinds  of  "business,"  but 
with  reference  to  the  facts  in  the  group  of  cases  before  it, 
said:  "We  think  it  clear  that  corporations  organized  for  the 
purpose  of  doing  business,  and  actually  engaged  in  such  ac- 
tivities as  leasing  property,  collecting  rents,  managing  office 
buildings,  making  investments  of  profits,  or  leasing  ore  lands 
and  collecting  royalties,  managing  wharves,  dividing  profits, 
and  in  some  cases  investing  the  surplus,  are  engaged  in  busi- 
ness within  the  meaning  of  this  statute,  and  in  the  capacity 
necessary  to  make  such  organizations  subject  to  the  law."  ** 
And  in  the  same  case  it  was  specifically  held  that  a  company 
owning  and  leasing  taxicabs  and  collecting  rents  therefrom 
was  engaged  in  business  within  the  meaning  of  the  statute. 
"Trade"  is  a  term  more  particularly  applied  to  the  operations 
of  commerce,  and  especially  to  the  buying  and  selling  of  com- 
modities or  the  traffic,  sale,  or  barter  of  goods.    But  it  is  legiti- 

41  People  V.  Commissioners  of  Taxes,  23  N.  T.  242;  Parkhurst  v. 
Brock,  72  Vt.  355,  47  Atl.  1068 ;  Delaware  &  H.  Canal  Co.  v.  Mah- 
lenbrock,  63  N.  J.  Law,  281,  43  Atl.  978,  45  L.  R.  A.  538;  Cooper 
Mfg.  Co.  V.  Ferguson,  113  U.  S.  727,  5  Sup.  Ct.  739,  28  L.  Ed.  1137 ; 
Anderson  v.  Morris  &  E.  R.  Co.,  216  Fed.  83.  But  the  doing  of  a 
single  act  of  business  may  constitute  the  doing  of  business,  when 
accompanied  by  a  purpose  to  perform  other  like  acts  of  business. 
Dayton  &  W.  Traction  Co.  v.  Gilligan  (TJ.  S.  Dist.  Ct.  S.  D.  Ohio,  W. 
D.,  1914)  T.  D.  No.  2000. 

42  Odell  V.  City  of  Atlanta,  97  Ga.  670,  25  S.  E.  173;  Walsch  v. 
Call,  32  Wis.  159. 

4  3  Flint  V.  Stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  L. 
Ed.  389.  But  where  a  corporation  was  organized  to  own  the  stock 
of  a  mining  company,  and  had  no  assets  except  such  stock,  a  small 
sum  in  bank,  office  furniture,  etc.,  and  did  nothing  but  to  receive  the 
dividends  from  the  operating  company  and  distribute  them  as  such 
among  its  own  stockholders,  it  was  held  not  to  be  "doing  business" 
within  the  meaning  of  the  corporation  tax  law  of  1909,  and  there- 
fore not  subject  to  the  tax.  United  States  v.  Nipissing  Mines  Co., 
206  Fed.  431;  124  C.  C.  A.  313. 
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mMely  capable  of  a  wider  meaning,  and  may  be  so  intended 
when  used  in  a  tax  statute  and  in  connection  with  "business." 
Thus,  an  English  decision  holds  that  the  ownership  and  em- 
ployment of  vessels,  which  are  employed  in  the  transportation 
of  merchandise  for  hire,  is  a  "trade"  or  concern  in  the  nature 
of  a  trade,  within  the  meaning  of  an  act  imposing  taxes.**  So 
in  a  case  in  North  Carolina,  construing  a  provision  of  the  con- 
stitution authorizing  the  legislature  to  tax  "trades,  professions, 
franchises,  and  income,"  it  was  said  that  the  word  "trade"  is 
employed  in  its  broadest  signification,  and  comprehends,  not 
only  all  who  are  engaged  in  buying  and  selling  merchandise, 
but  all  whose  occupation  or  business  it  is  to  manufacture  and 
sell  the  products  of  their  plants,  and  includes  in  this  sense  any 
employment  or  business  embarked  in  for  gain  or  profit.*" 

§  259.     Carrying  on  Several  Lines  of  Business 

If  a  person  or  corporation  carries  on,  at  the  same  time,  sev- 
eral diflferent  lines  or  branches  of  business,  the  resulting  in- 
come is  to  be  assessed  and  taxed  as  an  entirety,  and  not  as  so 
many  separate  incomes  from  the  different  kinds  of  business. 
This  is  shown  by  the  language  of  the  act  of  Congress,  which 
imposes  the  tax,  both  in  the  case  of  individuals  and  of  corpora- 
tions, on  "the  entire  net  income  received  from  all  sources." 
And  under  the  corporation  excise  tax  law  of  1909,  it  was  ruled 
that  railroad  companies  operating  leased  or  purchased  lines 
must  include  all  receipts  derived  therefrom  in  their  return  of 
net  income.*'  This  is  also  the  rule  in  England.  Thus,  where 
an  insurance  company,  being  a  single  concern  and  having  only 
one  body  of  stockholders,  carries  on  the  business  of  fire,  marine, 
and  life  insurance,  and  the  funds  and  accounts  of  the  several 
branches  of  the  business  are  kept  separate,  but  the  results  of 
the  whole  business  are  thrown  into  one  profit  and  loss  account, 
and  the  dividends  are  declared  out  of  the  balance  of  that  ac- 
count, it  is  held  that,  for  the  purpose  of  the  income  tax,  the 
several  branches  must  be  treated  as  one  business,  and  the  net 

4«  Attorney  General  v.  Borrodaile,  1  Price,  148. 

45  state  V.  Worth,  116  N.  C.  1007,  21  S.  E.  204. 

46  Treasury  Decisions,  No.  1742,  par.  8. 
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profits  from  all  are  assessable  as  one  undivided  income.*^ 
There  is,  however,  one  decision  of  the  Court  of  Session  in 
Scotland  which  is  not  easily  to  be  reconciled  with  the  general 
rule  as  thus  stated.  It  was  there  held  that  a  seed-merchant, 
taking  a  farm  and  working  it  in  connection  with  his  seed  busi- 
ness, cannot  claim  any  deduction  from  the  assessment  on 
his  profits  as  seedsman  in  respect  of  losses  incurred  in  the  op- 
eration of  the  farm,  that  is,  profits  arising  from  one  branch  of 
the  business  cannot  be  offset  by  the  expenses  or  losses  of  the 
other.^^ 

But  the  general  rule  applies  only  in  cases  where  each  branch 
or  department  of  the  business  is  wholly  owned  and  operated 
by  the  taxable  person  or  corporation.  If  any  is  owned  and 
operated  jointly  with  another  person  or  company,  it  must  be 
segregated  and  separately  assessed.  Thus,  in  an  English  case, 
it  appeared  that  the  corporation  in  question  originally  owned 
one  steamship  and  derived  its  income  from  the  operation  of 
the  vessel  as  a  carrier  of  freight.  Afterwards  it  acquired  a 
very  large  interest,  but  not  quite  the  entire  ownership,  in  a 
second  steamship,  taking  over  the  management  and  keeping  the 
accounts  thereof,  and  it  claimed  to  be  assessed  on  the  average 
of  the  profits  derived  from  the  two  ships  in  one  sum.  But  it 
was  held  that  the  second  ship  was  a  concern  carried  on  by  two 
or  more  persons  jointly,  and  therefore  its  profits  must  be 
separately  assessed.*' 

§  260.     Salaried  Officers 

Attention  was  given  in  an  earlier  section  of  this  volume  to 
the  constitutional  validity  of  income  taxation  as  applied  to  the 
salaries  of  federal  and  state  officers.^"    And  it  was  there  shown 

*r  Last  V.  London  Assur.  Corp.,  L.  K.  12  Q.  B.  Div.  389,  2  Tax  Gas. 
100;  Scottish  Union  &  N.  Ins.  Co.  v.  Smiles,  26  Scotch  Law  Rep. 
330,  2  Tax  Cas.  551. 

4  8  Brown  v.  Watt,  28  Scotch  Law  Eep.  403,  50  J.  P.  583,  2  Tax 
Cas.  143. 

49  Farrell  v.  Sunderland  Steamship  Co.,  88  Law  T.  741,  4  Tax  Cas. 
ti05. 

5  0  Supra,  §  205.  And  see  Melcher  v.  Boston,  9  Mete.  (Mass.)  73; 
Day  V.  Buffington,  3  Cliff.  376,  Fed.  Cas.  No.  3,675. 
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that,  although  the  United  States  cannot  tax  the  salary  of  a 
state  officer,  or  vice  versa,  yet,  in  the  absence  of  explicit  con- 
stitutional restrictions,  there  is  nothing  to  prevent  Congress 
from  taxing  the  compensation  of  the  officers  of  the  federal 
government,  or  to  prevent  a  state  from  taxing  the  salaries 
of  its  own  officers  or  those  of  its  municipalities.  This  is  in 
accordance  with  the  rules  prevailing  in  other  countries  where 
income  tax  laws  are  in  force.  Thus,  in  Canada,  a  government 
official  or  employe  is  taxable  on  his  income  received  in  the 
form  of  a  salary.^ '^  It  was  held  in  Ontario  that  the  income 
of  an  officer  of  the  House  of  Commons  of  the  Dominion  of 
Canada  could  not  be  taxed  by  a  provincial  legislature  or  by  a 
municipality  of  the  province. ^^  But  this  was  overruled  by  the 
Supreme  Court  of  Canada,  which  held  that  any  civil  or  other 
officer  of  the  Dominion  might  be  lawfully  taxed  in  respect  to 
Tiis  income  as  such  by  the  municipality  in  which  he  resides. ^^ 
And  the  highest  court  in  England  has  ruled  that  an  officer  of 
the  Commonwealth  of  Australia  who  resides  in  Victoria  and 
receives  his  salary  in  that  state,  is  liable  to  be  assessed  in  re- 
spect of  his  official  salary  for  an  income  tax  imposed  by  the 
legislature  of  Victoria."* 

But  laws  of  this  kind  are  construed  with  strictness,  and  the 
salary  attached  to  a  public  office  is  not  to  be  brought  within 
the  reach  of  the  income  tax  without  explicit  language  to  that 
effect.  Thus  it  was  ruled,  in  an  early  case  in  South  Carolina, 
that  the  salaries  of  public  officers  are  not  liable  to  be  taxed 
under  an  ordinance  imposing  a  tax  on  all  profit  or  income 
arising  from  the  "pursuit  of  any  faculty,  profession,  occupa- 
tion, trade,  or  employment."  ^^  And  the  court  in  Virginia 
decided  that,  when  the  tax  is  laid  upon  salary  or  compensa- 
tion for  services,  received  by  any  person  in  the  employment  of 

61  Abbott  v.  City  of  St.  John,  40  Can.  Sup.  Ct.  597,  12  Am.  &  Eng. 
Ann.  Cas.  821 ;   Robson  v.  Reglna,  4  Terr.  L.  R.  80. 

52  Leprohon  v.  Ottawa,  2  Ont.  App.  522. 

53  Abbott  V.  City  of  St.  John,  40  Can.  Sup.  Ct.  597,  12  Am.  &  Eng. 
Ann.  Cas.  821. 

6  4  Webb  V.  Outrim  [1907]  App.  Cas.  81,  7  Am.  &  Eng.  Ann.  Cas.  84. 
e5  City  Council  v.  Lee,  1  Treadw.  (S.  C.)  57. 
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a  corporation,  it  will  be  held  not  to  include  the  salary  paid  to 
a  minister  of  the  Gospel  by  the  church  or  congregation  of 
which  he  has  charge,  for  it  must  be  understood  that  the  legis- 
lature meant  only  secular  employment.^"  But  the  modern 
statutes  employ  language  broad  enough  to  cover  all  kinds  of 
remuneration  for  services  rendered  by  employes,  however 
denominated.  Thus,  the  act  of  Congress  applies  to  "income 
derived  from  salaries,  wages,  or  compensation  for  personal 
service  of  whatever  kind  and  in  whatever  form  paid."  And 
the  Wisconsin  statute,  in  defining  "income,"  includes  "all 
wages,  salaries,  or  fees  derived  from  services."  The  tax  com- 
mission of  that  state  explains  that  "fees  derived  from  services 
would  not  include  the  fees  belonging  to  the  state  or  any 
political  subdivision.  For  example,  if  a  sheriff  receives  a 
salary  and  turns  over  the  fees  received  by  him  in  his  official 
capacity  to  the  county,  they  would  not  be  reckoned  as  income.. 
If  he  receives  the  fees  in  lieu  of  salary,  such  fees  would  con- 
stitute income."  ^''  In  this  connection  it  is  also  necessary  to 
remark  that,  although  a  corporation  may  be  exempt  from 
taxation,  in  respect  to  its  own  income,  as  being  a  religious, 
charitable,  or  educational  institution,  it  does  not  follow  that 
its  employes  are  likewise  exempt.  Thus,  the  salary  of  a 
professor  in  a  college  is  not  exempt  from  the  income  tax, 
though  the  revenue  of  the  college  may  be  exempt. °*  The  act 
of  Congress  of  1913  contains  a  provision  that  "nothing  in  this 
section  shall  be  held  to  exclude  from  the  computation  of  the 
net  income  the  compensation  paid  any  official  by  the  govern- 
ments of  the  District  of  Columbia,  Porto  Rico,  and  the  Phil- 
ippine Islands  or  any  political  subdivision  thereof,"  in  other 
words,  the  salaries  of  these  officers  are  subject  to  the  income 
tax.°» 

sspiumer  v.  Commonwealth,  3  Gratt.  (Va.)  645. 
6  7  Wisconsin  Income  Tax  Law,  edition  issued  by  State  Tax  Com- 
mission, Madison,  Wis.,  November  1911,  pp.  9,  10. 
6  8  Union  County  v.  James,  21  Pa.  St.  525. 
BO  See,  supra,  §  69. 
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§  261.     Bankrupt  and  Insolvent  Persons  and  Companies 

It  may  seem  an  anomaly  to  speak  of  a  bankrupt  or  insolvent 
person  being  subject  to  the  income  tax,  but  it  was  evidently 
in  the  contemplation  of  Congress,  in  enacting  the  law  of  1913, 
that  such  cases  might  arise,  as  witness  the  provision  that  the 
penalty  for  non-payment  shall  not  be  exacted  "from  the  es- 
tates of  insane,  deceased,  or  insolvent  persons."  It  is  a  gen- 
eral rule  of  law  that  a  bankrupt's  estate  is  not  withdrawn  from 
taxation  by  the  proceedings  in  bankruptcy,  but  remains  sub- 
ject to  taxation  in  the  hands  of  his  trustee.*"  And  it  was  ruled 
under  the  corporation  excise  tax  law  of  1909  that,  where  a 
corporation  subject  to  the  tax  had  gone  into  bankruptcy,  the 
return  of  net  income  was  to  be  made  by  the  trustee  in  bank- 
ruptcy."^ So,  where  an  assignee  for  the  benefit  of  creditors 
carries  on  the  business  of  the  assignor,  and  makes  a  profit,  it 
is  subject  to  the  income  tax.  For  it  is  not  necessary  that  a 
business  should  be  carried  on  for  the  purpose  of  making  a 
profit  for  the  owner ;  it  is  none  the  less  carried  on  because  the 
object  is  to  earn  a  larger  dividend  for  creditors."^  The  same 
principle  would  apply  to  a  corporation  in  the  hands  of  a  re- 
ceiver. It  is  true  that  a  contrary  doctrine  prevailed  under  the 
corporation  tax  law  of  1909,  but  that  was  only  because  the 
tax  was  not  laid  on  the  income  of  the  corporation,  but  on  the 
privilege  of  doing  business  in  a  corporate  capacity.  Hence  it 
was  held  that  receivers  of  an  insolvent  corporation,  duly  ap- 
pointed by  a  court  of  equity,  which  corporation  was  not  doing 
business  when  the  act  was  passed,  and  had  done  no  business 
since,  were  not  within  the  act,  and  not  required  to  make  re- 
turns or  pay  taxes  on  the  income  realized  by  them  while  acting 
as  officers  of  the  court  and  under  its  direction."^  But  the  act 
of  Congress  now  in  force  imposes,  not  an  excise  tax  on  cor- 
porate business,  but  a  tax  on  all  incomes.    And  it  is  somewhat 

6  0  In  re  Crowell,  199  Fed.  659. 

61  Treasury  Decisions,  No.  1742,  par.  7. 

62  Armitage  v.  Moore  [1900]  2  Q.  B.  363,  4  Tax  Cas.  199. 

63  Pennsylvania  Steel  Co.  v.  Kew  York  City  Ry.  Co.,  198  Fed.  774, 
117  C.  C.  A.  556 ;  United  States  v.  Whitridge,  321  U.  S.  144,  34  Sup. 
Ct.  24,  58  L.  Ed.  159. 
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significant,  in  this  connection,  that  it  specially  mentions  "re- 
ceivers" as  among  those  persons  administering  the  affairs  of 
others  who  are  required  to  make  returns  for  them  and  with- 
hold and  deduct  the  income  tax. 

§  262.     Estates  of  Decedents  and  Dissolved  Corporations 

The  death  of  a  taxpayer  does  not  exempt  his  income  from 
taxation  for  the  current  year,  but  his  estate,  in  the  hands  of 
the  executor  or  administrator,  is  liable  for  the  tax  on  so  much 
of  the  income  of  the  year  as  accrued  prior  to  the  day  of  his 
death,"*  the  income  for  the  remainder  of  the  year  being  of 
course  taxable  to  the  distributees  of  the  estate.  The  same 
principle  applies  upon  the  dissolution  of  a  corporation.  But 
it  was  held  that  a  corporation  which  had  continued  in  business 
through  a  calendar  year  could  not  evade  liability  for  the  tax 
imposed  by  the  act  of  Congress  of  1909,  by  dissolving  before 
the  time  when  it  was  required  to  make  a  return  and  have  the 
tax  assessed,  but  that  the  officers  of  the  corporation  still  had 
the  authority,  and  it  was  their  duty,  to  make  and  render  the 
return. "^^ 

§  263.     Partnerships 

It  has  never  been  the  policy  of  the  United  States  income 
tax  laws  to  lay  the  tax  on  partnerships,  as  distinct  from  the 
individuals  composing  them.  And  in  the  statute  now  in  force, 
partnerships  are  carefully  distinguished  from  corporations,  as 
in  the  section  relating  to  the  taxation  of  corporations,  where 
the  tax  is  made  payable  by  "every  corporation,  joint  stock 
company  or  association,  and  every  insurance  company,  or- 
g-anized  in  the  United  States,  no  matter  how  created  or  or- 
ganized, but  not  including  partnerships."  ""  Under  provisions 
of  this  kind  the  individual  taxpayer  is  chargeable  with  the 

s^Mandell  v.  Pierce,  3  Cliff.  134,  Fed.  Gas.  No.  9,008.  And  see 
Treasury  Decision  No.  2090,  December  14,  1914. 

66  United  States  v.  General  Inspection  &  Loading  Co.,  192  Fed. 
223. 

8  6  Supra,  §§  15,  32.  But  while  partnerships  as  such  are  not  sub- 
ject to  the  income  tax,  they  may  be  required  to  file  certificates  of 
ownership  of  bonds,  etc.,  Jn  order  to  prevent  the  withholding  of 
the  tax  at  the  source.    Supra,  §  145. 
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tax  on  so  much  of  his  income  as  is  derived  from  the  profits 
of  a  firm  in  which  he  may  l?e  a  member  (after  allowing  the 
statutory  deductions  and  exemptions),  but  the  firm,  as  such, 
is  neither  required  to  make  a  return  nor  pay  a  tax.  This  was 
expressly  provided  for  in  the  act  of  1864,  and  though  omitted 
in  the  present  statute,  the  rule  must  be  read  into  it  by  neces- 
sary implication. 

The  laws  of  the  states  have  generally  pursued  a  contrary 
policy.  That  of  South  Carolina,  for  instance,  provides  that 
"the  words  'citizen'  and  'person,'  as  used  in  this  article,  shall 
be  deemed  to  include  all  natural  persons,  all  copartnerships, 
and  all  members  of  any  incorporated  association,  and  to  ex- 
clude, except  as  hereinafter  included,  all  corporations  duly 
chartered  by  the  laws  of  the  United  States  or  of  this  or  any 
other  state."'  *"  Under  this  statute,  it  appears,  both  the 
individual  and  the  firm  of  which  he  is  a  member  must  make  a 
return  and  pay  the  tax.  But  if  the  partnership  pays  the  tax 
on  its  income,  it  would  be  inequitable,  and  double  taxation, 
to  exact  a  tax  from  the  individual  upon  his  share  of  the  firm's 
profits,  and  such  an  exception  should  be  held  to  be  necessarily 
implied.  This  point  is  more  fully  covered  by  the  provisions 
of  the  Wisconsin  income  tax  law,  which  declares  that  the 
term  "person,"  as  used  in  the  act,  shall  include  "any  in- 
dividual, firm,  copartnership,"  etc.,  but  also  provides  that  the 
individual  taxpayer  may  deduct  from  his  income  as  returned 
for  taxation  "dividends  or  income  received  from  stocks,  or 
interest  in  any  firm,  copartnership,  corporation,"  etc.°^ 

The  Treasury  regulations  relative  to  partnerships  are  as 
follows :  "Individual  members  of  a  partnership  are  liable  for 
income  tax  upon  their  respective  interests  in  the  net  earnings 
of  the  partnership,  and  are  required  to  include  said  net  earn- 
ings in  their  personal  returns.  Partnerships  are  not  subject, 
as  partnerships,  to  the  income  tax  and  are  required  to  make 
statements  of  their  income  and  earnings  as  partnerships  only 

s7  Civ.  Code  S.  Car.  1902,  §  327. 

8  8  Wisconsin  Income  Tax  Law  1911,  §  10S7m,  part  2,  par.  1;  Id., 
§  1087m,  part  4,  subd.  c. 
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when  requested  to  do  so  by  the  Commissioner  of  Internal  Rev- 
enue or  the  collector  of  internal  revenue  for  the  district  in 
which  said  partnership  has  its  principal  place  of  business,  and 
when  such  a  statement  is  required,  as  aforesaid,  the  said  state- 
ment shall  give  a  complete  and  correct  report  of  the  gross 
income  of  the  said  partnership  and  also  a  complete  account 
of  the  actual  legitimate  annual  expenses  of  conducting  the 
business  of  said  partnership  (not  including  living  and  personal 
expenses  of  the  partners)  and  the  net  profits  and  the  name 
and  address  of  each  of  the  members  of  said  partnership  and 
their  respective  interests  in  the  net  profits  thus  reported. 

"The  net  annual  income  of  a  partnership,  when  apportioned 
and  paid  to  the  members  thereof,  shall  be  returned  by  each 
individual  partner  receiving  same,  in  his  annual  return  of  net 
income,  and  the  tax  shall  be  paid  thereon  by  said  individual 
partner,  as  required  by  law. 

"When  the  annual  income  of  a  partnership  is  not  distributed 
and  paid  to  the  members  thereof,  the  respective  interest  of 
each  member  in  said  profits  shall  be  ascertained,  and  the  indi- 
viduals entitled  thereto  shall  include  the  said  amount  in  their 
annual  return  as  part  of  their  gross  income,  the  same  as  if 
said  profits  had  been  distributed  and  paid  to  them. 

"Undivided  annual  net  income  of  partnerships  thus  returned 
by  the  individual  members  thereof,  upon  which  the  tax  shall 
have  been  paid,  shall  not,  when  said  profits  are  actually  dis- 
tributed and  paid  to  the  partners,  be  again  included  in  their 
annual  return  as  a  part  of  their  gross  income. 

"Foreign  partnerships  or  firms,  all  the  members  of  which 
are  both  citizens  or  subjects  and  residents  of  a  foreign  country, 
which  are  the  owners  of  bonds  and  mortgages  or  deeds  of  trust 
or  other  similar  obligations,  including  equipment  trust  agree- 
ments, receivers'  certificates,  and  stocks,  of  corporations,  joint- 
stock  companies  or  associations,  and  insurance  companies, 
organized  or  doing  business  in  the  United  States,  may  file  with 
the  debtor  or  withholding  agent,  with  their  coupons  or  orders 
for  registered  interest,  or  orders  for  other  income  derived 
from  property  or  investments  in  the  United  States,  certificate 
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and  notice  of  ownership,  setting  forth  the  facts  as  to  non- 
residence  and  alienship,  and  the  debtor  or  withholding  agent 
shall  not  withhold  any  part  of  their  said  income. 

"Where  a  foreign  partnership  or  firm  is  composed  of  both 
non-resident  foreigners  and  citizens  of  the  United  States,  or 
foreigners  resident  in  the  United  States  or  its  possessions, 
the  certificate  of  ownership  shall  show  this  fact,  and  the  name 
and  legal  address  of  each  member  of  said  partnership,  who  is 
a  citizen  of  the  United  States,  or  who  is  a  foreigner  residing 
in  the  United  States  or  its  possessions,  shall  be  given  on  the 
said  certificate,  and  no  part  of  said  income  shall  be  withheld 
by  the  paying  agent."  °' 

§  264.     Limited  Partnerships 

Under  the  laws  of  some  of  the  states  (for  example,  Pennsyl- 
vania) limited  partnership  associations  may  be  organized 
which  possess  all  the  essential  privileges  and  powers  of  cor- 
porations, including  the  right  .to  transact  business  under  a 
name  indicating  rather  a  corporate  existence  than  an  associa- 
tion of  partners,  as,  by  the  use  of  the  word  "Company"  in 
the  name,  provided  that  the  name  shall  also  include  the  word 
"Limited,"  the  right  to  sue  and  be  sued  in  that  name,  the 
right  to  fix  the  limit  of  its  own  existence,  within  certain 
bounds,  and  to  have  a  capital  stock  divided  into  shares.  The 
members  of  such  an  association  are  not  individually  liable 
for  its  debts,  and  the  shares  or  interests  in  it  are  transfer- 
able by  the  owner,  provided  that  the  transferee  must  either 
be  elected  to  membership  by  the  remaining  members  or 
bought  out.  Under  the  corporation  excise  tax  law  of  1909, 
which  required  payment  of  the  tax  from  "every  corporation, 
joint  stock  company  or  association,"  the  opinion  was  given 
by  the  Attorney  General,  and  followed  by  the  officers  of  the 
treasury  department,  that  such  a  limited  partnership  was 
within  the  meaning  of  the  act,  and  was  liable  to  the  tax  if 
organized  for  profit  and  having  a  capital  stock  represented 

69  Supra,  §i  117,  145. 
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by  shares,  although  no  certificates  of  stock  were  issued.'" 
It  seems  clear  that  such  an  association  would  also  be  included 
within  the  scope  of  the  income  tax  law  of  1913,  the  language 
of  the  law  being  the  same,  and  the  same  reasons  existing  as 
formerly  for  so  holding/^ 

§  265.     Corporations 

Corporations  are  subject  to  the  income  tax  under  the  act  of 
Congress  of  1913,  which  lays  the  tax,  subject  to  certain 
enumerated  exceptions,  upon  "every  corporation,  joint  stock 
company  or  association,  and  every  insurance  company,  organ- 
ized in  the  United  States,  no  matter  how  created  or  organiz- 
ed," and  also  upon  similar  companies  "organized,  authorized, 
or  existing  under  the  laws  of  any  foreign  country,"  in  so  far 
as  the  latter  transact  business  or  have  capital  invested  in  the 
United  States/^  The  income  tax  law  of  Hawaii  taxes,  subject' 
to  specified  exceptions,  "all  corporations  doing  business  for 
profit  in  the  territory,  no  matter  where  created  and  organ- 
ized." The  law  of  Wisconsin  taxes  "persons,"  but  declares 
that  the  term  "person"  shall  include  "every  corporation,  joint 
stock  company  or  association  organized  for  profit,  and  hav- 
ing a  capital  stock  represented  by  shares,  unless  otherwise 
expressly  stated."  These  terms  were  copied  from  the  provi- 
sions of  the  corporation  excise  tax  law  of  1909.  And  under 
that  statute  it  was  ruled  that  mutual  savings  banks,  such  as 
may  be  organized  under  the  laws  of  some  of  the  states,  were 
not  subject  to  the  tax.  Such  banks  receive  deposits,  invest 
the  money  deposited,  and  divide  the  profits  among  the  de- 
positors. But  they  have  no  capital  stock,  and  the  depositors 
are  not  stockholders.    And  though  they  are  in  a  certain  sense 

70  28  Opin.  Atty.  Gen.  p.  189;  Treasury  Decisions,  No.  1742,  par. 
36.  And  see  Liverpool  Ins.  Co.  v.  Massachusetts,  10  Wall.  556,  19 
L.  Ed.  1029;  Moorhead  v.  Seymour,  77  N.  Y.  Supp.  1050.  Compare 
Chapman  v.  Barney,  129  U.  S.  677,  9  Sup.  Ct.  426,  32  L.  Ed.  800. 

71  See,  supra,  §  185,  art.  86. 

7  2  Supra,  §  32.  A  corporation  engaged  solely  in  mining  opera- 
tions upon  its  own  premises  comes  witMn  the  terms  of  the  statute 
and  is  subject  to  the  tax.  Stratton's  Independence  v.  Howbert,  231 
U.  S.  399,  34  Sup.  Ct.  136,  58  L.  Ed.  285. 
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organized  for  profit,  yet  their  organization  and  the  transac- 
tion of  their  business  are  not  for  the  profit  of  those  who 
constitute  the  managing  body,  except  in  so  far  as  they  may 
also  be  depositors.''  And  such  banks  are  expressly  except- 
ed from  taxability  under  the  act  of  Congress  of  1913.'* 

The  rule  that  a  corporation  is  an  artificial  entity  distinct 
from  its  stockholders  is  a  fiction  of  the  law,  which  is  recog- 
nized by  the  courts  for  some  purposes  and  disregarded  for 
others;  and  hence,  where  a  railroad  corporation  leased  its 
property  and  franchises  for  the  whole  term  of  its  charter,  the 
fact  that  the  lessee  paid  the  rent,  not  to  the  lessor  entity,  but 
directly  to  its  stockholders  and  bondholders,  was  held  not  to 
prevent  the  rent  so  paid  from  being  subject  to  taxation  under 
the  corporation  excise  tax  law  of  1909,  if  that  act  was  other- 
wise applicable.'' 

A  question  as  to  the  course  to  be  pursued  by  a  corporation 
so  recently  organized  that  it  has  not  yet  been  in  business  for  a 
full  year  when  the  time  arrives  for  making  the  annual  return 
has  been  thus  resolved  by  the  Treasury  department :  "A  cor- 
poration organized  during  the  year  should  render  a  sworn 
return  on  the  prescribed  form,  covering  that  portion  of  the 
year  (calendar  or  fiscal)  during  which  it  was  engaged  in  busi- 
ness or  had  an  income  accruing  to  it."  '° 

§  266.     Foreign  Corporations 

Foreign  corporations  engaged  in  business  within  the  United 
States  are  subject  to  the  normal  income  tax  on  one  per  cent 
per  annum  upon  the  amount  of  net  income  accruing  to  them 
from  business  transacted  and  capital  invested  in  the  United 
States."  They  are  also  required  to  make  proper  income  tax 
returns,  at  the  place  where  their  principal  business  within  the 

7  3  28  Opin.  Atty.  Gen.  p.  189,  citing  Huntington  v.  Savings  Bank, 
96  TJ.  S.  388,  24  L.  Ed.  777 ;  Hannon  v.  Williams,  34  N.  J.  Eq.  255 ; 
Savings  Bank  v.  Town  of  New  London,  20  Conn.  111. 

74  Supra,  §  33. 

7  5  Anderson  v.  Morris  &  E.  R.  Co.,  216  Fed.  83.  And  see,,  supra,  § 
185,  art.  80. 

76  Supra,  §  185,  art.  84. 

77  Supra,  §  32. 
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United  States  is  located.'''  But  they  are  not  subject  to  having 
any  part  of  their  income  withheld  by  a  debtor  or  withholding 
agent,  that  is,  they  are  exempt  from  the  process  of  collection 
at  the  source.''  Within  the  meaning  of  the  term  "foreign 
corporations,"  as  used  in  the  act  of  Congress  and  as  defined  by 
the  Treasury  department,  are  included  both  municipal  and 
private  corporations  organized  under  the  laws  of  any  country 
foreign  to  the  United  States.^"  It  cannot  be  doubted  that  the 
United  States  government  has  lawful  power  to  impose  the 
income  tax  on  all  such  foreign  organizations  in  so  far  as  they 
avail  themselves  of  the  benefit  and  protection  of  our  laws  to 
derive  a  revenue  from  capital  invested  or  business  operations 
carried  on  within  our  borders.'^  The  method  of  calculating 
the  taxable  income  of  such  foreign  companies  has  been  thus 
prescribed:  "For  the  purpose  of  the  tax,  the  net  income  of 
such  foreign  organizations  shall  be  ascertained  by  deducting 
from  the  gross  income  arising,  received,  or  accruing  from 
business  done  and  capital  invested  in  this  country  the  deduc- 
tions enumerated  in  the  act,  which  deductions  shall  be  limited 
to  expenditures  or  charges  actually  incurred  in  the  mainte- 
nance and  operation  of  the  business  transacted  and  capital 
invested  in  the  United  States,  or,  as  to  certain  charges,  such 
proportion  of  the  aggregate  charges  as  the  gross  income  from 
business  done  and  capital  invested  in  the  United  States  bears 
to  the  aggregate  income  within  and  without  the  United  States. 
In  other  words,  the  deductions  from  the  gross  income  of  a 
foreign  corporation  doing  business  in  this  country  should,  as 
nearly  as  possible,  represent  the  actual  expenses  and  author- 
ized charges  incident  to  the  business  done  and  capital  invested 
in  this  country,  and  must  not  comprehend,  either  directly  or 
indirectly,  any  expenditures  or  charges  incurred  in  the  trans- 
action of  business  or  the  investment  of  capital  without  the 
United  States."  *^  As  to  basing  part  of  the  calculation  on  the 
ratio  between  the  aggregate  amount  of  the  company's  business 

rs  Supra,  §  44.  "  Supra,  §  125.  so  Supra,  §  166. 

81  See  People  v.  Equitable  Trust  Co.,  96  N.  Y.  387. 

82  Supra,  §  185,  art.  157.    And  see,  supra,  §  41. 
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and  that  amount  of  its  business  which  was  done  within  the 
United  States,  it  is  a  fair  rule,  and  one  which,  in  somewhat 
varying  forms,  has  often  been  sustained  by  the  courts.  Thus, 
for  example,  it  has  been  decided  that  no  unconstitutional  inter- 
ference with  interstate  commerce  is  effected  by  a  statute  of  a 
state  (Michigan)  levying  a  specific  tax  upon  the  property  and 
business  of  any  railroad  corporation  operated  within  the  state, 
and  providing  that  "when  the  railroad  lies  partly  within  and 
partly  without  this  state,  prima  facie  the  gross  income  of  said 
company  from  such  road  for  the  purpose  of  taxation  shall 
be  on  the  actual  earnings  of  the  road  in  Michigan,  computed 
by  adding  to  the  income  derived  from  the  business  transacted 
by  said  company  entirely  within  this  state  such  proportion  of 
the  income  of  said  company  arising  from  the  interstate  busi- 
ness as  the  length  of  the  road  over  which  said  interstate  busi- 
ness is  carried  in  this  state  bears  to  the  entire  length  of  the 
road  over  which  said  interstate  business  is  carried."  *^ 

§  267.     Public   Service  Corporations 

The  various  kinds  of  corporations  now  commonly  classed 
under  this  designation  are  not  exempt  from  the  income  tax 
unless  specially  released  from  it  by  statute.  The  attempt 
was  made  to  withdraw  them  from  the  operation  of  the  cor- 
poration tax  law  of  1909,  on  the  ground  that  they  exercised 
a  delegated  authority  from  the  states  which  created  them  and 
bore  such  a  relation  to  the  general  public  as  to  make  their 
functions  quasi-governmental  in  character.  But  the  Supreme 
Court  of  the  United  States  ruled  otherwise,  saying :  "In  the 
case  of  South  Carolina  v.  United  States,**  this  court  held  that 
when  a  state,  acting  within  its  lawful  authority,  undertook  to 
carry  on  the  liquor  business,  it  did  not  withdraw  the  agencies 

8  3  Wisconsin  &  Michigan  Ey.  Co.  v.  Powers,  191  U.  S.  379,  24  Sup. 
Ct.  107,  48  L.  Ed.  229.  And  see  United  States  Express  Co.  v.  Min- 
nesota, 223  U.  S.  335,  32  Sup.  Ct.  211,  56  L.  Ed.  459;  Maine  v. 
Grand  Trunk  E.  Co.,  142  TJ.  S.  217,  12  Sup.  Ct.  121,  35  L.  Ed.  994; 
Western  Union  Telegrapli  Co.  v.  Taggart,  163  U.  S.  1,  16  Sup.  Ct. 
1054,  41  L.  Ed.  49. 

84  199  XJ.  S.  437,  26  Sup.  Ct  110,  50  L.  Ed.  201,  4  Am.  &  Eng.  Ann. 
Cas.  737. 
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of  the  state,  carrying  on  the  traffic,  from  the  operation  of  the 
internal  revenue  laws  of  the  United  States.  If  a  state  may 
not  thus  withdraw  from  the  operation  of  a  federal  taxing  law 
a  subject-matter  of  such  taxation,  it  is  difficult  to  see  how  the 
incorporation  of  companies  whose  service,  though  of  a  pubHc 
nature,  is  nevertheless  with  a  view  to  private  profit,  can  have 
the  effect  of  denying  the  federal  right  to  reach  such  properties 
and  activities  for  the  purposes  of  revenue.  It  is  no  part  of 
the  essential  governmental  functions  of  a  state  to  provide 
means  of  transportation,  supply  artificial  light,  water,  and  the 
like.  These  objects  are  often  accomplished  through  the 
medium  of  private  corporations,  and  though  the  public  may 
derive  a  benefit  from  such  operations,  the  companies  carrying 
on  such  enterprises  are  nevertheless  private  companies,  whose 
business  is  prosecuted  for  private  emolument  and  advantage. 
For  the  purpose  of  taxation,  they  stand  upon  the  same  foot- 
ing as  other  private  corporations  upon  which  special  fran- 
chises have  been  conferred.  The  true  distinction  is  between 
the  attempted  taxation  of  those  operations  of  the  states  es- 
sential to  the  execution  of  their  governmental  functions,  and 
which  the  state  can  only  do  itself,  and  those  activities  which 
are  of  a  private  character.  The  former  the  United  States 
may  not  interfere  with  by  taxing  the  agencies  of  the  state 
in  carrying  out  its  purposes ;  the  latter,  although  regulated 
by  the  state,  and  exercising  delegated  authority,  such  as  the 
right  of  eminent  domain,  are  not  removed  from  the  field  of 
legitimate  federal  taxation."  *^  But  probably  in  view  of  this 
decision,  the  act  of  1913  expressly  disclaims  any  intention  on 
the  part  of  Congress  to  subject  to  the  operation  of  the  income 
tax  any  part  of  the  revenues  of  a  state  or  of  a  municipal  cor- 
poration, whether  derived  from  "the  exercise  of  any  essential 
governmental  function"  or  from  "any  public  utility."  *^ 

85  Flint  v.  Stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  L. 
Ed.  389. 

86  Supra,  §  34,  providing:  That  there  shall  not  be  taxed  under 
this  section  any  income  derived  from  any  public  utility  or  from  the 
exercise  of  any  essential  governmental  function  accruing  to  any 
State,  Territory,  or  the  District  of  Columbia,  or  any  political  sub- 
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The  Wisconsin  income  tax  law  explicitly  exempts  "incomes 
derived  from  property  and  privileges  by  persons  now  required 
by  law  to  pay  taxes  or  license  fees  directly  into  the  treasury 
of  the  state  in  lieu  of  taxes,  and  such  persons  shall  continue 
to  pay  taxes  and  license  fees  as  heretofore."  And  the  state 
tax  commission  rules  that  this  clause  exempts  from  the 
payment  of  the  income  tax  railroad  companies  and  street 
railway  companies,  including,  in  the  latter  case,  connected 
electric  light,  heat,  and  power  companies;  also  palace  and 
sleeping  car  companies,  freight  line  and  equipment  companies, 
express  companies,  telegraph  and  telephone  companies,  boom 
and  improvement  companies,  plank  road  companies,  fire,  life, 
and  accident  insurance  companies  and  surety  companies,  and 
title  guaranty  companies,  but  not  water,  light,  heat,  and  power 
companies  and  other  public  utilities  which  are  taxable  locally.'^' 

§  268.     Unincorporated  Associations 

The  federal  income  tax  law,  as  well  as  the  statutes  of  some 
of  the  states,  couple  with  the  word  "corporations,"  in  describ- 
ing those  subject  to  the  tax,  the  term  "joint  stock  companies 
or  associations."  This  term  describes  an  anomalous  kind  of 
body,  a  hybrid  in  the  law,  occupying  a  position  midway  be- 

division  of  a  State,  Territory,  or  the  District  of  Columbia,  nor  any 
income  accruing  to  the  government  of  the  Philippine  Islands  or 
Porto  Rico,  or  of  any  political  subdivision  of  the  Philippine  Islands 
or  Porto  Rico:  Provided,  That  whenever  any  State,  Territory,  or 
the  District  of  Columbia,  or  any  political  subdivision  of  a  State  or 
Territory,  has,  prior  to  the  passage  of  this  Act,  entered  in  good 
faith  into  a  contract  with  any  person  or  corporation,  the  object  and 
purpose  of  which  is  to  acquire,  construct,  operate  or  maintain  a 
public  utility,  no  tax  shall  be  levied  under  the  provisions  of  this  Act 
upon  the  income  derived  from  the  operation  of  such  public  utility, 
so  far  as  the  payment  thereof  will  impose  a  loss  or  burden  upon 
such  State,  Territory  or  the  District  of  Columbia,  or  a  political  sub- 
division of  a  State  or  Territory;  but  this  provision  Is  not  intended 
to  confer  upon  such  person  or  corporation  any  financial  gain  or 
exemption  or  to  relieve  such  person  or  corporation  from  the  pay- 
ment of  a  tax  as  provided  for  in  this  section  upon  the  part  or  por- 
tion of  the  said  income  to  which  such  person  or  corporation  shall 
be  entitled  under  such  contract. 

8T  Wisconsin  Income  Tax  Law  1911,  edition  published  by  State 
Tax  Commission,  Madison,  Wis.,  p.  21. 
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tween  a  corporation  and  a  partnership.  A  joint  stock  com- 
pany or  association  is  a  body  of  persons  united  and  acting 
together  without  a  charter  (or  without  being  incorporated 
under  a  general  law),  but  upon  the  methods  and  forms  used 
by  incorporated  bodies,  for  the  prosecution  of  some  common 
enterprise.  Such  an  association  possesses  a  common  capital 
contributed  by  the  members  composing  it,  such  capital  being 
commonly  divided  into  shares,  of  which  each  member  possess- 
es one  or  more,  and  which  are  transferable  by  the  owner. 
It  usually  transacts  business  under  a  company  name,  by 
which,  under  the  laws  of  some  states,  it  may  sue  and  be  sued, 
and  its  affairs  are  generally  administered  by  a  board  of 
managers  or  directors.  But  it  differs  from  a  corporation 
proper,  both  in  the  fact  that  it  is  not  a  legal  entity  separate 
and  distinct  from  the  members  composing  it,  and  also  in  the 
fact  that  all  the  members  are  personally  liable  for  its  debts.  ^* 
A  company  or  association  of  this  kind  may  be  formed  and 
exist  at  common  law.  But  the  statutory  law  of  some  of  the 
states  (but  not  all)  also  authorizes  the  organization  of  such 
associations,  or  confers  upon  them  more  or  less  of  the  char- 
acteristics and  privileges  of  a  corporation.  In  some  cases 
these  statutes  go  so  far  in  this  direction  that  the  only  prac- 
tical difference  between  a  corporation,  properly  so  called, 
and  a  joint  stock  company  organized  under  the  state  law  is 
that,  in  the  latter  case,  the  stockholders  remain  personally 
liable .  for  the  debts.  The  federal  corporation  tax  law  of 
1909  applied  to  "every  corporation,  joint  stock  company  or 
association  organized  for  profit  and  having  a  capital  stock 
represented  by  shares,  organized  under  the  laws  of  the  United 
States  or  of  any  state  or  territory."  And  the  federal  supreme 
court  held  that  real  estate  trusts  created  by  deed,  for  the 

8  8  See  Allen  v.  Long,  80  Tex.  261,  16  S.  W.  43,  26  Am.  St.  Eep. 
735;  Adams  Express  Co.  v.  Schofield,  111  Ky.  832,  64  S.  W.  903; 
Kossakowskl  v.  People,  177  111.  563,  53  N.  E.  115 ;  Lyon  v.  Denison, 
80  Mich.  371,  45  N.  W.  358,  8  L.  R.  A.  358 ;  Sandford  v.  Board  of 
Sup'rs  of  New  York,  15  How.  Prac.  (N.  T.)  172;  In  re  Jones,  28 
Misc.  Eep.  (N.  T.)  356,  39  N.  Y.  Supp.  983;  Lane  v.  Albertson,  78 
App.  Div.  607,  79  N.  Y.  Supp.  947. 
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purpose  of  purchasing,  improving,  holding,  or  selling  lands 
and  buildings  for  the  benefit  of  the  shareholders,  which  are 
not  organized  under  any  statute  of  the  state  where  they  are 
formed,  and  do  not  derive  any  benefit  or  privilege  from  any 
such  statute,  and  which  are  not  intended  to  have  perpetual 
duration,  but  are  limited  by  their  terms  to  a  fixed  period, 
were  not  subject  to  the  federal  tax.*'  But  it  is  important 
to  notice  that  the  act  of  1913  is  made  applicable  to  "every 
corporation,  joint  stock  company  or  association  organized 
in  the  United  States,  no  matter  how  created  or  organized." 
In  view  of  the  decision  above  referred  to,  this  change  of  lan- 
guage must  be  considered  highly  significant,  and  manifests 
an  intention  on  the  part  of  Congress  to  apply  the  tax  to  all 
kinds  of  joint  stock  companies  or  associations,  whether  or- 
ganized in  accordance  with  the  law  of  any  given  state  or 
merely  with  such  powers  and  characteristics  as  they  may 
possess  at  common  law.  And  the  Treasury  department  has 
ruled  that:  "It  is  immaterial  how  such  corporations  are 
created  or  organized.  The  terms  'joint-stock  companies'  or 
'associations'  shall  include  associates,  real  estate  trusts,  or 
by  whatever  name  known,  which  carry  on  or  do  business  in  an 
organized  capacity,  whether  organized  under  and  pursuant  to 
State  laws,  trust  agreements,  declarations  of  trusts,  or  other- 
wise, the  net  income  of  which,  if  any,  is  distributed,  or  dis- 
tributable, among  the  members  or  share  owners  on  the  basis 
of  the  capital  stock  which  each  holds,  or,  where  there  is  no 
capital  stock,  on  the  basis  of  the  proportionate  share  of  capital 
which  each  has  invested  in  the  business  or  property  of  the 
organization,  all  of  which  joint-stock  companies  or  associations 
shall,  in  their  organized  capacity,  be  subject  to  the  tax  imposed 
by  this  act."  »" 

§  269.     Incorporated  Clubs 

An  incorporated  club,  organized  for  social  purposes  or  for 
sport,  and  not  eleemosynary  or  educational  in  character  nor 
in  the  nature  of  a  benefit  or  insurance  society,  is  apparently 

89  Eliot  V.  Freeman,  220  TT.  S.  178,  31  Sup.  Ot.  360,  55  L.  Ed.  424. 

90  Supra,  §  185,  art.  79. 
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subject  to  the  payment  of  the  income  tax  imposed  by  the  act 
of  Congress  of  1913,  if  it  derives  a  revenue  from  membership 
dues,  rent  of  rooms,  profits  of  restaurant  or  bar,  etc.,  and 
has  any  net  income  after  paying  expenses  and  deducting  the 
other  items  allowed  by  the  statute.  For  it  must  be  observed 
that  the  act  in  question  does  not  require  that  a  corporation, 
to  be  taxable,  should  be  "organized  for  profit"  or  have  "a 
capital  stock  represented  by  shares,"  as  was  the  case  in  earlier 
statutes,  but  only  (with  reference  to  domestic  corporations) 
that  it  should  be  "organized  within  the  United  States."  And 
the  provision  exempting  certain  kinds  of  corporations  specifi- 
cally enumerates  and  describes  those  which  Congress  intended 
to  release  from  the  tax,  from  which  it  follows,  by  a  well- 
known  rule  of  statutory  construction,  that  no  other  exceptions 
can  be  implied.  The  ruling  of  the  Treasury  Department  on 
this  subject  is  as  follows:  "All  clubs  are  not  exempt  from 
the  provisions  of  the  income-tax  law,  even  though  not  op- 
erated for  profit.  A  club  desiring  to  be  registered  as  an  ex- 
empt organization  should  file  with  the  Commissioner  of  In- 
ternal Revenue  a  copy  of  its  charter,  or  an  affidavit  of  its  prin- 
cipal officer,  setting  forth  the  nature  of  its  organization,  the 
purpose  for  which  organized,  the  source,  if  any,  from  which 
it  derives  income,  and  the  disposition  made  of  such  income 
as  is  received  by  it,  for  consideration  and  determination  as 
to  whether  or  not  it  comes  within  the  class  of  organizations 
held  to  be  exempt  under  the  provisions  of  the  income  tax  law. 
(Treasury  Decision  No.  2090,  December  14,  1914.)  A  similar 
rule  prevails  in  England.  Thus,  where  a  golf  club  (an  ordinary 
bona  fide  members'  club)  allowed  members  to  introduce  visitors 
and  the  visitors  to  play  golf  on  its  links,  but  such  visitors  paid 
"green  fees"  for  the  privilege,  and  the  fees  so  collected  amount- 
ed to  a  considerable  sum  every  year,  it  was  held  that  the  club 
was  carrying  on  an  enterprise  which  was  beyond  the  scope  of 
the  ordinary  functions  of  a  club,  and  as  to  which  it  was  possible 
to  keep  separate  accounts,  so  as  to  ascertain  what  profits  it  was 
making,  if  any,  and  therefore  such  profits  were  liable  to  assess- 
ment for  the  income  tax.°^     And  in  another  case,  where  a 

91  Carlisle  &  S.  Golf  Club  v.  Smith  [1912]  2  K.  B.  177. 
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society  formed  for  the  improvement,  spiritual,  mental,  so- 
cial, and  physical,  of  young  men,  carried  on  a  restaurant,  as 
well  as  educational  classes,  a  gymnasium,  and  a  publication 
department,  the  restaurant  being  conducted  on  the  usual 
commercial  principles  and  being  open  to  the  public,  it  was 
held  that  the  association  was  liable  to  pay  the  income  tax  on 
the  profits  made  by  the  restaurant."^ 

But  such  clubs  are  not  subject  to  taxation  under  the  stat- 
ute in  Wisconsin,  which  describes,  as  subject  to  the  tax,  cor- 
porations "organized  for  profit  and  having  a  capital  stock 
represented  by  shares,"  and  which  also  specifically  exempts  any 
"association  of  individuals  not  organized  or  conducted  for 
pecuniary  profits."  So  also  in  Hawaii,  where  corporations 
are  taxed  only  when  "doing  business  for  profit  in  the  terri- 
tory." 

§  270.     Inactive  Corporations  and  Holding  Companies 

The  federal  corporation  tax  law  of  1909  imposed  a  tax  on 
all  corporations  organized  for  profit  and  having  a  capital 
stock  represented  by  shares,  and  the  tax  was  levied  "with 
respect  to  the  carrying  on  or  doing  business"  by  such  cor- 
porations. It  was  held  that  a  corporation,  to  be  subject  to 
the  tax,  must  not  only  be  organized  for  the  purpose  of  doing 
business,  but  must  also  be  actually  engaged  in  that  business. 
Hence  a  corporation  organized  solely  for  the  purpose  of  tak- 
ing over  and  holding  the  real  estate  and  leasehold  interests 
owned  by  a  mercantile  company,  leasing  such  property  to 
the  company,  collecting  the  rents  and  distributing  them  among 
its  stockholders,  and  which  had  actually  executed  a  long  term 
lease  of  such  property  to  the  mercantile  company  and  sur- 
rendered the  management  and  control  thereof,  was  held  not 
subject  to  the  tax,  although  it  was  organized  under  a  provi- 
sion of  law  relative  to  the  organization  of  business  and  man- 
ufacturing corporations  for  profit,  since,  even  though  a  cor- 
poration be  deemed  to  have  been  organized  for  business  pur- 
poses, it  was  not  subject  to  the  tax  if  it  abstained  from  doing 

92  Grove  v.  Young  Men's  Christian  Ass'n,  88  Law  T.  696,  4  Tax 
Cas.  613. 
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business.^'  On  the  same  principle,  a  corporation  organized 
for  the  purpose  of  owning  and  renting  an  office  building,  but 
which  had  wholly  parted  with  the  management  and  control 
of  the  property,  and  by  the  terms  of  a  reorganization  had 
disqualified  itself  from  any  activity  in  respect  to  it,  its  sole 
authority  being  to  hold  the  title  subject  to  a  lease  for  130 
years,  and  to  receive  and  distribute  the  rentals  which  might 
accrue  under  the  terms  of  the  lease,  or  the  proceeds  of  any 
sale  of  the  land,  if  it  should  be  sold,  was  held  not  subject  to 
the  tax,  because  not  doing  business  within  the  meaning  of 
the  law.®*  So  also,  a  railroad  company  which  had  leased  its 
entire  road  and  all  its  rights  and  privileges  for  a  term  of 
years  at  an  annual  rental,  the  lessees  operating  the  road  and 
agreeing  to  return  it  at  the  expiration  of  the  lease,  was  held 
not  to  be  "engaged  in  business"  with  respect  to  the  road, 
within  the  meaning  of  the  statute,  although  it  retained  a 
franchise  of  corporate  existence,  and  was  ready  to  resume 
possession  at  the  expiration  of  the  lease,  and  to  exercise  its 
franchise  of  eminent  domain  when  required  by  the  lessee. 
Also  it  was  held  in  the  same  case  that  the  receipt  by  a  lessor 
railroad  of  the  income  from  its  road  and  of  interest  and  divi- 
dends from  invested  funds,  and  the  payment  of  expenses 
incidental  to  the  receipt  of  such  moneys  and  their  distribution 
among  stockholders,  did  not  constitute  a  business  taxable 
under  the  federal  statute. °°  And  it  was  ruled  by  the  treasury 
department  that  so-called  "holding  companies,"  which  do  not 
transact  any  business  of  their  own,  but  merely  receive  and 

93  Emery,  Bird,  Thayer  Realty  Co.  v.  United  States,  198  Fed.  242. 
And  see  Wilkes-Barre  &  W.  V.  Traction  Co.  v.  Davis,  214  Fed.  511. 

94  Zonne  v.  Minneapolis  Syndicate,  220  U.  S.  187,  31  Sup.  Ct.  361, 
55  L.  Ed.  428.    And  see  Abrast  Realty  Co.  v.  Maxwell,  206  Fed.  333. 

95  McCoach  V.  Minehill  &  S.  H.  B.  Co.,  228  IJ.  S.  295,  33  Sup.  Ct. 
419,  57  L.  Ed.  842,  affirming  Minehill  &  S.  H.  R.  Co.  v.  McCoach,  192 
Fed.  670.  And  see  Anderson  v.  Morris  &  E.  R.  Co.,  216  Fed.  83. 
But  a  railroad  company  which  has  leased  its  property  for  a  term  of 
years,  but  continues  in  possession  of  its  corporate  powers  and  exer- 
cises the  power  of  eminent  domain  conferred  by  its  charter  by  mak- 
ing application  for  the  condemnation  of  land  and  filing  locations 
therefor,  and  which  issues  bonds  to  pay  for  extensions  and  Improve- 
ments, is  engaged  in  business  and  subject  to  the  tax  imposed  by  the 
act  of  1909.     New  York  Cent.  &  H.  B.  B.  Co.  v.  Gill  (U.  S.  Dist. 
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disburse  the  dividends  on  the  stock  which  they  own  in  the 
constituent  companies,  were  not  subject  to  the  tax."* 

But  in  this  particular,  the  act  of  Congress  of  1913  differs 
widely  from  that  of  1909.  It  does  not  lay  the  tax  on  the 
transaction  of  corporate  business  or  on  the  privilege  of  doing 
business  in  a  corporate  capacity,  but  on  the  income  of  the 
corporation.  As  to  domestic  corporations,  it  does  not  require 
that  they  should  be  organized  for  profit  or  for  business,  nor 
that  they  should  be  engaged  in  business,  but  only  that  they 
should  have  a  net  income.  And  as  to  that  income,  the  tax 
is  not  laid  on  income  derived  from  business,  but  on  "income 
received  from  all  sources."  These  changes  are  too  signifi- 
cant to  have  been  made  without  intention.  And  since  the  de- 
cisions of  the  Supreme  Court  above  referred  to  must  have  been 
within  the  cognizance  of  Congress  in  enacting  the  statute, 
there  is  a  very  strong  presumption  that  the  law  as  now  framed 
was  meant  to  include  holding  companies  and  inactive  corpo- 
rations, provided  only  that  they  are  in  receipt  of  an  income 
over  and  above  expenses  and  the  proper  deductions.  And  the 
official  ruling  on  this  point  is  that  "parent,  holding,  or  other 
corporations  must  include  in  their  gross  income,  and  cannot 
deduct  therefrom,  any  dividends  or  share  of  earnings  which 
they  may  receive  from  a  subsidiary,  related,  or  any  other  cor- 
poration. The  fact  that  the  parent  or  holding  company  owns 
all  the  stock  of  the  subsidiary  cornpany  is  immaterial,  and  will 
not  warrant  such  parent  company  in  omitting  or  deducting 
dividends  from  gross  income."  Treasury  Decision  No.  2090, 
December  14,  1914. 

§  271.     Lessor  Corporations 

The  Treasury  department  has  ruled  that  "a  railroad  com- 
pany operating  leased  or  purchased  lines  shall  include  all 
receipts  derived  therefrom  [in  its  own  annual  return]  and  if 
bonded  indebtedness  of  such  lines  has  been  assumed,  such 
operating  company  may  deduct  the  interest  paid  thereon  to 
an  amount  not  exceeding  one-half  of  the  sum  of  its  interest- 

Ct.  D.  Mass.,  1914)  T.  D.  No.  1999;    Dayton  &  W.  Traction  Co.  v. 
Gilligan  (U.  S.  Dist.  Ct.  S.  D.  Ohio,  W.  D.,  1914)  T.  D.  No.  2000. 
9  8  Treasury  Decisions,  No.  1742,  par.  18. 
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bearing  indebtedness  and  its  paid-up  capital  stock  outstanding 
at  the  close  of  the  year."  But  "corporations  operating  leased 
lines  should  not  include  the  stock  of  the  lessor  corporations  in 
their  own  statement  of  capital  stock  outstanding  at  the  close 
of  the  year.  The  indebtedness  of  such  lessor  corporations 
should  not  be  included  in  the  statement  of  the  indebtedness  of 
the  lessee,  unless  the  lessee  has  assumed  the  same.  Each 
leased  or  subsidiary  company  will  make  its  own  separate 
return,  accounting  therein  for  all  income  which  it  may  have 
received  by  way  of  dividends,  rentals,  interest,  or  from  any 
other  source."  " 

§  272.  Corporations  Fraudulently  Formed  to  Evade  Tax 
In  view  of  the  fact  that  corporations,  under  the  income  tax 
law  of  1913,  are  subject  only  to  the  so-called  "normal"  tax 
of  one  per  cent,  however  great  may  be  their  earnings  or  profits, 
while  the  individual  taxpayer  whose  income  exceeds  $20,000 
is  subjected  to  an  increasingly  heavy  "additional"  tax,  the 
device  might  easily  have  occurred  to  wealthy  individuals  and 
estates  to  reduce  the  burden  of  their  taxes  by  the  simple 
expedient  of  incorporating  themselves.  But  this  was  met 
by  a  clause  in  the  act  (introduced  by  an  amendment  in  the 
Senate)  providing  that  the  additional  tax  shall  be  levied  on 
and  paid  by  individuals  on  their  share  of  undivided  or  undis- 
tributed profits  of  any  corporation  or  similar  organization, 
which  was  formed  or  fraudulently  availed  of  for  the  purpose 
of  avoiding  the  tax  by  means  of  allowing  gains  and  profits 
to  accumulate,  instead  of  being  distributed.  And  the  fact  that 
the  corporation  is  "a  mere  holding  company"  is  made  prima 
facie  evidence  of  such  fraudulent  purpose."^  It  will  be  ob- 
served that  only  the  additional  tax  is  referred  to  in  this  pro- 
vision, for  the  reason  that  the  normal  tax  of  one  per  cent 
would  be  collected  directly  from  the  corporation  on  the  basis 
of  its  net  income.  Whether  such  a  device  would  have  been 
effective  in  the  absence  of  a  statutory  prohibition  may  well  be 
doubted.  There  are  decisions  to  the  effect  that  individuals 
cannot  escape  liability  before  the  law,  whether  for  taxes  or  in 

»7  Supra,  §  185,  arts.  81,  82.  »8  Supra,  |  4. 
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respect  to  other  matters,  by  forming  a  corporation  which  they 
absolutely  control  and  which  is  their  mere  alter  ego,  so  that, 
while  the  corporation  is  nominally  an  independent  entity,  they 
are  its  "mind,  hands,  and  pockets,"  or  by  pretending  that  the 
profits  and  earnings  on  which  the  government  seeks  to  lay  a 
tax  belong  to  a  corporation,  which  is  really  no  more  than  a 
shadow  of  themselves. "' 

§  273.     Corporations  of  Philippines  and  Porto  Rico 

The  corporation  tax  law  of  1909  applied  to  corporations 
"organized  under  the  laws  of  the  United  States  or  of  any 
state  or  territory  of  the  United  States"  or  "organized  under 
the  laws  of  any  foreign  country  and  engaged  in  business  in 
any  state  or  territory  of  the  United  States.''  And  an  opinion 
was  rendered  by  the  Attorney  General  that,  as  the  Philippine 
Islands  are  not  a  state  or  territory  of  the  United  States,  and 
not,  on  the  other  hand,  a  "foreign  country,''  a  corporation 
created  by  the  government  of  the  Islands  would  not  be  subject 
to  the  corporation  tax  at  all.  So  also,  he  ruled,  a  corporation 
"organized  under  the  laws  of  a  foreign  country"  would  not 
be  subject  to  the  income  tax  with  respect  to  its  business  done 
in  the  Philippines,  because  such  business  is  not  done  "within 
the  United  States  or  its  territories."  But  a  corporation  or- 
ganized under  the  laws  of  one  of  the  states,  and  doing  busi- 
ness wholly  within  the  Philippines,  and  operating  under  a 
concessionary  contract  granted  by  the  Philippine  legislature, 
would  be  liable  to  the  tax.  "The  resulting  discrimination 
against  American,  and  in  favor  of  foreign,  corporations  as 
to  business  carried  on  in  the  Philippines  and  Porto  Rico  can- 
not serve  to  alter  the  construction  of  the  act,  although  it  may 
invite  to  amendment."  ^'"'  And  the  officers  of  the  treasury 
department  ruled  that  companies  organized  in  Porto  Rico 
and  not  engaged  in  business  in  the  United  States  were  not 
subject  to  the  tax.^"^  But  this  also  has  been  changed  by  the 
act  of  Congress  of  1913,  by  the  provision  that  "the  provisions 

89  See  In  re  Kornit  Mfg.  Co.,  192  Fed.  392;    Credit  Mobilier  of 
America  v.  Commonwealth,  67  Pa.  St.  233.. 
10  0  29  Opin.  Atty.  Gen.  p.  164. 
101  Treasury  Decisions,  No.  1742,  par.  22, 
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of  this  section  shall  extend  to  Porto  Rico  and  the  Philippine 
Islands;  Provided,  that  the  administration  of  the  law  and 
the  collection  of  the  taxes  imposed  in  Porto  Rico  and  the 
Philippine  Islands  shall  be  by  the  appropriate  internal-reve- 
nue officers  of  those  governments,  and  all  revenues  collected 
in  Porto  Rico  and  the  Philippine  Islands  thereunder  shall 
accrue  intact  to  the  general  governments  thereof,  respectively." 
And  the  Treasury  Department  rules  that  corporations  whose 
business  is  done  wholly  in  Porto  Rico  and  the  Philippines,  even 
though  incorporated  in  the  United  States,  are  resident  corpo- 
rations of  those  possessions,  and  will  make  returns  and  pay 
the  income  tax  to  the  collectors  of  internal  revenue  having 
jurisdiction  there.  (Treasury  Decision  No.  2090,  December 
14,  1914.) 

§  274.     Insurance  Companies 

The  act  of  Congress  of  1913  expressly  applies  to  "every 
insurance  company"  organized  in  the  United  States,  or  organ- 
ized under  the  laws  of  a  foreign  country  and  doing  business 
in  the  United  States.  But  as  to  mutual  insurance  companies, 
special  rules  are  provided  for  ascertaining  their  taxable  net 
income.  In  the  case  of  mutual  life  insurance  companies,  it  is 
enacted  that  they  "shall  not  include  as  income  in  any  year  such 
portion  of  any  actual  premium  received  from  any  individual 
policy  holder  as  shall  have  been  paid  back  or  credited  to  such 
individual  policy  holder,  or  treated  as  an  abatement  of  pre- 
mium of  such  individual  policy  holder,  within  such  year." 
This  provision  was  doubtless  inserted  in  the  act  in  view  of  the 
decisions  which  had  been  made  on  this  point  under  the  cor- 
poration excise  tax  law  of  1909.  That  statute  allowed  insur- 
ance companies  to  deduct  from  their  returns  of  income  for 
taxation  "sums  other  than  dividends  paid  within  the  year  on 
policy  and  annuity  contracts."  And  it  was  held  that  the  word 
"dividends"  was  here  used  in  its  popular  sense  as  represent- 
ing profits,  and  that  so-called  dividends  of  a  mutual  com- 
pany doing  business  on  the  level  premium  plan,  consisting 
merely  of  the  portion  of  the  loading  of  the  premium  charged 
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in  excess  of  the  cost  of  insurance  and  returned  annually  to 
the  policy  holders  after  the  first  year,  so  far  as  the  same  were 
used  to  reduce  subsequent  premiums,  were  not  income  re- 
ceived and  not  subject  to  the  tax.  At  the  same  time  it  was 
held  that  this  rule  does  not  apply  to  a  dividend  declared  in 
the  case  of  a  full-paid  participating  policy,  wherein  the  policy 
holder  has  no  further  premium  payments  to  make,  which  divi- 
dend constitutes  a  participation  in  the  profits  and  income  of 
the  invested  funds  of  the  company.^"^ 

In  the  case  of  mutual  fire  insurance  companies  "requiring 
their  members  to  make  premium  deposits  to  provide  for  losses 
and  expenses,"  it  is  provided  that  they  "shall  not  return  as 
income  any  portion  of  the  premium  deposits  returned  to  their 
policy  holders,  but  shall  return  as  taxable  income  all  income 
received  by  them  from  all  other  sources  plus  such  portions 
of  the  premium  deposits  as  are  retained  by  the  companies 
for  purposes  other  than  the  payment  of  losses  and  expenses 
and  reinsurance  reserves."  And  in  the  case  of  mutual  ma- 
rine insurance  companies,  they  "shall  include  in  their  return 
of  gross  income  gross  premiums  collected  and  received  by 
them  less  amounts  paid  for  reinsurance,  but  shall  be  entitled 
to  include  in  deductions  from  gross  income  amounts  repaid 
to  policy  holders  on  account  of  premiums  previously  paid  by 
them  and  interest  paid  upon  such  amounts  between  the  ascer- 
tainment thereof   and  the  payment  thereof." 

102  Mutual  Benefit  Life  Ins.  Co.  v.  HeroM,  198  Fed.  199,  affirmea, 
201  Fed.  918.  And  see  New  York  Life  Ins.  Co.  v.  Styles,  L.  R.  14 
App.  Cas.  381,  59  Law  J.  Q.  B.  291.  But  compare  Last  v.  London 
Assur.  Corp.,  L.  R.  10  App.  Cas.  438.  In  the  latter  case  It  appeared 
that  a  life  insurance  company  issued  "participating  policies"  at  an 
increased  premium,  according  to  the  terms  of  which,  at  the  end  of 
each  five  year  period,  the  gross  profits  of  such  policies  were  dealt 
with  as  follows:  Two-thirds  were  returned  by  way  of  bonus  of  abate- 
ment of  premiums  to  the  holders  of  such  policies  then  in  force,  and 
the  remaining  one-third  went  to  the  company,  which  bore  the  whole 
expense  of  the  business,  the  portion  remaining  after  payment  of  ex- 
penses constituting  the  only  profit  available  for  dividends  among  the 
shareholders.  It  was  held  that  the  two-thirds  returned  to  policy 
holders  were  "annual  profits  or  gains"  and  assessable  for  the  income 
tax. 
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CHAPTER  X 
EXEMPTIONS  AND  EXCEPTIONS 

§  275.  Revenues  of  United  States. 

276.  States'  and  Municipal  Corporations. 

277.  Political  Subdivisions  of  State. 

278.  Public  Utilities  Owned  by  States  or  Municipalities. 

279.  Corporations  Exempted  by  Act  of  Congress. 

280.  Agricultural  and  Horticultural  Organizations. 

281.  Labor  Organizations. 

282.  Fraternal  Orders  and  Benefit  Societies. 

283.  Religious,  Charitable,  and  Benevolent  Associations. 

284.  Educational  and  Scientific  Institutions. 

285.  Building  and  Loan  Associations. 

286.  Savings  Institutions. 

287.  Civic  Organizations  and  Chambers  of  Commerce. 

288.  Income  from  Property  Otherwise  Taxed. 

289.  Proceeds  of  Life  Insurance  Policies. 

290.  Exemption  of  Fixed  Amount  of  Income. 

291.  Same;   Treasury  Regulations  as  to  Husband  and  Wife. 

292.  Taxable  Income  and  Exemptions  for  1913. 

§  275.     Revenues  of  United  States 

The  legislature  of  Wisconsin,  in  enacting  the  income  tax 
law  of  that  state,  in  1911,  was  at  pains  to  exempt  from  taxa- 
tion under  the  statute  "income  received  by  the  United 
States."  But  a  similar  exception  would  be  necessarily  im- 
plied in  any  tax  law  of  any  state.  In  the  federal  income  tax 
law  of  1913  the  precise  point  is  not  covered,  but  it  is  a  fixed 
principle  of  statutory  construction  that  the  sovereign  or  gov- 
ernment is  never  included  within  the  scope  of  a  statute  im- 
posing taxes  unless  expressly  named.  Besides,  the  govern- 
ment of  the  United  States  could  not  properly  be  described  as 
a  "person,"  a  "citizen  of  the  United  States,"  or  a  "corpora- 
tion, joint  stock  company  or  association."  This  point  might 
be  of  practical  importance  in  its  application  to  the  case  of  a 
federal  officer  receiving  fees  for  services  or  a  postmaster 
taking  in  money  from  the  sale  of  stamps.  If  the  receipts  of 
the  office  (or  fees)  constitute  the  officer's  compensation,  they 
are  a  part  of  his  private  income,  and  may  be  taxable ;  but  if 
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he  is  paid  a  salary  and  required  to  turn  in  the  fees  or  re- 
ceipts of  his  office  to  the  treasury,  such  moneys  are  pubHc 
revenues  and  not  taxable.^ 

§  276.     States  and  Municipal  Corporations 

It  is  not  within  the  constitutional  authority  of  Congress 
to  lay  the  burden  of  federal  taxation  upon  the  revenues  of 
a  state  or  a  municipal  corporation,  at  least  in  so  far  as  the 
same  are  raised  by  the  ordinary  methods  of  state  and  local 
taxation,  or  accrue  from  property  owned  or  money  invested 
by  a  state.  Thus,  it  has  been  held  that  the  word  "corpora- 
tion," in  an  internal  revenue  law,  does  not  include  a  state, 
so  that  a  railroad  wholly  owned  by  a  state,  managed  by 
state  agents,  and  the  profits  of  which  form  a  part  of  the 
revenue  of  the  state,  is  not  liable  to  taxation  under  such 
law.^  So  also,  a  municipal  corporation  is,  at  least  in  its  po- 
litical aspects,  a  portion  of  the  sovereign  power  of  the  state, 
or  a  depository  thereof,  and  therefore  is  not  subject  to  taxa- 
tion by  Congress  upon  its  municipal  revenues.^  But  the  ex- 
emption of  a  state  from  taxation  extends  no  further  than  the 
functions  belonging  to  a  state  in  its  ordinary  capacity,  the 
exemption  of  sovereignty  being  limited  by  the  attributes  of 
sovereignty.  Hence  if  a  state  unites  in  one  undertaking  an 
exercise  of  the  police  power  with  a  commercial  business, — 
as  in  the  case  of  the  South  Carolina  dispensary  law,  where 
regulation  of  the  sale  of  intoxicating  liquors  was  effected  by 
the  state  itself  engaging  in  the  business  and  monopolizing 
the  traffic, — the  United  States  cannot  be  compelled  to  aid 
the  operation  of  the  police  power  by  foregoing  its  right  to 
lay  an  impost  or  excise  tax  on  the  business  part  of  the  trans- 
action. And  hence,  the  agents  of  the  state  government  em- 
ployed in  the  operation  of  the  dispensary  law  were  held  lia- 
ble to  pay  the  internal  revenue  tax  imposed  by  the  act  of 

1  Supra,  i  260. 

2  Georgia  v.  Atkins,  35  Ga.  315,  1  Abb.  V.  S.  22,  Fed.  Cas.  No. 
5,350. 

3  United  States  r.  Baltimore  &  O.  R.  Co.,  17  Wall.  322,  21  Ii.  Ed. 
597. 
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Congress.*  And  the  Supreme  Court  of  the  United  States 
has  also  ruled  that  a  municipal  corporation  engaged  in  the 
business  of  distilling  spirits  is  subject  to  internal  revenue 
taxation  under  the  laws  of  the  United  States,  whether  its  acts 
in  that  respect  are  or  are  not  ultra  vires. °  It  was  probably 
with  a  view  to  just  such  cases  as  these  that  Congress,  in  the 
income  tax  law  of  1913,  has  expressly  disclaimed  the  inten- 
tion to  apply  the  statute  to  the  revenues  of  states  or  munici- 
pal corporations. ° 

It  is  undoubtedly  within  the  power  of  a  state  to  tax  the 
revenues  of  its  own  municipal  corporations  if  it  shall  see  fit 
to  do  so.  And  so  far  as  concerns  income  taxation,  the  prin- 
ciple appears  to  be  that  profits  derived  by  a  municipality  from 
anything  outside  the  scope  of  its  ordinary  and  necessary 
municipal  functions,  and  in  the  nature  of  a  business  enter- 
prise, will  be  subject  to  the  income  tax.  Thus,  in  England, 
a  municipal  corporation  owning  and  operating  its  own  sys- 
tem of  waterworks,  for  distribution  to  its  inhabitants,  is  held 
not  taxable  on  the  income  derived  therefrom,  ^  but  it  is  liable 
to  assessment  in  respect  to  surplus  revenue  derived  from 
supplying  water  beyond  the  area  of  compulsory  supply  and 
from  the  sale  of  water  for  the  purposes  of  trade  or  manu- 
facture.*  So  also,  a  municipal  corporation  is  subject  to 
taxation  upon  profits  derived  from  the  maintenance  of  a 
market  or  a  market  hall.'  And  in  a  case  where  a  quasi-mu- 
nicipal corporation  had  constructed  and  was  maintaining  a 
sewer,  the  funds  being  raised  by  a  public  loan  repayable  in 
annual  installments,  and  the  money  for  such  repayment  was 

*  South  Carolina  v.  United  States,  199  U.  S.  437,  26  Sup.  Ct.  110, 
50  L.  Ed.  261,  4  Am.  &  Eng.  Ann.  Cas.  737. 

5  Salt  Lake  City  v.  Holllster,  118  V.  S.  256,  6  Sup.  Ct.  1055,  30  L. 
Ed.  176. 

e  Supra,  §  34.    And  see,  infra,  §  278. 

T  In  re  Glasgow  Corp.  Waterworks,  12  Scotch  Law  Rep.  466,  1  Tax 
Cas.  28. 

8  Glasgow  Corp.  Water  Com'rs  v.  Miller,  23  Scotch  Law  Rep.  288, 
2  Tax   Cas.  181. 

»  In  re  Birmingham  Corp.,  1  Tax  Cas.  26;  Attorney  General  v. 
Scott,  28  I;aw  T.  302,  1  Tax  Cas.  55. 
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found  partly  by  contributions  levied  from  neighboring  dis- 
trict councils,  whose  sewage  went  through  the  sewer,  and 
partly  from  rates,  and  this  was  the  only  income,  it  was  held 
nevertheless  that  the  corporation  was  liable  to  the  income 
tax."  It  was  ruled  by  the  officers  of  the  treasury  depart- 
ment that  a  municipal  corporation  which  owns  and  operates 
its  own  waterworks,  or  a  plant  for  the  production  and  dis- 
tribution of  gas  or  electric  light  to  its  citizens,  was  not  sub- 
ject to  the  corporation  tax  under  the  act  of  Congress  of 
1909,  although  it  makes  and  collects  fixed  charges  for  the 
service  so  rendered  and  derives  a  profit  therefrom.  But 
this  was  on  the  explicit  ground  that  a  municipality  is  not  a 
corporation  "organized  for  profit"  or  one  "having  a  capital 
stock  represented  by  shares,"  within  the  language  of  that 
statute.^"^  Such  questions  are  by  no  means  free  from  doubt. 
But  they  are  not  of  great  practical  importance  at  the  present 
time,  since  the  modern  income  tax  laws  generally  exclude 
municipal  corporations,  either  expressly  or  by  the  use  of 
language  which  cannot  be  held  to  include  them.  Thus  in 
Wisconsin,  the  statute  exempts  "income  received  by  the 
state  and  all  counties,  cities,  villages,  school  districts,  or  oth- 
er political  units  of  this  state."  In  South  Carolina,  the  stat- 
ute is  made  applicable  to  "persons"  and  "citizens  of  the 
state,"  but  expressly  excludes  all  corporations.  In  Hawaii, 
the  phrase  employed  is  more  ambiguous ;  but  a  municipality 
could  hardly  be  described  as  a  "corporation  doing  business 
for  profit  within  the  territory." 

§  277.     Political  Subdivisions  of  State 

The  federal  income  tax  law  of  1913  provides  that  "in  com- 
puting net  income  under  this  section,  there  shall  be  excluded 
the  interest  upon  the  obligations  of  a  state  or  any  political 
subdivision  thereof."  ^^  The  last  phrase  in  this  sentence  is 
not  entirely  new  in  the  law.     As  a  general  rule,  a  "political 

10  Tstradyfodwg  &  Pontypridd  Main  Sewerage  Board  v.  Bensted 
[1907]  App.  Cas.  264. 

11  Treasury  Decisions,  No.  1634. 

12  Supra,  §  9. 
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subdivision"  of  a  state  is  a  certain  defined  territory  within  the 
state,  together  with  its  inhabitants,  organized  for  the  public 
advantage  and  not  in  the  interest  of  any  particular  individu- 
als or  classes,  the  chief  design  of  which  is  the  exercise  of 
governmental  functions,  and  to  which  is  committed  either  gen- 
erally or  with  reference  to  certain  specific  purposes  the  power 
of  local  self-government,  including  the  power  of  taxation, 
to  be  exercised  within  the  territory  by  the  qualified  electors 
for  the  benefit  of  the  people  residing  within  it.^'  Quite  early 
in  the  history  of  the  income  tax  law,  it  became  necessary  for 
the  officers  of  the  Treasury  department  to  interpret  this  clause 
of  the  statute  with  reference  to  interest  on  the  bonds  issued 
by  irrigation  districts  and  reclamation  districts  in  some  of 
the  western  states,  and  they  held  that  such  districts  were  not 
political  subdivisions  of  the  states  creating  them.^*  But  the 
question  was  referred  to  the  Attorney  General,  who  gave 
an  opinion  to  the  effect  that  special  assessment  districts  cre- 
ated under  the  laws  of  the  several  states  for  public  purposes, 
such ,  as  the  improvement  of  streets  and  public  highways, 
the  provision  for  sewerage,  gas,  and  light,  and  the  reclama- 
tion, drainage,  or  irrigation  of  bodies  of  land  within  such  spe- 
cial assessment  districts,  when  such  districts  are  for  public 
use,  are  political  subdivisions  of  the  state.  In  deference  to 
this  opinion,  the  Treasury  department  revoked  its  former 
ruling  and  made  a  decision  that  the  term  "political  subdivi- 
sion" of  a  state  "includes  special  assessment  districts  or  di- 
visions of  a  state  created  by  the  proper  authority  of  the 
state  acting  within  its  constitutional  powers  and  under  its 
general  laws,  for  the  purpose  of  carrying  out  a  portion  of 
those  functions  of  the  state  which  by  long  usage  and  inherent 
necessities  of  government  have  always  been  regarded  as  pub- 
lic. Levee  and  school  districts,  when  lawfully  created  iinder 
the  authority  of  the  state,  and  which  are  authorized  by  the 

13  See  Smith  v.  Howell,  60  N.  J.  Law,  384,  38  Atl.  180;  State  v. 
Bnglewood  Drainage  Com'rs,  41  N.  J.  Law,  154;  Allison  v.  Corker, 
67  N.  J.  Law,  596,  52  Atl.  362,  60  L.  R.  A.  564. 

14  T.  D.  No.  1910,  December  4,  1913. 
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laws  of  the  state  to  levy  a  tax  to  meet  the  obligations  of  such 
districts,  are  also  held  to  be  political  subdivisions  of  a  state."  " 

§  278.    Public  Utilities  Owned  by  States  or  Municipali- 
ties 

If  income  accrues  to  any  state  or  to  any  political  subdivi- 
sion of  a  "state  from  the  operation  of  any  "public  utility,"  it 
is  expressly  excepted  from  the  income  tax,^°  and  this  provi- 
sion is  made  broad  enough  to  include  the  territories,  the  Dis- 
trict of  Columbia,  the  government  of  the  Philippine  Islands, 
and  that  of  Porto  Rico.  It  was  probably  in  the  mind  of 
Congress  to  exempt  municipal  corporations  from  the  tax 
when  they  take  upon  themselves  for  the  benefit  of  their  citi- 
zens such  services  as  are  usually  performed  by  various  kinds 
of  public  service  corporations,  as,  for  instance,  in  the  case 
of  a  gas  plant  or  waterworks  owned  and  operated  by  the 
municipality.  If  it  were  not  for  this  provision  in  the  stat- 
ute, it  might  be  thought  that,  in  such  cases,  a  municipal  cor- 
poration was  engaged  in  a  purely  business  enterprise,  distinct 
from  its  governmental  functions,  and  therefore  should  be 
subject  to  the  tax.  But  the  statute  goes  further  than  this. 
It  also  provides  that  if  any  state,  territory,  district,  or  politi- 
cal subdivision,  prior  to  the  passage  of  the  act,  shall  have  con- 
tracted in  good  faith  with  any  person  or  corporation  to  ac- 
quire, construct,  operate  or  maintain  a  public  utility,  the  tax 
shall  not  be  levied  on  that  part  of  the  income  from  the  pub- 
lic utility  which  accrues  to  the  state,  municipality,  etc.,  al- 
though the  person  or  corporation  contracted  with  is  not 
relieved  from  the  payment  of  the  tax  upon  that  portion  of 
the  income  which  accrues  to  him  or  it  under  the  contract.  It 
is  to  be  noted,  however,  that  this  will  not  apply  to  any  con- 
tracts entered  into  since  the  passage  of  the  act,  that  is,  after 
October  3,  1913.  Aside  from  such  a  provision,  it  appears 
that  a  public  enterprise  conducted  by  a  municipality  and  a 
private  corporation  jointly  or  in  partnership  could  not  escape 
taxation  on  account  of  the  interest  of  the  municipality  in  it. 
Thus,  a  gas  company  was  held  taxable  under  the  income  tax 

15  T.  D.  No.  1946,  February  10,  1914,  supra,  §  141. 

16  Supra,  §  34. 
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law  of  1862,  although  its  board  of  trustees  or  directors  was 
elected  by  the  council  of  the  city  in  which  its  operations  were 
carried  on,  under  an  ordinance  to  that  effect,  and  though 
the  greater  part  of  its  capital  was  raised  by  means  of  loans 
guarantied  by  the  city  or  for  which  the  direct  obligations  of 
the  city  were  issued,  and  though  the  ordinance  creating  it 
provided  that  the  property  and  works  might  be  taken  over 
by  the  city  at  any  time  on  certain  conditions.^^  The  Treasury 
department  rules  that  where  a  municipality  purchases  a  public 
utility  subject  to  a  mortgage,  the  mortgage  retains  its  original 
character,  even  though  the  municipality  assumes  the  mortgage 
indebtedness  and  pays  the  interest  thereon;  therefore  the  in- 
debtedness secured  by  such  mortgage  is  not  an  obligation  of 
the  municipality,  within  the  meaning  of  the  income  tax  law. 
(Treasury  Decision  No.  2090,  December  14,  1914.) 

§  279.     Corporations  Exempted  by  Act  of  Congress 

The  corporation  excise  tax  law  of  1909  applied  to  corpo- 
rations "organized  for  profit  and  having  a  capital  stock  rep- 
resented by  shares."  This  raised  the  question  whether  com- 
panies not  "organized  for  profit"  were  taxable  or  exempt 
under  the  act  of  1913,  and  the  argument  that  they  were  ex- 
empt received  a  certain  plausible  support  from  the  fact  that 
the  same  phrase,  "not  organized  for  profit,"  occurred  in  that 
clause  of  the  act  of  1913  which  specially  excepts  certain  kinds 
of  companies  from  its  operation.'^^  But  a  more  careful  con- 
struction shows  that  the  phrase  in  question  was  meant  to  be 
restricted  to  those  organizations  named  immediately  before 
it,  such  as  chambers  of  commerce,  boards  of  trade,  and  civic 
leagues  or  organizations,  and  was  not  applicable  to  corpora- 
tions in  general  or  to  the  other  classes  of  corporations  men- 
tioned in  that  part  of  the  statute.  As  to  any  particular  kind 
of  corporation,  therefore,  its  taxable  status  depends  solely 
upon  whether  or  not  it  is  within  the   classes   exempted  by 

1'  City  of  Philadelphia  v.  The  Collector,  5  "Wall.  720,  18  L.  Ed. 
614. 

18  Supra,  §  33.  Note  that,  although  a  particular  corporation  may 
be  exempt  from  the  income  tax,  such  as  a  religious  society  or  a 
college,  it  does  not  follow  that  salaries  which  it  pays  to  its  officers 
or  employes  are  equally  exempt.    On  the  contrary,  they  are  taxable, 
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name  or  description  in  the  act  of  Congress,  not  upon  the 
question  whether  or  not  it  is  organized  for  profit."  For 
these  reasons  the  Treasury  department  has  held  that  co- 
operative dairies,  mutual  telephone  companies,  local,  mutual, 
or  farmers'  insurance  companies,  and  other  like  organiza- 
tions, are  subject  to  the  income  tax,  although  not  organized 
or  conducted  with  a  view  to  making  a  profit.^" 

But  all  kinds  of  corporations  claiming  to  be  exempt  from 
the  tax,  as  coming  within  the  excepting  clauses  of  the  act, 
may  be  called  upon  by  the  local  collector  or  by  the  Commis- 
sioner of  Internal  Revenue  to  establish  their  right  to  the  ex- 
emption claimed,  by  affidavit  or  otherwise.  And  in  this  case, 
the  regulations  provide,  "it  will  not  be  sufficient  merely  to 
declare  that  they  are  exempt,  but  they  must  show  the  char- 
acter and  purpose  of  the  organization,  the  manner  of  dis- 
tributing the  net  income,  if  any,  or  that  none  of  the  net  in- 
come inures  to  the  benefit  of  any  private  stockholder  or  in- 
dividual. In  the  absence  of  such  a  showing,  such  organiza- 
tions, may,  at  any  time,  be  required  to  make  returns  of  an- 
nual net  income,  or  disclose  their  books  of  account  to  a  reve- 
nue officer  for  examination,  in  order  that  the  status  of  the 
company  may  be  determined."  "^  And  it  is  also  provided 
by  regulation  that  "any  corporation,  concerning  whose  status 
under  the  law  there  is  any  doubt,  or  which  does  not  clearly 
come  within  one  or  another  of  the  classes  of  those  specifically 
enumerated  as  exempt,  should  file  a  return  (in  blank  if  de- 
sired) and  attach  thereto  a  statement  setting  out  fully  the 
nature  and  purpose  of  the  organization,  the  source  of  its  in- 
come, and  what  disposition  is  made  of  it,  and  particularly  of 
any  surplus."  ^^ 

§  280.     Agricultural  and  Horticultural  Organizations 

Following  the  language  of  the  act  of  1909,  the  income  tax 
law  of  1913  specifically  exempts  from  its  operation  "agri- 
cultural or  horticultural  organizations."  The  phrase  has 
not  been  judicially  construed  by  the  courts,  but  several  rul- 

although  the  corporation  is  not  required  to  deduct  and  withhold  for 
the  tax.     See  Treasury  Decision  No.  2090,  December  14,  1914. 

19  Supra,  §  185,  art.  80.  21  Supra,  §  185,  art.  88. 

20  Supra,  §§  134,  160.  22  Supra,  §  185,  art.  91. 
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ings  of  the  treasury  department  have  indicated  its  meaning, 
as  viewed  by  the  officers  charged  with  the  administration  of 
the  law.  Agricultural  organizations,  it  was  ruled,  do  not 
come  within  the  statutory  exemption,  unless  their  chief  ob- 
ject is  the  promotion  or  advancement  of  agricultural  in- 
terests, and  no  part  of  the  income  inures  to  the  benefit  of 
their  stockholders.  "A  corporation  engaged  in  agricultural, 
horticultural,  or  similar  pursuits,  evidently  for  profit,  is  not, 
within  the  meaning  of  the"  law,  such  an  agricultural  or  hor- 
ticultural association  as  is  specifically  enumerated  as  exempt 
from  the  requirements  of  the  act  cited.  Corporations,  to 
come  within  the  exempted  class,  must  be  such  associations 
as,  by  means  of  exhibits,  contests,  awards,  and  premiums,  are 
designed  to  encourage  better  production  of  agricultural  or 
horticultural  products,  not  themselves  engaged  in  agricul- 
tural or  horticultural  pursuits,  such  as  county  fairs  and  like 
organizations  of  a  quasi  public  character,  whose  income, 
derived  from  gate  receipts,  entry  fees,  donations,  etc.,  is  used 
to  meet  the  necessary  expenses  of  the  association,  the  pay- 
ment of  premiums,  making  improvements,  etc.,  no  part  of 
which  income  inures  to  the  benefit  of  any  private  stockhold- 
er or  individual.  A  corporation  engaged  in  the  business  of 
raising  stock  or  poultry,  or  growing  grain,  fruits,  or  other 
products  of  this  character,  is  an  agricultural  or  horticultural 
society  only  in  the  sense  that  it  indicates  the  kind  of  busi- 
ness in  which  it  is  engaged.  If  the  business  of  the  corpora- 
tion so  engaged  is  so  carried  on  that  its  income  inures  or 
may  inure  to  the  benefit  of  its  stockholders,  it  will  be  held  to 
be  a  corporation  organized  for  profit,  and,  regardless  of  the 
fact  that  it  may  be  engaged  in  agricultural  or  horticultural 
pursuits,  it  must  make  returns  of  annual  net  income  for  each 
calendar  year,  and  pay  any  special  excise  tax  to  which  such 
returns  may  show  it  to  be  liable."  ^^  Thus,  fruit  growers' 
associations  whose  purpose  is  to  promote  the  mutual  benefit 
of  their  members  in  growing,  harvesting,  and  marketing 
their  products,  and  which  are  not  organized  for  profit  and 
have  no  capital  stock  represented  by  shares,  and  whose  in- 

2  3  Treasury  Decisions,  No.  1737. 
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come  is  derived  wholly  from  membership  fees,  dues,  and  as- 
sessments to  meet  necessary  expenses,  are  not  liable  to  the 
tax.^*  But  on  the  other  hand,  corporations  owning  sugar  or 
other  plantations  and  disposing  of  the  products  thereof,  are 
not  entitled  to  the  exemption  simply  in  view  of  the  nature 
of  their  business. ^°  And  corporations  engaged  in  growing 
fruits,  vegetables,  and  like  products  for  profit,  and  which 
distribute  such  profits  among  their  members  on  the  basis  of 
the  capital  invested,  are  liable  to  the  statute,  and  must  make 
returns  and  pay  the  taxes  if  any  are  found  to  be  due."* 

§  281.     Labor  Organizations 

A  specific  exemption  is  made  in  the  federal  income  tax 
law  in  favor  of  "labor  organizations."  This  phrase  is  not 
elsewhere  defined  in  the  act,  but  the  intention  of  Congress 
in  this  behalf  is  plainly  indicated  by  the  events  of  political 
history  and  the  trend  of  legislation  in  recent  years.  The 
term  "labor,"  as  here  used,  evidently  cannot  be  taken  in  the 
rather  wide  sense  given  to  it  in  some  other  phrases  familiar 
in  the  law,  such  as  "work  and  labor,"  "common  labor," 
"worldly  labor,"  and  the  like.  But  the  organizations  refer- 
red to  are  those  associations  of  mechanics  and  artisans,  and 
even  of  unskilled  laborers,  which  are  formed  for  the  pur- 
pose of  the  mutual  advantage  and  protection  of  their  mem- 
bers, for  enforcing  the  regulations  which  they  prescribe 
with  reference  to  the  conditions  and  hours  of  labor  and  the 
rate  of  wages,  and  other  such  objects,  and  which  are  com- 
monly called  "trades  unions"  or  "brotherhoods,"  "federa- 
tions," "guilds,"  or  "unions"  of  the  mechanics  employed  in 
any  given  trade  or  craft.  Though  such  associations  are 
not  explicitly  exempted  in  the  income  tax  laws  of  the  states, 
they  do  not  ordinarily  come  within  the  definition  of  the 
kinds  of  corporations  which  shall  be  taxable,  or  else  they 
fall  within  the  terms  of  a  general  exempting  clause,  as  in 
Wisconsin,  where  the  statute  exempts  "associations  of  in- 
dividuals not  organized  or  conducted  for  pecuniary  profit." 

2*  Treasury  Decisions,  No.  1742,  par.  29. 

25  Treasury  Decisions,  No.  1742,  par.  23. 

26  Treasury  Decisions,  No.  1742,  par.  30, 
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§  282.     Fraternal  Orders  and  Benefit  Societies 

There  is  also  a  specific  exemption  in  the  act  of  Congress 
in  favor  of  "fraternal  and  beneficiary  societies,  orders,  or 
associations  operating  under  the  lodge  system,  and  provid- 
ing for  the  payment  of  life,  sick,  accident,  and  other  benefits 
to  the  members  of  such  associations  and  dependents  of  such 
members."  As  here  used,  the  word  "lodge"  means  the  meet- 
ing place  (and  hence  the  meeting  itself  or  the  aggregate  of 
the  members)  of  a  secret  society  or  fraternity.^^  Such  bod- 
ies are  very  numerous  in  the  United  States,  and  for  the  most 
part  they  combine  with  their  social,  moral,  or  philanthropic 
objects  the  grant  of  pecuniary  relief  to  sick  or  disabled 
members  and  to  the  families  of  deceased  members.^^     Many 


2'  State  V.  Farmers'  &  Mechanics'  Mut.  Aid  Ass'n,  35  Kan.  51,  9 
Pac.  956.  "A  society  or  association  operating  under  the  lodge  sys- 
tem is  considered  to  be  one  organized  under  a  charter,  with  properly 
appointed  or  elected  oflBcers,  with  an  adopted  ritual  or  ceremonial, 
holding  meetings  at  stated  intervals,  and  supported  by  fees,  dues,  or 
assessments."  Internal  Revenue  Regulations,  No.  33,  art.  89.  Supra, 
§  185,  art.  89. 

28  "It  is  noteworthy  that  while  the  phrase  'fraternal  beneficial'  is 
used  in  the  connection  above  shown  to  designate  a  particular  kind 
of  societies  or  associations  that  may  be  incorporated,  yet  it  was  not 
thought  necessary  to  otherwise  define  the  descriptive  phrase  thus 
employed.  We  must  accordingly  assume  that  the  words  'fraternal 
beneficial'  were  used  in  their  ordinary  sense,  to  designate  an  as- 
sociation or  society  that  is  engaged  in  some  work  that  is  of  a  fra- 
ternal and  beneficial  character.  According  to  this  view,  a  fraternal 
beneficial  society  would  be  one  whose  members  have  adopted  the 
same  or  a  very  similar  calling,  avocation,  or  profession,  or  who  are 
working  in  unison  to  accomplish  some  worthy  object,  and  for  that 
reason  have  banded  themselves  together  as  an  association  or  society 
to  aid  and  assist  one  another,  and  to  promote  the  common  cause. 
The  term  'fraternal'  can  properly  be  applied  to  such  an  association, 
for  the  reason  that  the  pursuit  of  a  common  object,  calling,  or  pro- 
fession usually  has  a  tendency  to  create  a  brotherly  feeling  among 
those  who  are  thus  engaged.  It  is  a  well  known  fact  that  there  are 
at  the  present  time  many  voluntary  or  incorporated  societies  which 
are  made  up  exclusively  of  persons  who  are  engaged  in  the  same 
avocation.  As  a  general  rule,  such  associations  have  been  formed 
for  the  purpose  of  promoting  the  social,  moral,  and  intellectual  wel- 
fare of  the  members  of  such  associations  and  their  families,  as  well 
as  for  advancing  their  interests  in  otlier  ways  and  in  other  respects." 
National  Union  v.  Marlow,  74  Fed.  775,  21  C.  O.  A.  89. 
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are  in  fact  but  mutual  insurance  associations,  their  revenues 
being  derived  from  entrance  fees,  membership  dues,  and  oc- 
casional assessments  levied  on  the  members,  and  expended 
(over  and  above  the  cost  of  management  and  other  small 
necessary  expenses)  in  the  payment  of  sick,  accident,  and 
death  benefits.  The  officers  of  the  treasury  department 
have  ruled  that  such  an  association,  if  it  does  not  "oper- 
ate under  the  lodge  system,"  is  simply  an  insurance  com- 
pany and  subject  to  the  tax,  notwithstanding  that  all  its 
funds  are  derived  from  membership  fees  and  assessments 
and  expended  in  the  payment  of  such  benefits. "'  A  similar 
decision  was  made  by  a  federal  court  in  construing  a  state 
statute  relating  to  insurance  companies,  which,  in  one  section, 
provided  that  the  term  "insurance  company"  should  not  ap- 
ply to  "secret  or  fraternal  societies,  lodges,  or  councils  which 
are  under  the  supervision  of  a  grand  or  supreme  body,  and 
secure  members  through  the  lodge  system  exclusively."  It 
was  said:  "We  think  the  association  comes  within  the  pro- 
visions of  the  Kentucky  statute  just  cited;  for,  while  it  has 
among  its  purposes  the  promotion  of  acquaintance  and  friend- 
ship among  traveling  men,  and  to  obtain  for  them  better 
railroad  rates  and  hotel  accommodations,  it  may  be  said  to 
be  its  principal  purpose  to  provide  a  benefit  fund  for  mem- 
bers in  case  of  death  or  accident.  This  fund  is  derived  from 
dues,  and  when  depleted  is  replaced  by  assessment  upon  mem- 
bers. The  certificate  of  membership  provides  for  payment  of 
a  specific  sum  for  death  by  accident.  Provisions  are  made 
for  enforcing  and  collecting  the  payment  of  dues.  We  think 
this  association  comes  under  the  Kentucky  statute,  unless 
it  is  within  the  exception  embodied  in  section  641  of  the  stat- 
utes. We  find  nothing  in  the  organization  of  a  secret  or  fra- 
ternal character.  We  do  not  find  the  supervision  of  a  grand 
or  supreme  body  and  members  secured  by  the  lodge  system 

29  Treasury  Decisions,  No.  1738.  There  is  no  exemption  In  the  in- 
come tax  law  in  favor  of  insurance  comi^anies  other  than  fraternal 
beneficiary  societies  operating  under  the  lodge  system.  Commercial 
Ti-avelers'  Life  &  Accident  Ass'n  v.  Rodway  (U.  S.  Dist.  Ct.  N.  D. 
Ohio)  T.  D.  No.  1918, 
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exclusively.  Not  all  commercial  travelers  may  become  mem- 
bers entitled  to  the  benefits  of  the  insurance.  An  applica- 
tion is  required,  setting  forth  the  willingness  of  each  ap- 
plicant to  submit  to  a  physical  examination,  and  waiving  all 
provisions  of  law  now  existing  or  that  may  hereafter  exist 
preventing  any  examining  or  attending  physician  from  disclos- 
ing any  information  acquired  while  acting  in  a  professional 
capacity  or  otherwise,  or  rendering  him  incompetent  to  tes- 
tify as  a  witness  in  any  way  whatever.  The  'benefits'  are 
stated  at  a  fixed  amount  in  case  of  death,  and  certain  specific 
sums  for  various  injuries.  It  is  evident  that  persons  not 
answering  these  questions  satisfactorily,  though  otherwise 
eligible,  would  be  rejected  as  members.  We  do  not  discover 
in  this  association  the  features  which  characterize  associations 
which  the  statute  exempts  from  its  provisions."  '" 

§  283.  Religious,  Charitable,  and  Benevolent  Associations 
The  act  of  Congress  also  exempts  "any  corporation  or 
association  organized  and  operated  exclusively  for  reli- 
gious, charitable,  scientific,  or  educational  purposes,  no  part 
of  the  net  income  of  which  inures  to  the  benefit  of  any 
private  stockholder  or  individual."  And  the  statute  of 
Wisconsin  exempts  any  "association  of  individuals"  or- 
ganized for  "religious  or  benevolent"  purposes,  and  not 
"organized  or  conducted  for  pecuniary  profit."  The  rules 
with  reference  to  the  exemption  of  such  associations  from 
the  burdens  of  ordinary  taxation  have  been  well  worked 
out  by  the  courts,  and  will  generally  be  found  applicable 
in  the  case  of  the  special  tax  here  under  consideration. 
Specifically  with  regard  to  the  corporation  excise  tax  of 
1909,  it  was  ruled  that  a  charitable  institution  was  exempt 
whether  it  was  supported  by  voluntary  contributions  or  by 
state  appropriations.^^  In  England,  the  rule  has  been  stat- 
ed that,  in  the  income  tax  law,  the  words  "charitable  pur- 
poses" are  to  be  interpreted,  not  according  to  their  popular 

3  0  Corley  v.  Travelers'  Protective  Ass'n,  105  Fed.  854,  46  C.  C.  A. 
278. 

31  Treasury  Decisions,  No.  1742,  par.  4. 
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meaning,  but  according  to  their  technical  legal  significa- 
tion, though  it  was  held  in  the  same  case  that  the  phrase 
would  include  a  home  or  asylum  for  the  maintenance  of 
single  persons  and  widows  belonging  to  the  Moravian 
brotherhood.^^  And  it  is  a  general  rule,  in  the  construc- 
tion of  exemptions  from  taxation  that  the  word  "charity" 
is  not  to  be  restricted  to  the  relief  of  the  sick  or  poor,  but 
extends  to  any  form  of  philanthropic  endeavor  or  public 
beneficence.^^  And  even  under  the  more  restricted  form 
of  exemption  under  the  tax  laws  of  some  of  the  states,  ex- 
tending to  "public"  charities,  or  "institutions  of  purely  pub- 
lic charity,"  it  is  held  that  the  term  "public"  is  not  equiva- 
lent to  "universal."  The  exemption  would  not  apply  to  a 
charity  limited  to  a  certain  class  of  privileged  individuals. 
But  on  the  other  hand,  it  need  not  be  open  to  all  persons 
alike,  for  the  "public"  to  which  it  administers  relief  may  be 
limited  to  the  inhabitants  of  a  given  city  or  other  place,  or 
may  be  restricted  to  the  sufferers  from  particular  diseases 
or  forms  of  need,  or  with  reference  to  nationality,  color,  or 
religious  connections.^*  Also,  it  is  a  well-recognized  rule 
that  an  institution  such  as  a  hospital  or  asylum  does  not 
lose  its  character  as  a  "charitable  institution"  because  it 

S2  Income  Tax  Com'rs  v.  Pemsel  [1891]  App.  Cas.  531,  3  Tax  Cas. 
53. 

83  See  Gerke  v.  Purcell,  25  Ohio  St.  229;  Cleveland  Library  Ass'n 
V.  Pelton,  36  Ohio  St.  253;  State  v.  Academy  of  Science,  13  Mo.  App. 
213;  -Massachusetts  Society  v.  Boston,  142  Mass.  24,  6  N.  E.  840. 
In  England,  on  the  question  whether  the  income  from  an  endow- 
ment is  exempt  as  devoted  to  a  "charitable  purpose,"  the  test  is 
whether  such  income  is  "given  in  trust  to  be  expended  in  assisting 
people  to  something  considered  by  the  donor  to  be  for  their  benefit, 
and  which  assistance  the  donor,  intends  shall  be  given  to  people  who, 
in  his  opinion,  cannot  without  such  assistance,  by  reason  of  poverty, 
obtain  that  benefit,  and  where  the  intention  of  the  donor  is  to  as- 
sist such  poverty  as  the  substantial  cause  of  his  gift."  Queen  v. 
Com'rs  of  Income  Tax,  L.  R.  22  Q.  B.  Div.  296,  308;  In  re  Duty  on 
Bootham  Ward  Strays,  60  Law  J.  Q.  B.  612. 

3*  Bangor  v.  Masonic  Lodge,  73  Me.  428;  Burd  Orphan  Asylum 
V.  School  Dist,  90  Pa.  St.  21 ;  Hebrew  Orphan  Asylum  v.  New  York, 
11  Hun  (N.  Y.)  116 ;  Income  Tax  Com'rs  v.  Pemsel  [1891]  App.  Cas. 
531,  3  Tax  Cas.  53 ;   Hastings  v.  Long,  11  Pa.  Dist.  B.  70. 
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receives  pay  patients,  or  in  other  words  requires  those  of 
sufficieijt  pecuniary  ability  to  pay  for  the  accommodation 
and  treatment  which  they  receive,  if  the  income  thus  de- 
rived is  not  distributed  among  the  corporators  or  stocls- 
holders,  but  applied  exclusively  to  the  purposes  of  the  in- 
stitution, and  if,  at  the  same  time,  poor  or  indigent  patients 
are  received  and  treated  without  charge.^'  But  an  English 
decision  holds  that  if  a  hospital  takes  paying  patients  at  re- 
munerative prices,  and  applies  its  surplus  income  to  the  ex- 
tension and  improvement  of  the  hospital  buildings,  the  sur- 
plus is  profit  and  assessable  for  the  income  tax.'°  The 
business  of  maintaining  a  cemetery,  from  which  revenues 
are  derived  in  the  form  of  cash  for  the  sale  of  grave-sites 
or  burial  lots  and  annual  dues  or  assessments  upon  lot- 
owners  for  the  care  of  the  grounds,  is  not  a  charity,  and  a 
corporation  owning  and  conducting  the  cemetery  is  taxable 
on  the  income  derived  from  it.^''  But  the  federal  income 
tax  law  of  1913  contains  a  specific  exception  in  favor  of 
"cemetery  companies  organized  and  operated  exclusively 
for  the  mutual  benefit  of  their  members."  And  on  this  the 
Treasury  department  remarks  that  "the  provisions  of  the  law 
clearly  indicate  that  companies  which  operate  cemeteries  fqr 
profit  are  liable  to  the  tax.     The  status  of  cemetery  associa- 

85  State  V.  Board  of  Assessors,  52  La.  Ann.  223,  26  South.  872; 
Hennepin  County  v.  Brotherhood  of  Gethsemane,  27  Minn.  460,  8 
N.  W.  595,  38  Am.  Rep.  298 ;  Philadelphia  v.  Pennsylvania  Hospital, 
154  Pa.  St.  9,  25  Atl.  1076;  Cawse  v.  Nottingham  Lunatic  Asylum 
[1891]  1  Q.  B.  585,  60  Law  J.  Q.  B.  485;  Blake  v.  London,  18  Q.  B. 
Div.  437.  But  see  Needham  v.  Bowers,  L.  B.  21  Q.  B.  Div.  437,  2 
Tax  Cas.  360. 

36  St.  Andrew's  Hospital  v.  Shearsmith,  L.  E.  19  Q.  B.  Div.  624, 
2  Tax  Cas.  219.  And  in  general,  if  a  charitable,  religious,  or  philan- 
thropic organization  incidentally  to  its  main  enterprises  engages  in 
such  a  business  as  printing  and  selling  books,  its  profits  therefrom 
are  chargeable  with  the  income  tax.  Religious  Tract  &  Book  Soc.  v. 
Forbes,  33  Scotch  Law  Rep.  289,  3  Tax  Cas.  415;  Trustees  of 
Psalms  &  Hymns  v.  Whitwell,  3  Tax  Cas.  7. 

37  Paddington  Burial  Board  v.  Oom'rs  of  Inland  Revenue,  L.  R. 
13  Q.  B.  Div.  9,  2  Tax  Cas.  46;  Paisley  Cemetery  Co.  v.  Reith,  35 
Scotch  Law  Rep.  947,  4  Tax  Cas.  1;  Edinburgh  Southern  Cemetery 
Co.  V.  Kinmont,  2  Tax  Cas.  516. 
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tions  under  the  law  will,  therefore,  depend  upon  the  char- 
acter and  purpose  of  the  organization  and  what  disposition 
is  made  of  the  income. "'' 

§  284.     Educational  and  Scientific  Institutions 

The  act  of  Congress  exempts  corporations  organized  for 
"scientific  or  educational  purposes,"  and  that  of  Wisconsin 
"scientific  and  educational  associations."  It  has  been  held 
that  a  provision  of  an  income  tax  law  exempting  from  its 
operation  private  schools,  colleges,  and  other  educational 
institutions  does  not  make  an  illegal  discrimination  such  as 
to  render  the  law  invalid  as  to  other  corporations  or  per- 
sons upon  whom  the  tax  is  imposed.'"  But  it  seems  clear 
that  a  private  school,  in  which  tuition  fees  are  charged,  and 
from  which  a  revenue  is  derived  over  and  above  the  ex- 
penses, would  not  be  exempt  under  either  of  the  provisions 
quoted,  since  the  federal  statute  applies  only  to  educational 
institutions  "no  part  of  the  net  income  of  which  inures  to 
the  benefit  of  any  private  stockholder  or  individual,"  and 
the  state  law  applies  to  such  institutions  only  when  "not 
organized  or  conducted  for  pecuniary  profit."  On  the 
other  hand,  the  exemption  under  these  statutes  is  appar- 
ently broad  enough  to  include  various  kinds  of  institutions 
which  derive  their  current  revenues  partly  from  endow- 
ment funds  and  partly  from  small  charges  to  the  public  for 
admission  to  their  buildings  or  for  the  use  of  their  privi- 
leges, such  as  art  galleries,  museums  of  curiosities  or  antiq- 
uities, academies  of  the  fine  arts,  institutions  for  the  ex- 
hibition of  objects  illustrating  the  natural  sciences,  public 
libraries,  and  the  like.  In  the  general  law  of  taxation,  and 
with  reference  to  exemptions,  there  has  been  much  doubt 
as  to  whether  such  institutions  could  be  classed  as 
"schools,"  "institutions  of  learning,"  "purely  public  chari- 


38  Internal  Revenue  Regulations  No.  33,  art.  90,  supra,  §  185,  art. 
90. 

3  9  Peacock  v.  Pratt,  121  Fed.  772,  58  C.  C.  A.  48. 
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ties,"  or  the  like.*"  But  under  the  incoine  tax  laws,  the 
test  is  in  the  question  whether  or  not  they  are  conducted 
for  profit,  or  whether  or  not  any  part  of  the  income  is  dis- 
tributed to  the  proprietors,  corporators,  or  shareholders 
as  a  gain  or  profit.  And  on  the  analogy  of  many  similar 
cases,  it  would  seem  that  the  mere  fact  of  admission  fees 
being  charged  would  not  make  them  institutions  conducted 
for  profit,  if  the  revenue  so  obtained  is  applied  to  the  up- 
keep or  expansion  of  the  institution,  rather  than  to  the 
benefit  of  any  private  person  interested  in  it. 

§  285.     Building  and  Loan  Associations 

Domestic  building  and  loan  associations  are  exempt  under 
the  act  of  Congress  of  1913  when  "organized  and  operated 
exclusively  for  the  mutual  benefit  of  their  members,"  follow- 
ing the  language  of  the  corporation  tax  law  of  1909.  And  a 
similar  exemption  is  found  in  the  Wisconsin  statute.  It  was 
ruled  by  the  treasury  department  that  "building  and  loan 
associations  are  not  exempt  if  they  loan  money  to  others  than 
their  members,  thus  doing  a  business  similar  to  that  engaged 
in  by  banks  and  trust  companies.    It  is  also  held  that  building 

10  Academy  of  Fine  Arts  v.  Philadelphia  County,  22  Pa.  St.  496; 
Gerke  v.  Purcell,  25  Ohio  St.  229 ;  Salem  Lyceum  v.  Salem,  154  Mass. 
15,  27  N.  B.  672 ;  Mercantile  Library  Co.  v.  Philadelphia,  14  Pa.  Co. 
Ct.  K.  204;  Cleveland  Library  Ass'n  v.  Pelton,  36  Ohio  St.  253; 
Philadelphia  Library  Co.  v.  Donohugh,  12  Phila.  (Pa.)  284;  Man- 
chester V.  McAdam  [1896]  App.  Cas.  500.  In  England,  it  has  been 
held  that  a  corporation  founding  and  maintaining  a  free  public  li- 
brary was  not  a  "literary  or  scientific  Institution"  within  the  mean- 
ing of  the  exemption  clauses  in  the  income  tax  law.  Andrews  v. 
Mayor  of  Bristol,  61  Law  J.  Q.  B.  715.  Also  it  was  held  by  the  court 
of  Queen's  Bench,  under  the  exemption  of  Income  from  property 
devoted  to  the  "promotion  of  education,  literature,  science,  or  the 
fine  arts,"  that  the  property  of  an  institution  of  civil  engineers  was 
not  entitled  to  exemption,  because  it  was  appropriated  and  applied 
not  for  the  promotion  of  general  education  or  science,  but  for  the 
promotion  of  a  particular  branch  of  knowledge  in  order  to  enable  the 
members  of  the  institution  to  practice  with  more  success  their  own 
profession.  In  re  Duty  on  Estate  of  Institution  of  Civil  Engineers, 
L.  K.  19  Q.  B.  Dlv.  610.  But  this  decision  was  reversed  on  appeal, 
in  Commissioners  of  Inland  Revenue  v.  Forrest,  L.  B.  15  App.  Cas. 
334. 
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and  loan  associations  which  receive  sums  of  money  on  deposit, 
which  is  not  in  payment  of  stock,  and  on  which  the  depositor 
receives  a  fixed  rate  of  interest,  regardless  of  the  earnings 
of  the  association,  are  conducting  a  business  similar  to  a  bank- 
ing business,  and  are  therefore  subject  to  the  special  excise 
tax  on  corporations  and  should  be  required  to  make  a  return 
showing  their  net  income."  *^  It  was  likewise  held  that  such 
associations,  providing  for  the  loaning  of  funds  to  nonmem- 
bers,  for  issuing  preferred  or  guarantied  interest-paying  stock, 
and  allowing  directors  to  cancel  outstanding  certificates  of 
general  stock  not  borrowed  upon,  paying  the  holder  the  book 
value  of  stock  canceled,  thereby  being  authorized  to  retire  any 
and  all  stock  in  their  discretion,  are  not  exempt  from  the 
tax.^^  But  both  the  ruling  of  the  Treasury  department  and 
the  decision  cited  have  been  overruled  by  later  decisions  of 
the  federal  courts.  The  present  doctrine  is  that  neither  the 
loaning  of  money  to  non-members  nor  the  issuance  of  prepaid 
stock  bearing  a  fixed  dividend  is  sufficient  to  take  the  as- 
sociation out  of  the  benefit  of  the  exemption.  In  one  of  the 
cases  so  holding  it  was  pointed  out  that  the  words  of  the 
statute,  "no  part  of  the  income  of  which  inures  to  the  bene- 
fit of  any  stockholder,"  apply  only  to  that  group  of  corpora- 
tions enumerated  in  the  clause  immediately  preceding,  that 
is,  religious,  charitable,  and  educational  corporations,  and 
have  no  application  to  building  associations,  which  are  organ- 
ized for  the  express  purpose  of  benefiting  their  stockholders, 
but  all  such  associations,  if  they  come  within  the  terms,  of 
the  proviso  as  to  organization  and  operation,  are  exempt. 
It  was  accordingly  held  that  a  building  association  is  not  ex- 
cluded from  the  benefit  of  the  exemption,  as  not  being  "or- 
ganized and  operated  exclusively  for  the  mutual  benefit  of 
its  members,"  because  it  issues  both  prepaid  and  installment 
stock,  the  prepaid  stock  being  entitled  to  a  fixed  dividend, 
payable,  however,  only  out  of  earnings  of  the  association.*^ 

*i  Treasury  Decisions,  No.  1655. 
*2  Pacific  B.  c&  I>.  Ass'n  v.  Hartson,  201  Fed.  1011. 
*8  Herold  v.  Park  View  Bldg.  &  Loan  Ass'n,  210  Fed.  577,  127  C. 
C.  A.  213,  affirming  Parkview  B.  &  L.  Ass'n  v.  Herold,  203  Fed.  876. 
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And  in  another  case  it  was  held  that  the  fact  that  building 
and  loan  associations  organized  under  the  laws  of  Ohio  are 
authorized  to  borrow  money  from,  and  loan  money  to,  those 
who  are  not  members,  does  not  deprive  them  of  the  quality  of 
mutuality,  nor  place  them  on  a  par  with  banking  corporations, 
nor  deprive  them  of  the  benefit  of  exemption  from  the  in- 
come tax.** 

§  286.     Savings  Institutions 

In  Wisconsin,  "mutual  savings  associations"  are  exempt 
from  the  payment  of  the  income  tax.  Whether  or  not  an 
institution  exercising  some  of  the  functions  of  a  bank  is  to  be 
classed  as  a  "savings  bank,"  "savings  institution,"  or  "savings 
association,"  must  be  determined  not  by  the  name  which  it 
assumes  or  by  which  it  is  chartered,  but  by  its  organization, 
powers,  and  mode  of  doing  business,  as  provided  in  its  articles 
of  incorporation.*^  And  the  phrases  above  quoted  do  not 
apply  to  every  bank  merely  because  it  receives  deposits  of 
savings.  The  kind  of  associations  intended  by  the  law  in  Wis- 
consin are  those  which  are  operated  exclusively  for  the  mutual 
benefit  of  the  depositors,  who  alone — and  not  any  stockhold- 
ers or  proprietors — are  entitled  to  participate  in  the  profits. 
Such  associations  are  authorized  under  the  laws  of  numerous 
states,  as  for  example,  Massachusetts,  where  they  are  thus 
described:  A  savings  bank,  as  existing  in  this  state,  subject 
to  the  general  laws,  is  an  institution  for  the  purpose  of  receiv- 
ing deposits  for  the  benefit  of  depositors,  investing  the  same, 
accuniulating  the  profits  or  interest  thereof,  paying  such  prof- 
its or  interest  to  the  depositor,  or  retaining  the  same  for  his 
greater  security.  There  is  no  capital  stock,  and  no  stock- 
holders who  are  entitled  to  receive  profits  from  the  business ; 
but  its  affairs  are  administered  by  a  board  of  trustees,  the  se- 
curities in  which  the  deposits  shall  be  invested  are  prescribed 
by  law,  and  the  conduct  of  its  affairs  is  under  the  super- 

44  Central  Building,  Loan  &  Sav.  Co.  v.  Bowland,  216  Fed.  526. 
And  see  Wilson  v.  Parvin,  119  Fed.  652,  56  C.  C.  A.  268 ;  People  v. 
Preston,  140  N.  T.  549,  35  N.  E.  979,  24  L.  R.  A.  57. 

4  3  State  V.  Lincoln  Sav.  Bank,  14  Lea  (Tenn.)  42. 
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vision  of  a  public  officer.*^  So,  in  New  Jersey,  it  is  said  that 
a  savings  bank  is  a  quasi  charitable  and  purely  benevolent  in- 
stitution, its  only  object  being  the  safe  keeping  and  provident 
investment  of  the  funds  of  the  depositors.  The  members  of 
the  corporation  have  no  property  interest  in  its  funds,  of 
which  they  are  by  law  constituted  the  managers  and  guardians. 
The  depositors,  who  alone  are  beneficially  interested,  have  no 
voice  in  the  management,  nor  even  in  the  selection  of  the 
persons  to  whom  the  management  is  intrusted.  Savings  banks 
have  no  capital  stock.  They  are  incorporated  and  organized, 
not  for  the  benefit  of  the  corporators,  but  solely  for  the  ad- 
vantage of  their  depositors.*'' 

Also  under  the  federal  income  tax  law  of  1913  there  is  a 
special  exemption  in  favor  of  "mutual  savings  banks  not  hav- 
ing a  capital  stock  represented  by  shares.''  *^ 

§  287.     Civic  Organizations  and  Chambers  of  Commerce 

It  is  specially  provided  in  the  federal  income  tax  law  that 
its  terms  shall  not  apply  to  "business  leagues,  nor  to  chambers 
of  commerce  or  boards  of  trade,  not  organized  for  profit  or  no 
part  of  the  net  income  of  which  inures  to  the  benefit  of  the 
private  stockholder  or  individual ;  nor  to  any  civic  league  or 
organization  not  organized  for  profit,  but  operated  exclusively 
for  the  promotion  of  social  welfare."  A  board  of  trade,  as  the 
term  is  used  in  America,  is  an  organization  of  the  principal 
merchants,  manufacturers,  tradesmen,  etc.,  of  a  city,  for  the 
purpose  of  furthering  its  commercial  interests,  encouraging 
the  establishment  of  manufactures,  promoting  trade,  securing 
or  improving  shipping  facilities,  and  generally  advancing  the 
prosperity  of  the  place  as  an  industrial  and  commercial  com- 
munity.*" Exactly  similar  organizations  are  sometimes  called 
"chambers  of  commerce,"  and  the  two  terms  are  frequently 

46  Coromon wealth  v.  Reading  Sav.  Bank,  133  Mass.  13,  43  Am. 
Rep.  495. 

47  Barrett    v.  Bloomfield  Sav.  Inst.,  64  N.  J.  Eq.  425,  54  Atl.  543. 

48  Supra,  §  33. 

49  Black,  Law  Diet.,  voc.  "Board." 
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stated  to  be  synonymous.'"'  ^  But  more  strictly  speaking,  one 
of  the  objects  of  a  chamber  of  commerce  is  to  promote  con- 
venience or  facility  in  buying,  selling,  and  exchanging  com- 
modities. If  these  commodities  include  stocks,  bonds,  and 
other  securities,  the  body  practically  fulfills  the  functions  of  a 
stock  exchange.  And  in  fact,  in  some  cities,  the  stock  ex- 
change is  officially  denominated  the  "chamber  of  commerce" 
or  the  "board  of  trade."  If,  in  this  sense,  it  is  organized 
for  profit,  or  has  a  net  income  which  inures  to  the  benefit  of 
the  members,  it  is  clearly  not  within  the  exemption,  but  is 
subject  to  taxation  under  the  act. 

§  288.     Income  from  Property  Otherwise  Taxed 

In  the  several  states,  particularly  Massachusetts,  North  Car- 
olina, and  Oklahoma,  the  law  specifically  exempts  from  the  in- 
come tax  such  income  as  is  derived  from  property  which  is  it- 
self subject  to  a  tax  or  on  which  a  tax  has  already  been  paid 
for  the  current  year.  The  Wisconsin  statute  contains  the  fol- 
lowing provision:  "Any  person  who  shall  have  paid  a  tax 
upon  his  personal  property  during  any  year  shall  be  permitted 
to  present  the  receipt  therefor  to,  and  have  the  same  accepted 
by,  the  tax  collector  to  its  full  amount  in  the  payment  of  taxes 
due  upon  the  income  of  such  person  during  said  year."  But 
one  who  claims  exemption  from  an  income  tax  on  the  ground 
that  his  income  consists  of  or  is  derived  from  property  not 
liable  to  taxation,  must  affirmatively  show  that  such  is  the 
case,  °^  and  it  is  believed  the  same  rule  should  apply  to  the 
case  of  one  who  claims  exemption  on  the  ground  that  the 
property  which  has  yielded  the  income  is  subject  to  taxation 
or  has  paid  the  tax.  And  income  derived  from  an  independent 
source  is  not  exempted  from  the  income  tax  because  it  has 
been  applied  to  the  payment  of  a  debt  due  for  real  estate,  pur- 
chased on  credit,  and  upon  which  real  estate  a  tax  has  been 
assessed  and  paid  for  the  same  period  within  which  such  in- 
come accrued.  ^^ 


6  0  Century  Diet.,  voc.  "Chamber,"  "Trade." 

51  City  of  New  Orleans  v.  Fourchy,  30  La.  Ann.  910. 

52  Lott  V.  Hubbard,  44  Ala.  593. 
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§  289.     Proceeds  of  Life  Insurance  Policies 

Money  received  from  a  life  insurance  company  in  settlement 
of  a  claim  under  a  policy  for  the  death  of  the  assured  would 
probably  have  to  be  reckoned  as  part  of  the  "income"  of  the 
beneficiary  or  recipient,  if  not  specifically  exempted.  But  in 
pursuance  of  a  humane  and  wise  policy,  the  income  tax  laws 
have  generally  provided  for  the  exemption  of  such  funds. 
The  act  of  Congress  excepts  from  the  description  of  taxable 
income  the  proceeds  of  life  insurance  policies  paid  upon  the 
death  of  the  person  insured,  without  any  limitation  as  to  the 
amount.  The  statutes  in  Wisconsin  exempts  "insurance  to  the 
total  amount  of  ten  thousand  dollars  received  by  any  person 
or  persons  legally  dependent  upon  the  decedent,  in  payment  of 
a  death  claim  by  any  insurance  company,  fraternal  benefit  so- 
ciety, or  other  insurer."  It  will  be  observed  that  insurance 
money  is  not  exempt  in  the  hands  of  any  beneficiary  who  was 
not  "legally  dependent  upon  the  decedent,"  and  that  any 
amount  of  money  so  received  above  the  sum  of  ten  thousand 
dollars  is  taxable  as  income  of  the  year,  without  regard  to  the 
relation  between  the  decedent  and  the  beneficiary.  It  may 
also  be  remarked  that,  under  either  of  these  statutes,  money 
received  by  the  assured  himself,  as  in  the  case  of  accident  in- 
surance, will  not  be  exempt,  since  in  theory  it  merely  takes 
the  place  of  what  he  would  have  earned  during  the  period  of 
his  disability.  But  as  to  life  insurance  proper,  the  act  of 
Congress  also  exempts  "payments  made  by  or  credited  to  the 
insured,  on  life  insurance,  endowment,  or  annuity  contracts, 
upon  the  return  thereof  to  the  insured  at  the  maturity  of  the 
term  mentioned  in  the  contract,  or  upon  surrender  of  the 
contract."  Money  so  returned,  it  is  provided,  "shall  not  be 
included  as  income."  °^ 

B8  Supra,  §  6.  Proceeds  of  life  insurance  policies  are  not  taxable 
at  the  source,  supra,  §  97.  An  endowment  insurance  contract  where- 
by, in  consideration  of  an  annual  premium,  one  hundred  pounds  is 
payable  on  the  death  of  the  assured  within  fifteen  years,  and  two 
hundred  pounds  if  he  is  alive  at  the  end  of  that  period,  is  an  "in- 
surance on  his  life"  within  the  meaning  of  the  income  tax  law,  and 
he  is  entitled  to  deduct  the  whole  amount  of  the  premium  from  his 
assessment  for  income  tax.    Gould  v.  Curtis  [1912]  1  K.  B.  635. 
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§  290.     Exemption  of  Fixed  Amount  of  Income 

All  income  tax  laws  have  wholly  exempted  incomes  below 
a  certain  fixed  minimum,  and  allowed  the  deduction  of  a  like 
amount  from  incomes  large  enough  to  be  subject  to  the  tax. 
The  object  is  to  reheve  from  the  burden  of  this  tax  those  per- 
sons whose  annual  earnings  or  gains  are  no  more  than  suffi- 
cient to  maintain  a  decently  comfortable  existence,  and  to 
permit  persons  of  larger  means  to  deduct  a  sum  which  may 
represent  the  ordinary  living  expenses  of  the  average  family, 
so  that  the  tax  may  not  fall  upon  the  necessaries  of  life  or  a 
reasonable  share  of  its  comforts,  but  only  upon  superfluous 
income.  As  corporations  and  partnerships  have  no  corre- 
sponding expenses,  they  are  not  entitled  to  the  exemption  of 
a  fixed  sum.  The  amount  of  this  fixed  exemption  has  varied 
enormously  in  different  localities  and  at  different  times.  In 
the  European  countries  deriving  a  revenue  from  this  source, 
it  is  very  small,  as,  for  instance,  in  Great  Britain,  $800;  in 
Prussia,  $214;  in  Norway,  $270;  in  Denmark,  $540;  in  Aus- 
tria, $250.  Under  the  act  of  Congress  of  1861,  the  exemption 
was  $800.  This  was  reduced  to  $600  in  the  acts  of  1862  and 
1864,  but  was  raised  to  $2,000  in  the  act  of  1870.  In  the  act 
of  1894,  it  was  fixed  at  $4,000.  The  income  tax  law  of  North 
Carolina  exempts  incomes  below  $1,000;  in  South  Carolina 
the  exemption  is  $2,500;  in  Oklahoma,  $3,500;  in  Virginia, 
$1,000;  in  Hawaii,  $1,000.  The  Massachusetts  statute  taxes  , 
"The  excess  above  two  thousand  dollars  of  the  income  from  a 
profession,  trade,  or  employment."  The  Wisconsin  statute 
allows  exemptions  as  follows :  (a)  To  an  individual,  income  up 
to  and  including  $800;  (b)  To  husband  and  wife,  $1,200;  (c) 
For  each  child  under  the  age  of  eighteen  years,  $200;  (d) 
For  each  additional  person,  for  whose  support  the  taxpayer 
is  legally  liable  and  who  is  entirely  dependent  upon  the  tax- 
payer for  his  support,  $200.  The  provision  of  the  act  of 
Congress  of  1913  is  that  each  taxable  person  shall  be  entitled 
to  an  exemption  of  $3,000,  with  an  additional  exemption  of 
$1,000  in  case  the  taxpayer  is  either  a  "married  man  with  a 
wife  living  with  him"  or  a  "married  woman  with  a  husband 
living  with  her."  °*    But  in  no  event  shall  this  additional  ex- 

64  Supra,   §  10.     The  specific  exemption  allowed  in  this  part  of 
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emption  be  deducted  by  both  a  husband  and  wife,  and  only  one 
deduction  of  $4,000  shall  be  made  from  the  aggregate  income 
of  both  husband  and  wife  when  living  together.  It  is,  in  fact, 
a  common  provision  of  income  tax  laws  that  only  one  de- 
duction of  the  fixed  amount  is  allowed  to  be  made  from  the 
aggregate  income  of  a  family,  the  husband  and  father,  if  he 
makes  the  return,  being  required  to  include  the  separate  in- 
come of  his  wife  and  of  any  of  his  minor  children  who  may 
have  independent  sources  of  income.  In  the  case  of  guard- 
ians making  the  return  for  their  wards,  the  deduction  is 
allowed  to  be  made  from  the  income  of  each  ward,  except 
where  two  or  more  of  them  are  included  in  the  same  family,  in 
which  event  only  one  deduction  from  the  aggregate  is  allowed. 
Objection  has  been  made  to  the  constitutional  validity  of  such 
a  provision,  but  it  has  been  sustained  by  the  courts. ^^ 

§  291.     Same;    Treasury  Regulations  as  to  Husband  and 
Wife 

With  reference  to  the  joint  exemption  allowed  to  husband 
and  wife,  and  the  method  of  making  returns  and  claiming 
the  exemption,  the  Treasury  department  has  made  the  fol- 
lowing regulations : 

"Every  single  person  and  every  married  person  not  living 
with  husband  or  wife  in  the  sense  below  defined  who  has  a 
net  income  exceeding  $3,000  per  annum  is  liable  to  pay  the 
normal  income  tax  under  this  law,  but  in  making  return  for 
such  tax  may  claim  an  exemption  of  $3,000  from  their  total 
net  income. 

"Husband  and  wife  living  together  are  entitled  to  an  ex- 
emption of  $4,000  only  from  the  aggregate  net  income  of 
both,  which  may  be  deducted  in  making  the  return  of  such 
income  for  taxation.  However,  when  the  husband  and  wife 
are  separated  and  living  permanently  apart  from  each  other, 
each  shall  be  entitled  to  an  exemption  of  $3,000. 

"If  the  husband  and  wife  not  living  apart  have  separate 
estates,  the  income  from  both  may  be  made  on  one  return, 


the  statute  cannot  be  deducted  in  computing  the  normal  tax  of  non- 
resident aliens.     Supra,  §  177,  art.  8. 
65  Robertson  v.  Pratt,  13  Hawaii,  590. 

(414) 


Ch.  10)  EXEMPTIONS  AND  EXCEPTIONS  §    291 

but  the  amount  of  income  of  each,  and  the  full  name  and 
address  of  both,  must  be  shown  in  such  return. 

"The  husband,  as  the  head  and  legal  representative  of  the 
household  and  general  custodian  of  its  income,  should  make 
and  render  the  return  of  the  aggregate  income  of  himself 
and  wife,  and  for  the  purpose  of  levying  the  income  tax  it 
is  assumed  that  he  can  ascertain  the  total  amount  of  said  in- 
come. 

"If  a  wife  has  a  separate  estate  managed  by  herself  as  her 
own  separate  property  and  receives  an  income  of  $3,000  or 
over,  she  may  make  return  of  her  own  income,  and  if  the 
husband  has  other  net  income,  making  the  aggregate  of  both 
incomes  more  than  $4,000,  the  wife's  return  should  be  at- 
tached to  the  return  of  her  husband,  or  his  income  should 
be  included  in  her  return,  in  order  that  a  deduction  of  $4,000 
may  be  made  from  the  aggregate  of  both  incomes.  The  tax 
in  such  case,  however,  will  be  imposed  only  upon  so  much  of 
the  aggregate  income  of  both  as  shall  exceed  $4,000. 

"If  either  husband  or  wife  separately  has  an  income  equal 
to  or  in  excess  of  $3,000,  a  return  of  annual  net  income  is 
required  under  the  law,  and  such  return  must  include  the 
income  of  both,  and  in  such  case  the  return  must  be  made 
even  though  the  combined  income  of  both  be  less  than  $4,000. 

"If  the  aggregate  net  income  of  both  exceeds  $4,000,  an 
annual  return  of  their  combined  incom.es  must  be  made  in 
the  manner  stated,  although  neither  one  separately  may  have 
an  income  of  $3,000  per  annum.  They  are  jointly  and  sepa- 
rately liable  for  such  return  and  for  the  payment  of  the  tax. 

"The  single  or  married  status  of  the  person  claiming  the 
specific  exemption  shall  be  determined  as  of  the  time  of  claim- 
ing such  exemption  if  such  claim  be  made  within  the  year 
for  which  return  is  made,  otherwise  the  status  at  the  close 
of  the  year."  °° 

Also  the  following  additional  regulations  have  been  pre- 
scribed :  "Where  either  dies  during  the  year,  having  a  net  tax- 
able income  of  $3,000  or  more,  a  return  of  income  should  be 
made  by  the  executor  or  administrator  of  the  deceased  as  of 

5  6  See,  supra,  §§  129,  177,  art.  10.    For  the  language  of  the  act,  see 
.  supra,  §  10. 
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the  date  of  his  death,  and  the  executor  or  administrator  may 
claim  an  exemption  of  $4,000.  The  survivor,  when  making 
a  return  at  the  end  of  the  year  for  the  entire  year,  will  be  al- 
lowed the  applicable  exemption  for  the  single  or  married  sta- 
tus existing  at  the  close  of  the  year. 

"The  regulations  of  the  department  requiring  the  incomes 
of  husband  and  wife  to  be  combined  and  authorizing  the  ag- 
gregate exemption  of  $4,000  from  such  combined  income,  are 
applicable  for  the  purpose  of  the  normal  tax  only.  The  ad- 
ditional tax,  or  surtax,  imposed  by  the  act  will  be  computed 
on  the  basis  of  the  separate  income  of  each  individual ;  that 
is,  on  the  amount  of  each  individual's  income  in  excess  of 
the  minimum  amounts  upon  which  the  surtax  at  the  graduated 
rates  is  to  be  calculated."  (Treasury  Decision  No.  2090,  De- 
cember 14,  1914.) 

§  292.     Taxable  Income  and  Exemptions  for  1913 

In  regard  to  the  federal  income  tax,  special  provision  had 
to  be  made  with  reference  to  taxing  the  income  of  the  year 
1913,  since,  prior  to  the  adoption  of  the  Sixteenth  Amend- 
ment, Congress  had  no  constitutional  authority  to  lay  a  tax 
on  incomes,  unless  the  tax  should  be  apportioned  among  the 
several  states.  This  point  has  been  covered  by  the  insertion 
of  the  following  proviso  in  the  statute:  "That  for  the  year 
ending  December  thirty-first,  1913,  said  tax  shall  be  computed 
on  the  net  income  accruing  from  March  first  to  December 
thirty-first,  1913,  both  dates  inclusive,  after  deducting  five- 
sixths  only  of  the  specific  exemptions  and  deductions  herein 
provided  for."  "  Under  the  corporation  excise  tax  law  of 
1909,  corporations  were  allowed  an  exemption  of  five  thou- 
sand dollars  from  their  net  income  before  becoming  subject 
to  the  tax.  But  it  was  ruled  by  the  Treasury  department  that 
corporations  should  not  be  permitted  to  deduct  from  their 
gross  or  net  income  for  the  year  1913  any  portion  of  this  spe- 
cific exemption  of  $5,000.  For  while  they  remained  subject 
to  the  excise  tax  during  the  first  two  months  of  that  year, 
they  were  subject  to  the  income  tax  for  the  remainder  of  the 
year,  and  under  the  latter  statute  they  are  not  entitled  to  any 
specific  exemption  at  all."' 

67  Supra,  §§  11,  101.  B8  T.  D.  No.  1937,  January  26,  1914. 
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CHAPTER  XI 

DEDUCTIONS  AND  ALLOWANCES 

§  293.  Expenses  of  Business. 

294.  Same;  Wages  and  Salaries. 

295.  Same ;  Gifts,  Charities,  Pensions  to  Employes. 

296.  Same ;  Traveling  Expenses. 

297.  Same;  Cost  of  Insurance. 

298.  Same ;  Rent  of  Land,  Buildings,  or  Equipment, 

299.  Same ;  Mining  Operations. 

300.  Same ;  Judgments. 

801.  Repairs,  New  Buildings,  and  Improvements. 

302.  Interest  on  Indebtedness. 

308.  Taxes  Paid  or  Accrued. 

304.  Losses  Uncompensated. 

305.  Debts  Written  Off  as  Worthless. 
806.  Depreciation  of  Property. 

307.  Same ;    Depreciation  of  Patents. 

308.  Depletion  of  Ores  or  Other  Natural  Deposits. 

309.  Depreciation  of  Timber  Lands. 

810.  Amortization  of  Bonds. 

811.  Dividends  from  Corporations  Subject  to  Tax. 
312.  Special  Rules  as  to  Insurance  Companies. 
818.  Rules  as  to  Foreign  Corporations. 

314.     Bookkeeping  to  Show  Deductions. 

§  293.     Expenses  of  Business 

The  income  tax  act  of  Congress  of  1913  allows  the  indi- 
vidual taxpayer  to  deduct  from  his  return  of  net  income  "the 
necessary  expenses  actually  paid  in  carrying  on  any  business, 
not  including  personal,  living,  or  family  expenses."  In  the 
case  of  domestic  corporations,  it  allows  the  deduction  of  "all 
the  ordinary  and  necessary  expenses  paid  within  the  year  in 
the  maintenance  and  operation  of  its  business  and  properties." 
In  the  case  of  foreign  corporations,  the  deduction  may  in- 
clude "all  the  ordinary  and  necessary  expenses  actually  paid 
within  the  year  out  of  earnings  in  the  maintenance  and  opera- 
tion of  its  business  and  property  within  the  United  States."  ^ 

1  Supra,  §§  7,  35,  41. 
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The  Wisconsin  income  tax  law  allows  a  corporation  to  deduct 
"ordinary  and  necessary  expenses  actually  paid  within  the 
year  out  of  income  in  the  maintenance  and  operation  of  its 
business  and  property,"  and  in  the  case  of  an  individual,  "the 
ordinary  and  necessary  expenses  actually  paid  within  the  year 
in  carrying  on  the  profession,  occupation,  or  business  from 
which  the  income  is  derived."  In  South  Carolina,  the  deduc- 
tion includes  "the  necessary  expenses  actually  incurred  in 
carrying  on  any  business,  occupation,  or  profession,  not  in- 
cluding remuneration  to  the  taxpayer  for  personal  supervision 
or  the  support  and  maintenance  of  his  or  her  family."  The 
statute  of  Hawaii  allows  the  deduction  of  "the  necessary  ex- 
penses actually  incurred  in  carrying  on  any  business,  trade, 
profession,  or  occupation,  or  in  managing  any  property." 
The  provision  in  Virginia  is  more  restricted,  as  it  relates  only 
to  so  much  of  the  income  as  may  be  derived  from  farming  or 
other  agricultural  pursuits,  and  allows  the  deduction  of  "all 
sums  paid  for  taxes  or  for  labor,  fences,  fertilizers,  clover  or 
other  seed  purchased  and  used  upon  the  land  upon  which  the 
vegetable  and  agricultural  productions  were  grown  or  pro- 
duced, and  the  rent  of  said  land  paid  by  said  person,  if  he  be 
not  the  owner  thereof." 

It  is  the  very  evident  purpose  of  all  these  statutes  to  lay  the 
tax  only  upon  net  income,  that  is  to  say,  upon  so  much  of  the 
gross  income  of  the  person  or  corporation  as  may  remain 
after  deducting  the  expenses  incurred  directly  in  the  produc- 
tion or  earning  of  the  income.^     At  the  same  time,  the  indi- 


2  Poland  V.  Lamoille  Valley  B.  Co.,  52  Vt.  144,  177.  Where  an 
employe  is  required  to  furnish  a  bond  and  pay  the  premium  thereon 
himself,  as  a  necessary  incident  of  his  employment,  the  premium  so 
paid  will  constitute  an  allowable  deduction  for  him  in  computing 
his  net  income.  Treasury  Decision  No.  2090,  December  14,  1914. 
The  expense  of  collecting  income  (where  it  consists  of  rent  or  other 
such  items)  may  be  deducted,  where  the  usual  aud  ordinary  course 
of  managing  the  business  is  to  employ  an  agent  or  other  collector, 
though  it  may  be  otherwise  in  regard  to  what  may  be  called  "optional 
expenses  of  collection,"  which  might  be  looked  on  as  something  of 
a  luxury,  as  where  the  income  could  be  collected  without  incurring 
any  such  expense,  but  the  owner  prefers  to  employ  some  one  to  collect 

(418) 


Ch.  11)  DEDUCTIONS  AND  ALLOWANCES  §  293 

vidual  taxpayer  is  not  allowed  to  deduct  so  much  of  his  cur- 
rent income  as  he  has  spent  in  the  satisfaction  of  his  personal 
wants  or  desires  or  in  the  support  and  maintenance  of  his 
family,  because  in  the  first  place  such  expenditures  have  not 
contributed  directly  to  the  production  of  the  income  to  be  tax- 
ed, and  in  the  second  place,  such  expenses  are  supposed  to  be 
covered,  in  the  case  of  the  ordinary  or  average  family,  by  the 
money  exemption  which  the  statutes  also  allow.^  But  provi- 
sions of  this  kind  should  be  construed  with  some  measure  of 
liberality.  Thus  it  is  held  that,  where  a  statute  taxes  a  cer- 
tain class  of  corporations  (such  as  insurance  companies)  only 
upon  income  derived  from  one  particular  source  (such  as  mort- 
gages), and  allows  all  taxpayers  to  deduct  expenses  incurred 
"in  the  production  of  their  income,"  such  a  company  is  en- 
titled to  deduct  all  the  expenses  incurred  in  the  production, 
not  merely  of  its  income  from  mortgages,  but  of  its  income 
as  a  whole.* 

What  may  be  comprehended  in  the  general  description  of 

It  Stevens  v.  Bishop,  L.  E.  20  Q.  B.  Dlv.  442.  And  see  Duke  of 
Norfolk  V.  Lamarque,  L.  R.  24  Q.  B.  Div.  485.  The  Treasury  de- 
partment has  ruled  that  a  fiduciary,  receiving  or  collecting  income 
for  the  beneficiary  may  deduct  "commissions  for  the  collection  of 
rents"  as  a  necessary  expense  in  managing  the  estate  or  trust.  Supra, 
§  139.  But  there  seems  to  be  no  reason  why  this  should  not  equally 
apply  to  any  person  who  holds  rented  property  as  an  investment. 
See  Treasury  Decision  No.  2090,  December  14,  1914,  so  holding. 

3  "Expenses  for  medical  attendance,  store  accounts,  family  sup- 
plies, wages  of  domestic  servants,  cost  of  board,  room,  or  house 
rent  for  family  or  personal  use,  are  not  expenses  that  can  be  de- 
ducted from  gross  income.  In  case  an  individual  owns  his  own  resi- 
dence, he  cannot  deduct  the  estimated  value  of  his  rent,  neither 
shall  he  be  required  to  include  such  estimated  rental  of  his  home 
as  income."  Instruction  No.  10,  on  Form  No.  1040,  printed  in  the 
Appendix  hereto.  As  to  allowable  deductions  for  rent  paid,  see,  infra, 
§  298.  What  wages  or  salaries  are  deductible,  see,  infra,  §  294.  As 
to  including  rental  value  of  home  in  income  return  (which  is  re- 
quired in  Wisconsin)  see,  supra,  §  228.  It  is  held  in  England  that 
the  hire  of  a  domestic  servant  is  not  a  necessary  expense  in  carrying 
on  business.  Bowers  v.  Harding,  1  Q.  B.  560,  3  Tax  Cas.  22.  But 
a  parish  minister  may  deduct  the  cost  of  keeping  a  horse  and  car- 
riage as  part  of  the  necessary  expenses  of  his  avocation.  Jardine 
V.  Inland  Revenue,  [1907]  Sess.  Cas.  77. 

*  Commissioners  of  Taxation  v.  Teece  [1899]  App.  Cas.  254. 
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"ordinary  and  necessary  expenses"  will  depend  greatly  upon 
the  nature  of  the  business,  trade,  or  pursuit  carried  on.  But 
in  all  cases  the  prime  distinction  is  to  be  taken  between  in- 
vestment of  capital  assets  and  current  expenses.'*  Thus,  in  the 
case  of  a  manufacturing  establishment,  the  purchase  and  re- 
newal of  the  machinery  necessary  for  the  operation  of  the 
plant  would  be  regarded  as  an  investment  of  capital,  and  could 
not  be  deducted  as  an  item  of  expense.  This  was  brought  out 
in  an  English  case,  where  a  corporation,  with  a  view  to  ex- 
tending its  business,  opened  a  factory  and  installed  machinery, 
but  subsequently  closed  it,  removed  a  portion  of  the  ma- 
chinery, and  re-opened  the  factory  on  a  smaller  scale,  and 
thereby  lost  a  portion  of  the  original  expenditure.  This  was 
held  to  be  a  loss  of  capital,  and  that  no  deduction  could  be  al- 
lowed therefor  in  assessing  its  income  for  taxation. °  On  the 
other  hand,  where  the  business  is  one  which  is  carried  on  in  an 
office,  whatever  constitutes  permanent  equipment  might  be 
regarded  as  an  investment  of  capital,  but  whatever  is  current- 
ly consumed  or  used  up  in  the  ordinary  business  of  the  office 
(stationery,  for  example)  would  come  under  the  description 
of  expense.'^  Thus  it  is  held  that  ordinary  expenditures  made 
by  an  insurance  company  for  the  renewal  of  office  furniture 
and  other  such  perishable  equipment  does  not  constitute  an  ad- 
dition to  its  assets,  but  is  an  expense  of  maintenance  and  oper- 
ation, which  it  is  entitled  to  deduct  in  computing  net  income 


5  For  example,  an  English  case  holds  that,  where  a  plantation  is 
set  out  with  rubber  trees,  some  of  which  have  reached  the  age  of 
producing,  but  others  not,  the  expense  of  cultivating,  weeding,  and 
caring  for  those  portions  of  the  estate  not  yet  in  bearing  is  a  proper 
deduction,  and  as  it  is  an  annually  recurring  expense,  it  is  prima 
facie  not  capital  expenditure,  but  income  expenditure  and  so  de- 
ductible. Vallambrosa  Rubber  Co.  v.  Farmer,  [1910]  Sess.  Cas.  519. 
The  same  principle  would  of  course  apply  to  orchards,  orange  groves, 
and  vineyards. 

8  Smith  V.  Westinghouse  Brake  Co.,  2  Tex.  Cas.  357. 

'  In  a  case  where  the  taxpayer  claimed  a  deduction  for  necessary 
expenses  incurred  in  carrying  on  his  business  as  a  surveyor,  being 
the  cost  of  books  and  instruments  used  by  him,  it  was  held  that  the 
deduction  could  not  be  allowed.  In  re  Assessment  of  Taxes,  16 
Hawaii,  796. 
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for  the  purpose  of  the  tax.*  The  cost  of  raw  materials  is  nat- 
urally an  "expense"  to  the  manufacturer,  °  and  the  merchant 
will  reckon  as  an  "expense"  the  prime  cost  of  the  goods  which 
he  buys  to  sell  again,  including  such  items  as  freight  or  ex- 
pressage.  But  in  an  English  case,  where  part  of  the  business 
taken  over  by  a  company  consisted  of  unexecuted  contracts, 
it  was  held  that  the  price  paid  for  suqh  contracts  was  not  a 
proper  deduction  from  the  profits  arising  from  their  perform- 
ance.^" Wages  and  salaries  paid  to  clerks,  salesmen,  oper- 
atives, managers,  and  so  on,  are  alv/ays  an  expense  of  operat- 
ing any  business  in  which  their  employment  is  necessary  (see 
the  next  section),  and  although  the  point  has  not  often  been 
decided  with  reference  to  tax  laws,  it  can  hardly  be  doubted 
that  the  cost  of  advertising  should  be  accounted  an  "ordinary 
and  necessary  expense,"  in  view  of  the  conditions  under  which 
all  modern  business  is  transacted.^^  And  if  the  law  of  the 
state  or  an  ordinance  of  the  municipality  requires  the  payment 
of  an  annual  license  fee  or  occupation  tax,  as  a  condition  to 
the  right  to  carry  on  the  particular  business,  it  is  a  part  of  the 
necessary  and  proper  expense  thereof. ^^  But  in  England  it  is 
held  that  brewers  supplying  "tied"  houses  (that  is,  public 
houses  for  which  the  brewers  procure  and  pay  for  the  license, 
on  the  condition  that  the  house  shall  sell  no  other  beer  but 
theirs)  are  not  entitled  to  deduct  from  their  profits,  for  the  pur- 
pose of  the  income  tax,  the  expenses  of  unsuccessful  ap- 
plications for  new  licenses  for  such  houses. ^^  It  appears  also 
— though  the  question  has  more  frequently  arisen  in  other  con- 


8  Mutual  Benefit  Life  Ins.  Co.  v.  Herold,  198  Fed.  199. 

6  "In  ascertaining  expenses  proper  to  be  included  in  the  deductions 
to  be  made  under  the  item  of  'expenses,'  corporations  carrying  ma- 
terials and  supplies  on  hand  for  use  should  include  in  such  expenses 
the  charges  for  materials  and  supplies  only  to  the  amount  that  the 
same  are  actually  disbursed  and  used  in  operation  and  maintenance 
during  the  year  for  which  the  return  is  made."    Supra,  §  185,  art.  123. 

10  City  of  London  Contract  Corp.  v.  Styles,  2  Tax  Cas.  239. 

11  Foster  v.  Goddard,  1  Black  (U.  S.)  506,  17  L.  Ed.  228. 

12  Kane  v.  Schuylkill  Fire  Ins.  Co.,  199  Pa.  St.  205,  48  Atl.  989. 

13  Southwell  v.  Savill  Brothers,  Limited  [1901]  2  K.  B.  349,  4  Tax 
Cas.  430. 
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nections — ^that  money  paid  to  an  attorney  at  law  for  his  pro- 
fessional services,  in  advising  concerning  legal  problems  which 
arise  in  the  course  of  the  business  conducted,  and  in  drawing 
such  papers  as  require  legal  skill  and  knowledge,  may  justly 
be  treated  as  a  part  of  the  "expenses"  of  the  business,  ^*  and 
similar  decisions  are  to  be  found  in  regard  to  the  costs  and 
expenses  of  prosecuting  or  defending  suits  at  law,  when  litiga- 
tion becomes  a  necessary  incident  of  the  business,  either  for 
the  recovery  of  debts  or  the  repulse  of  unjust  claims.^^  Many 
other  items  of  expenditure  may  present  much  more  difficult 
problems,  but  in  general  it  may  be  said  that  the  test  is  to  de- 
termine whether  a  particular  outlay  was  an  investment  or  an 
expense  of  "maintenance  or  operation,"  and,  in  the  latter  case, 
whether  it  was  "necessary"  and  "ordinary."  ^°  In  an  English 
case,  it  appeared  that  a  colliery  company  was  a  member  of  a 
"coal  owners'  association,"  to  which  it  paid  an  annual  sub- 
scription based  on  its  output  of  coal.  The  object  of  the  as- 
sociation was  to  pay  to  its  members  an  indemnity  in  the  event 
of  deficiency  or  stoppage  of  output  caused  by  strikes  or  other 
such  interferences.  The  company  contended  that  the  subscrip- 
tion made  for  this  purpose  was  a  kind  of  insurance  and  there- 
fore deductible  as  an  expense  of  its  business.  But  the  court 
held  otherwise,  and  refused  to  permit  it  as  a  deduction  in  es- 

i''  Brady  v.  Dilley,  27  Md.  570. 

16  Babbitt  v.  Selectmen  of  Savoy,  3  Cush.  (Mass.)  530;  Scofield  v. 
Moore,  58  Hun  (N.  Y.)  601,  11  N.  T.  Supp.  303.  The  Treasury  de- 
partment rules  that  "costs  of  suits  and  other  legal  proceedings  aris- 
ing from  ordinary  business  may  be  treated  as  an  expense  of  such 
business,  and  may  be  deducted  from  gross  income  for  the  year  in 
which  such  costs  were  paid."  Instruction  No.  18,  on  Form  No. 
1040  (individual  income-tax  return),  printed  in  the  Appendix  to  this 
volume.  But  expenses  of  administration  of  an  estate,  such  as  court 
costs  and  attorneys'  fees,  are  chargeable  against  the  corpus  of  the 
estate,  and  not  allowable  as  deductions  in  the  return  of  a  fiduciary. 
Treasury  Decision  No.  2090,  December  14,  1914. 

16  On  this  point  the  following  rulings  of  the  Treasury  department 
are  instructive :  "General  expenses,  such  as  coal,  ship  stores,  etc., 
of  foreign  steamship  companies,  shall  be  prorated  as  provided  in 
the  act  for  interest  deductions  in  the  case  of  foreign  corporations." 
Supra,  §  185,  art.  116.  "Expenses  of  operation  and  maintenance 
shall  include  all  expenditures  for  material,  labor,  fuel,  and  other 
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timating  the  profits  of  the  company  for  income  taxation.^'  But 
this  decision  was  "distinguished"  in  a  later  case,  not  very  easy 
to  reconcile  with  it.  It  appeared  that  the  company  in  ques- 
tion was  a  member  of  an  association  of  manufacturers,  which 
was  mainly  formed  for  the  purpose  of  keeping  up  prices.  Un- 
der the  rules  and  pooling  arrangements  of  the  association,  the 
members  were  entitled  each  to  a  fixed  proportion  of  all  or- 
ders received,  and  any  member  invoicing  more  than  its  pro- 
portion must  pay  a  fixed  sum  per  ton  on  the  excess  to  the  pool 
account,  which  was  distributed  among  those  members  which 
had  invoiced  less  than  their  proportions.  It  was  held  that  the 
net  payments  made  by  the  company  to  the  association  (in- 
cluding a  share  of  administration  expenses)  in  excess  of  those 
received  from  the  association  by  the  company,  were  an  admis- 
sible deduction  for  the  purpose  of  arriving  at  the  company's 
taxable  profits.^*  Under  the  corporation  tax  law  of  1909,  the 
officers  of  the  treasury  department  ruled  that  sales  of  stock 
and  bonds  were  to  be  regarded  as  sales  of  capital  assets,  and 
should  be  so  accounted  for,  but  that  the  proceeds  derived  from 
the  sale  of  bonds,  used  in  defraying  ordinary  and  necessary 
expenses,  were  a  proper  deduction  in  determining  the  compa- 
ny's net  income.'^^  But  a  charge  entered  upon  the  books  of 
a  corporation  (in  whatever  form  as  a  matter  of  bookkeeping) 
because  of  the  sale  of  an  issue  of  its  bonds  at  less  than  their 
par  value,  to  the  extent  of  the  difference  between  the  amount 
received  and  the  nominal  value,  is  not  a  part  of  its  "expenses 
actually  paid  within  the  year"  to  be  deducted  from  gross  in- 
come.^" 

The  Treasury  department  rules  that  "the  reserve  required 
to  be  set  aside  by  banks  in  various  states,  and  kept  and  main- 
Items  entering  into  the  cost  of  tlie  goods  sold  or  inventoried  at  the 
end  of  the  year,  and  all  other  expenses  incurred  in  the  operation  of 
the  business,  except  such  as  are  required  by  the  act  to  be  segregated 
in  the  return."    Supra,  §  185,  art.  114. 

17  Rhymney  Iron  Co.  v.  Fowler  [1896]  2  Q.  B.  79,  3  Tax  Cas.  476. 

iR  Guest,  Keen  &  Nettlefolds,  Limited,  v.  Fowler  [1910]  1  K.  B. 
713,  5  Tax  Cas.  511. 

19  Treasury  Decisions,  No.  1742,  par.  55. 

2  0  Baldwin  Locomotive  Works  v.  McCoach,  215  Fed.  967. 
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tained  in  such  banks  as  a  guaranty  of  depositors  in  the  banks 
of  said  states  (which  said  guaranty  fund  is  subject  to  draft 
by  said  banking  commissions  or  boards,  in  amounts  to  be  de- 
termined by  said  state  banking  commissions  or  boards,  only 
for  the  purpose  of  supplying  deficiencies  in  estates  of  failed  or 
insolvent  banks)  is  not  an  expenditure  and  cannot  be  consid- 
ered either  as  a  tax  or  an  expense.  It  is  a  reserve  required 
to  be  kept  and  maintained  for  a  certain  and  specifically  desig- 
nated purpose.  The  amounts  actually  expended  from  such 
fund  in  paying  therefrom  drafts  of  the  state  banking  commis- 
sions or  boards  on  said  fund  are  in  the  nature  of  insurance 
cost,  and  as  such  may  be  deducted  as  a  business  expense.  The 
reserve,  per  se,  is  not  deductible  in  a  return  of  income.  (Treas- 
ury Decision  No.  2090,  December  14,  1914.) 

It  is  also  ruled  that  "in  case  of  a  public  utility  constructed, 
operated,  or  maintained  under  contract  with  any  State,  terri- 
tory, or  the  District  of  Columbia,  or  a  city,  where  a  portion 
of  the  net  earnings  of  such  public  utility  is  payable  under 
such  contract  to  the  State,  territory,  etc.,  the  amount  so  paid 
may  be  deducted  by  the  public  utility  operating  under  such 
contract  as  an  expense  of  business."     (Idem.) 

§  294.     Same ;  Wages  and  Salaries 

Wages  and  salaries  paid  to  clerks,  servants,  agents,  sales- 
men, managers,  superintendents,  ofHcers,  and  other  employes 
of  the  individual  or  corporate  taxpayer  are  deductible  from 
income,  either  because  specially  mentioned,  as  they  are  in  some 
of  the  statutes,  or  as  a  necessary  expense  of  conducting  the 
business. ^^  But  this  applies  only  to  the  compensation  of 
those  employes  or  agents  who  are  engaged  in  the  conduct  of 
the  business  from  which  the  income  is  derived,  as  under  the 
Wisconsin  statute,  where  a  deduction  is  allowed  for  "pay- 
ments made  within  the  year  for  personal  services  of  officers, 
and  employes  actually  employed  in  the  production  of  such  in- 
come."    This  might  cover  the  compensation  of  a  secretary, 

21  See  Dunwoody  v.  United  States,  22  Ot.  01.  269,  278;  Foster  v. 
Goddard,  1  Black  (U.  S.)  506,  17  L.  Ed.  228. 
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amanuensis,  or  stenographer,  if  occupied  in  the  work  of  a 
profession  or  vocation  carried  on  by  his  employer  and  from 
which  the  latter's  taxable  income  was  derived.  But  the  wages 
of  domestic  servants  would  be  classed  as  "family  or  living 
expenses,"  for  which  no  deduction  is  allowed. ^^  It  is  probably 
immaterial  whether  the  compensation  of  an  employe  is  paid  in 
the  form  of  a  fixed  annual  or  monthly  wage  or  in  the  form  of 
a  commission  on  sales  or  business  transacted.  Indeed,  the 
Treasury  department  rules  that  commissions  allowed  to 
salesmen,  although  paid  in  stock,  may  be  deducted  as  an  ex- 
pense of  the  business  if  so  charged  on  the  books  at  the  actual 
value  of  such  stock.^^  But  where  one  insurance  company 
buys  the  business  of  another,  and  agrees  to  employ  the  lat- 
ter's general  manager  at  a  fixed  annual  salary,  but  with  the 
privilege  of  commuting  such  salary  by  paying  him  a  gross 
sum  and  taking  his  agreement  not  to  enter  the  employ  of 
any  other  company,  and  does  so  commute,  the  payment  so 
made  is  part  of  the  consideration  of  the  transfer  of  the  busi- 
ness, and  therefore  capital  expenditure,  and  not  a  deductible 
expense.^* 

It  should  also  be  observed  that  an  individual  taxpayer  can- 
not escape  paying  the  income  tax,  or  reduce  its  burden,  by 
paying  himself  a  salary  for  his  own  services  in  supervising 
and  conducting  his  own  business,  and  then  deducting  the 
amount  of   it   from  the   income  which   the  business   yields. 


22  Bowers  v.  Harding,  1  Q.  B.  560,  3  Tax  Gas.  22.  And  see,  supra, 
§  293,  note  3. 

2  3  Supra,  §  185,  art.  117.  And  if  commissions  are  paid  to  salesmen 
in  cash,  as  a  part  of  the  expense  of  conducting  the  business,  they  are 
allowable  deductions  to  the  employer  paying  the  commission.  Treas- 
ury Decision  No.  2090,  December  14,  1914.  The  department  has  also 
ruled  that  so-called  "spending  money"  or  "treating  money,"  actually 
advanced  by  corporations  to  their  traveling  salesmen,  and  as  a  part 
of  the  expense  of  selling  the  product  of  the  corporation,  is  an  allow- 
a()le  deduction  in  the  corporation's  return  of  income.  But  there 
must  be  some  showing  that  all  the  allowance  claimed  as  a  deduction 
was  actually  expended  for  the  purpose  for  which  the  allowance  was 
made.     Idem. 

2  4  Royal  Ins.  Co.  v.  Watson  [1897]  App.  Cas.  1,  3  Tax  Cas.  500. 
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Some  statutes  specially  provide  against  this,  as  in  South  Car- 
olina, where  the  deduction  includes  "the  necessary  expenses 
actually  incurred  in  carrying  on  any  business,  occupation,  or 
profession,  not  including  remuneration  to  the  taxpayer  for 
personal  supervision."  And  under  any  such  statute,  it  is  be- 
lieved, this  would  be  regarded  as  a  cheat  or  evasion  which  the 
courts  would  not  sanction.  Thus,  in  a  Scotch  case,  it  was 
ruled  that,  where  testamentary  trustees  receive  annually  the 
income  of  property  and  distribute  it  among  the  beneficiaries, 
the  whole  of  such  income  is  taxable,  without  deduction  of  the 
expenses  incurred  in  the  management  or  administration  of  the 
trust. ^^  And  in  the  case  of  a  corporation  where  practically 
the  whole  of  the  stock  is  owned  by  one  person,  or  perhaps  by 
two  former  partners  who  have  simply  incorporated  their  busi- 
ness, the  same  principle  applies.  It  has  been  ruled  that  sal- 
aries paid  to  an  officer  who  is  a  stockholder,  to  constitute  an 
allowable  deduction,  must  be  a  reasonable  and  fair  compensa- 
tion for  the  services  rendered,  without  regard  to  the  amount 
of  stock  which  such  officer  may  hold,  and  must  have  been  au- 
thorized by  the  board  of  directors  and  made  a  matter  of  rec- 
ord on  the  minute  books  of  the  corporation.^^  But  "amounts 
paid  as  compensation  or  additional  compensation  to  officers 
or  employes,  which  amounts  are  based  upon  the  stock  hold- 
ings of  such  officers  or  employes,  are  held  to  be  dividends, 
and  although  paid  in  lieu  of  salaries  or  wages,  are  not  allow- 
able deductions  from  gross  income,  for  the  reason  that  divi- 
dends are  not  deductible."  ^^ 

§  295.     Same ;  Gifts,  Charities,  Pensions  to  Employes 

The  ruling  of  the  United  States  Treasury  department  on 
this  subject  is  that  money  or  any  other  thing  of  value  dis- 
posed of  by  way  of  gift,  donation,  or  endowment,  shall  not 
be  deducted  or  made  the  basis  for  a  deduction  from  the  in- 


2  5Aikin  v.  Macdonald's  Trustees,  32  Scotch  Law  Rep.  85,  3  Tax 
Cas.  306. 

2  8  Treasury  Decisions,  No.  1742,  par.  81. 
27  Supra,  §  185,  art.  119. 
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come  of  persons  or  corporations  in  their  tax  returns  under 
the  income  tax  law.^°  And  this  ruling  is  fortified  by  a  deci- 
sion to  the  effect  that  money  paid  out  by  a  corporation  for 
charities  is  not  a  part  of  its  expenses  which  may  be  deducted 
from  gross  income,  in  ascertaining  its  taxable  net  income.^" 
As  applied  to  voluntary  payments  or  presents  by  a  corporation 
to  its  employes,  the  rule  is  that  amounts  paid  for  pensions  to 
retired  servants,  or  to  their  families  or  others  dependent  upon 
them,  or  paid  on  account  of  injuries  received  by  employes, 
are  proper  deductions  as  "ordinary  and  necessary  expenses," 
but  that  gifts  or  gi^atuities  to  employes  in  the  service  of  a 
corporation  are  not  properly  deductible  in  ascertaining  its 
net  income.^"  But  it  is  also  ruled  that  "donations  made  for 
purposes  connected  with  the  operation  of  the  property,  when 
limited  to  charitable  institutions,  hospitals,  or  educational  in- 
stitutions, conducted  for  the  benefit  of  its  employes  or  their 
dependents,  shall  be  a  proper  deduction  for  ordinary  and 
necessary  expenses."  ^^  But  there  is  a  decision  in  an  English 
case  that  voluntary  contributions  made  by  a  minister  towards 
the  stipend  of  his  assistant  minister  are  not  an  allowable  de- 
duction, although  it  was  necessary  for  him  to  supplement  the 
stipend  in  this  way  in  order  to  secure  a  competent  assistant.^^ 
A  problem  of  more  difficulty  was  presented  in  a  case  where  S., 


28  Supra,  §  103. 

2  9  Baldwin  Locomotive  Works  v.  McCoach,  215  Fed.  907. 

30  Treasury  Decisions  No.  1742,  par.  64.  And  see,  supra,  §  1S5,  art. 
120. 

31  Supra,  §  185,  art.  121.  A  later  ruling,  more  fully  explanatory  of 
this  point  is  that  "donations  by  corporations  which  legitimately  rep- 
resent a  consideration  for  a  benefit  flowing  directly  or  indirectly  to 
the  corporation  as  an  incident  of  its  business  are  allowable  deduc- 
tions from  gross  income  in  ascertaining  net  income  subject  to  the 
income  tax ;  as,  donations  to  a  hospital,  upon  consideration  that 
employees  of  the  corporation  are  to  have  a  ward  for  their  use  in  case 
of  accident  or  illness.  The  absence  of  consideration  moving  in  some 
form  to  the  corporation  will  make  a  contribution  a  mere  gratuity ; 
and  gratuities  are  not  allowable  deductions  in  a  return  of  income  by 
corporations."    Treasury  Decision  No.  2090,  December  14,  1914. 

3  2  Lothian  v.  Macrae,  22  Scotch  Law  Kep.  219,  2  Tax  Cas.  65. 
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a  manufacturing  corporation,  entered  into  an  agreement  with 
W.,  another  manufacturing  company,  in  the  same  line  of  busi- 
ness, whereby,  in  return  for  the  right  to  nominate  a  majority 
of  the  directors  of  W.,  the  S.  company  undertook  to  pay  to  W. 
each  half  year  such  a  sum  as  might  be  necessary  to  make  up 
any  deficit  in  the  dividend  on  W.'s  preferred  stock.  As, this 
was  done  for  business  reasons,  and  to  promote  the  trade  of  S., 
it  was  held  not  to  be  a  charity,  but  a  subsidy  granted  for 
trade  purposes,  and  therefore  was  considered  properly  deduc- 
tible, under  the  head  of  "expenses,"  for  the  purpose  of  the 
income  tax.'' 

§  296.     Same;  Traveling  Expenses 

The  expenses  of  a  journey  may  be  included  in  the  "neces- 
sary and  ordinary  expenses"  of  carrying  on  a  given  busi- 
ness, where  the  journey  is  made  as  a  necessary  incident  of 
the  business  or  is  otherwise  undertaken  directly  for  its  expan- 
sion or  advantage,  as,  where  a  traveling  salesman  is  allowed 
his  expenses  on  the  road,  where  the  business  of  an  individual 
necessarily  requires  him  to  move  from  place  to  place,  where 
a  buyer  for  a  store  is  sent  to  a  distant  market  to  replenish 
the  stock,  or  where  an  officer  of  a  corporation  travels  on  its 
necessary  and  proper  errands.'*  But  traveling  expenses  are 
not  deductible  where  they  are  incurred  merely  for  the  comfort 
or  convenience  of  the  person  concerned.  Thus,  a  public  offi- 
cer, whose  duties  are  to  be  performed  in  one  place,  but  who 
chooses  to  reside  in  another,  is  not  entitled  to  deduct,  for  the 
purpose  of  the  income  tax,  his  expenses  incurred  in  going  to 
and  fro  between  the  two  places.'^  And  where  the  directors 
of  a  corporation  travel  from  their  places  of  residence  to  the 
place  of  meeting  of  the  company,  their  traveling  expenses 
are  not  an  allowable  deduction.'"     But  it  is  at  least  doubtful 


3  3  Moore  v.  Stewarts  &  Lloyds,  Ltd.,  8  Eraser,  1129. 

31  See  Jardlne  v.  Inland  Revenue  [1907]  Sess.  Gas.  77,  holding 
that  a  parish  minister  may  deduct  the  cost  of  keeping  a  horse  and 
carriage  as  part  of  the  necessary  expenses  of  his  avocation. 

35  Cook  V.  Knott,  2  Tax  Gas.  246. 

3  6  Eevell  V.  Directors  of  Elworthy  Bros.,  Limited,  3  Tax  Gas.  12. 
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whether  hotel  bills  and  other  items  of  personal  expenditure 
can  be  brought  under  the  description  of  "traveling  expenses" 
in  any  case  where  such  expenses  might  constitute  a  proper  de- 
duction from  income.  The  precise  question  has  not  arisen 
under  the  income  tax  laws,  but  analogous  cases  are  not  want- 
ing. Thus,  in  a  contract  of  employment  of  a  traveling  sales- 
man for  a  certain  salary  per  annum  and  an  allowance  for 
expenses  not  to  exceed  a  certain  sum  per  day,  the  word  "ex- 
penses" was  construed  as  not  including  the  living  expenses  of 
the  salesman.^''  And  a  similar  decision  was  made  in  a  case 
in  Ohio,  on  the  construction  of  a  statute  allowing  to  a  county 
commissioner  his  "reasonable  and  necessary  expenses  actually 
paid  in  the  discharge  of  his  official  duties."  It  was  held  that 
this  meant  official  expenses  only,  as  distinguished  from  those 
which  pertained  to  the  commissioner's  personal  comfort  and 
necessities.  The  court  said  that,  for  his  personal  expenses 
of  any  kind,  he  could  claim  nothing  beyond  his  per  diem  com- 
pensation and  mileage;  and  it  was  a  fair  inference  that,  if 
it  had  been  intended  to  reimburse  him  for  board  or  traveling 
expenses  in  addition  to  mileage,  when  traveling  on  county 
business,  the  legislature  would  have  expressed  that  intention 
in  plain  terms.'' 

§  297.     Same ;  Cost  of  Insurance 

Premiums  paid  for  policies  of  fire  insurance  were  allowed 
to  be  deducted  from  the  taxpayer's  net  income  under  the  fed- 
eral income  tax  act  of  1894,  and  although  this  item  is  not 
specified  in  the  statute  now  in  force,  nor  in  the  laws  of  the 
states,  it  cannot  be  doubted  that  it  should  be  allowed  as  a  part 
of  the  "necessary  and  ordinary"  expense  of  conducting  a 
business,  where  the  insurance  is  written  on  any  building  in 
which  the  business  is  carried  on,  or  on  a  stock  in  trade,  or 
on  unfinished  products  of  a  factory,  or  on  office  furniture 
and  fixtures,  though  of  course  the  cost  of  insuring  one's  dwell- 
ing could  not  be  so  deducted.    This  is  also  the  rule  in  Eng- 


sTDowd  v.  Krall,  32  Misc.  Rep.  (N.  Y.)  252,  65  N.  Y.  Supp.  797. 
3  8  Richardson  v.  State,  66  Ohio  St.  108,  63  N.  E.  593. 
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land  under  the  income  tax  law  of  that  country,"  and  it  is 
a  general  principle  of  law  that  the  cost  of  insurance  is  prop- 
erly included  under  the  head  of  "expenses"  in  almost  any  con- 
nection in  which  that  term  can  be  used.*"  Thus,  as  between  a 
life  beneficiary  and  a  remainderman,  premiums  paid  for  fire 
insurance  on  the  premises  are  a  proper  expense  of  adminis- 
tering the  property  and  are  therefore  payable  out  of  income.*^ 
But  where,  under  a  life  insurance  policy,  the  insurer  advances 
the  annual  premium  to  the  assured  as  a  loan  on  the  security 
of  the  policy,  and  gives  him  a  receipt  for  the  premium  as 
"paid,"  the  assured  is  not  entitled  to  deduct  the  amount  of 
the  premium  from  his  gross  income,  for  it  is  not  in  fact  "paid 
by  him."  *'  And  funds  set  aside  by  a  corporation  as  a  re- 
serve for  insuring  its  own  property  cannot  be  claimed  as  de- 
duction, although  any  loss  actually  sustained  and  charged  to 
such  fund  may  be  deducted.*^ 

§  298.     Same ;  Rent  of  Land,  Buildings,  or  Equipment 

The  act  of  Congress  in  force  allows  corporations  to  deduct 
from  net  income,  under  the  head  of  expenses,  "rentals  or  other 
payments  required  to  be  made  as  a  condition  to  the  contin- 

80  Society  of  Writers  to  the  Signet  v.  Inland  Revenue,  24  Scotcli 
Law  Rep.  27,  2  Tax  Cas.  257. 

io  See  Foster  v.  Goddard,  1  Black  (U.  S.)  506,  17  L.  Ed.  228.  The 
Treasury  Department  rules  that  premiums  paid  for  insurance  on 
property  which  is  not  occupied  by  the  owner  as  a  dwelling,  but  is 
rented  or  leased  to  secure  an  income,  constitute  allowable  deductions 
in  computing  his  net  income.  But  premiums  paid  on  life  insurance 
by  the  insured  cannot  be  deducted.  However,  premiums  paid  on  life 
insurance  taken  out  by  a  partnership  upon  the  lives  of  individual 
members  of  such  partnership  constitute  allowable  deductions  in  as- 
certaining the  net  earnings  of  the  partnership.  But  when  such  poli- 
cies mature,  or  upon  the  death  of  the  insured  partner,  the  amount 
received  from  the  Insurance  company  should  be  included  in  the  gross 
Income  of  the  partnership.  So  also,  in  cases  where  corporations  pay 
premiums  on  insurance  policies  insuring.  In  favor  of  the  corporations, 
the  lives  of  officers  or  others,  such  premiums  may  allowably  be  de- 
ducted from  the  gross  Income  of  the  corporations  paying  the  same. 
Treasury  Decision  No.  2090,  December  14,  1914. 

41  Bridge  V.  Bridge,  146  Mass.  373,  15  N.  E.  899. 

42  Hunter  v.  King,  [1904]  App.  Cas.  161. 

43  Supra,  §  185,  art.  122. 
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ued  iise  or  possession  of  property,"  **  and  although  this  is  not 
repeated  in  the  provisions  relating  to  individual  taxpayers,  it 
seems  -clear  that,  in  the  case  of  any  business  conducted  on 
leased  premises,  the  rent  is  a  "necessary  expense"  of  the  busi- 
ness. Rent  is  not  specially  mentioned  in  the  statutes  of  the 
several  states,  except  Virginia,  w^here  the  rent  paid  for  agri- 
cultural land  is  allowed  to  be  deducted  from  the  profit  real- 
ized on  the  crops.  But  only  the  actual  rent  paid,  or  the  actual 
rental  value  of  the  premises,  can  be  thus  deducted,  and  not 
the  additional  expense  which  may  be  incurred  in  the  purchase 
of  a  lease  for  a  term  of  years.  Thus,  the  English  courts  hold 
that  where  leasehold  premises  are  purchased  and  used  for 
trade  purposes,  the  deduction  from  the  assessment  on  the 
trade  profits  in  respect  to  such  premises  must  be  limited  to 
the  existing  annual  value  thereof,  whatever  may  have  been 
the  premium  originally  paid,  that  is,  the  tenant  is  only  enti- 


**  Supra,  §  35.  A  corporation  is  entitled  to  deduct  the  entire 
amount  of  rent  wliich  it  pays  for  the  building  in  which  its  business 
is  carried  on,  although  a  part  of  the  building  is  used  as  a  dwelling 
for  the  manager  of  the  business.  Russell  v.  Town  &  County  Bank,  L. 
R.  13  App.  Gas.  418.  Payments  measured  by  a  fixed  percentage  on. 
the  stock  of  a  railroad  corporation,  whose  lines  are  leased  by  another 
railroad  corporation,  and  which  rent  is  payable  by  the  lessee  diret'tl.y 
to  the  stockholders  of  the  lessor  corporation,  have,  under  the  income 
tax  law,  with  respect  to  the  corporation  paying  such  sums,  the  status 
of  a  rental  payment.  In  such  cases  there  are  two  corporations  in- 
volved, the  lessor  and  the  lessee,  one  the  rent  payer  and  the  other 
the  rent  receiver.  To  the  lessee,  rental  payments  are  an  expense  of 
operation ;  to  the  lessor,  the  rentals  are  an  income.  A  contract 
which  provided  that  the  rentals  shall  be  paid  to  a  third  party,  not 
a  party  to  the  contract,  does  not  change  the  character  of  the  payment, 
nor  relieve  the  lessor  from  liability  to  tax  on  the  rental  income 
which  the  lessee  pays  to  it  or  to  such  third  party.  The  income  of 
the  third  party,  the  stockholder,  is  dividends  on  the  stock  which  he 
holds  in  the  lessor  company.  Dividends  cannot  be  paid  unless  the 
lessor  has  an  income  out  of  which  to  pay  them.  Hence  the  lessor 
company  is  required  under  the  law  to  return  as  income  the  rentals 
which  the  lessee  is  required  to  pay.  In  paying  direct  to  the  stock- 
holders, the  lessee  is  acting  as  the  agent  of  the  lessor,  and  the 
amounts  received  by  stockholders  are,  in  effect  and  in  fact,  dividends 
received  out  of  the  earnings  of  the  lessor.  Treasury  Decision  No. 
2090,  December  14,  1014. 
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tied  to  deduct  the  annual  rent,  and  not  to  amortize  the  pre- 
mium by  distributing  it  over  the  years  yet  to  run.*^  So  they 
hold  that  a  brewer  paying  a  premium  for  a  lease  of  a  public 
house,  for  the  purpose  of  letting  it  to  a  tenant  under  a  cove- 
nant to  buy  beer  brewed  by  him,  is  not  entitled  to  a  deduction 
on  account  of  the  gradual  exhaustion  of  the  premium.'"'  That 
rent  paid  for  personal  property,  as  well  as  for  land,  may  be 
an  expense  of  the  business  in  which  it  is  employed,  appears 
from  a  case  in  Pennsylvania,  where  it  was  held  that  compen- 
sation for  the  use  of  rolling-stock  or  other  equipment  which 
is  hired,  and  not  owned,  by  a  railroad  company,  is  certainly 
a  part  of  the  expense  of  the  business  which  it  transacts,  and 
is  therefore  a  part  of  the  operating  expenses  of  the  road.*' 
But  the  English  law  does  not  permit  the  deduction,  as  an 
expense  of  business,  of  royalties  paid  for  the  use  of  a  patent.''^ 

§  299.     Same;    Mining  Operations 

The  rule  is  settled  in  England  that  the  cost  of  sinking  a  pit 
or  shaft  on  a  coal  or  iron  mining  property,  to  open  up  new 
seams  or  deposits,  is  an  expenditure  of  capital  and  properly 
chargeable  to  that  account,  and  cannot  be  regarded  as  an  ordi- 
nary expense  of  the  business,  so  as  to  be  deductible  from  in- 
come for  the  purpose  of  estimating  the  taxable  net  income.'"' 
And  a  tenant  of  minerals,  though  he  may  be  under  a  constant 
vanishing  expense  in  sinking  new  pits  as  the  old  ones  become 
exhausted,  is  not  entitled,  in  computing  his  profits  for  the 
assessment  of  the  income  tax,  to  deduct  from  the  gross  prof- 
its  a  sum  estimated  as  representing  the  amount  of  capital 


4  6  Gillatt  V.  Colciuhoun,  2  Tax  Cas.  76. 

4  6  Watney  v.  Musgrave,  L.  R.  5  Ex.  Div.  241,  1  Tax  Cas.  272. 

*■!  Commonwealth  v.  PMladelphia  &  B.  R.  R.,  164  Pa.  St.  252,  30 
Atl.  145. 

48  Lanston  Monotype  Corp.  v.  Anderson,  [1911]  2  K.  B.  1019. 

4  9  In  re  Addie  &  Sons,  12  Scotch  Law  Rep.  274,  1  Tax  Cas.  1.  But 
see  Morant  v.  Wheal  GrenvUle  Min.  Co.,  71  Law  T.  758,  holding  that 
the  question  of  whether  the  cost  of  sinking  a  shaft  by  a  mining 
company  is  a  capital  expenditure  or  a  working  expenditure,  or  partly 
the  one  and  partly  the  other,  is  a  question  of  fact  to  be  decided  on 
the  circumstances  of  each  ca.se. 
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expended  in  making  bores  and  sinking  pits  which  have  be- 
come exhausted  by  the  year's  work/"  But  in  construing  and 
applying  the  corporation  tax  act  of  Congress  of  1909,  the 
Commissioner  of  Internal  Revenue  made  a  regulation  that 
the  cost  of  drilling  wells,  by  natural-gas  companies,  might  be 
charged  to  expense  account,  rather  than  investment  account, 
and  so  allowed  in  their  returns.  It  was  said:  "The  cost  of 
drilling  gas  wells  has  been  held  by  competent  authorities  as 
properly  chargeable  to  either  investment  or  expense.  While 
it  is  preferred  that  the  cost  of  drilling  wells  be  charged  to  in- 
vestment, the  general  custom  of  producers  of  natural  gas  in 
charging  the  cost  of  drilling  to  expense  will  be  recognized, 
and  returns  of  net  income  may  be  made  in  accordance  there- 
with. Each  return  of  annual  net  income  should  in  such  case 
state  that  the  expense  of  drilling  gas  wells  has  been  charged 
to  expense.  All  other  expenditures  in  tangible  property  in 
development  work  shall  be  chargeable  to  capital  assets."  ^^ 
But  the  Commissioner  also  ruled  that,  in  the  case  of  petroleum 
producing  properties,  the  cost  of  drilling  and  equipping  new 
producing  wells  should  be  considered  and  treated  as  an  addi- 
tion to  capital  investment  account,  but  that  the  expense  of 
drilling  holes  which  proved  to  be  dry  might  be  charged  to 
profit  and  loss.''^ 

§  300.     Same;  Judgments 

If  a  judgment  is  recovered  against  the  taxpayer  (whether  an 
individual  or  a  corporation)  and  paid  within  the  year  for  which 
the  return  is  to  be  made,  the  question  whether  it  is  deductible 
as  an  "ordinary  and  necessary  expense"  should  be  determined 
by  reference  to  the  cause  of  action  on  which  it  was  recovered. 
If  the  claim  was  for  goods  sold,  money  had  and  received,  serv- 
ices rendered,  or  otherwise  founded  on  contract  or  quasi  con- 
tract, it  should  be  easy  to  determine  whether  the  plaintiff's 
demand  arose  out  of  or  was  incident  to  the  conduct  of  the  de- 

Bo  Coltness  Iron  Co.  v.  Black,  L.  E.  6  App.  Cas.  315. 
51  Treasury  Decisions,  No.  1754. 
02  Treasury  Decisions,  No.  1755. 
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fendant's  business,  and  if  so,  the  change  in  its  form,  from  a 
disputed  claim  to  a  judgment,  should  not  affect  the  question  of 
its  allowance  as  a  deduction.  But  in  the  case  of  a  judgment  for 
a  tort,  the  matter  is  not  so  clear.  So  far  as  the  authorities  go, 
they  may  be  said  to  favor  the  rule  that  if  the  tort  was  com- 
mitted directly  in  the  course  of  the  business  operations  of  the 
defendant,  or  the  circumstances  constituting  it  were  such  as 
might  ordinarily  arise  in  the  prosecution  of  that  business,  then 
the  payment  of  the  damages  (whether  by  settlement  out  of 
court  or  after  judgment)  may  be  regarded  as  an  "expense"  of 
the  business.  But  if  the  tort  had  no  connection  with  the  busi- 
ness carried  on,  and  did  not  arise  out  of  its  usual  or  ordinary 
conduct,  it  cannot  be  considered  as  an  expense  of  that  busi- 
ness. And  this  would  naturally  apply  also  to  torts  having 
also  a  criminal  aspect,  such  as  libel  or  slander  or  assault  and 
battery.  Thus  it  was  ruled,  under  the  corporation  tax  law  of 
1909,  that  amounts  paid  on  account  of  injuries  received  by  em- 
ployes in  the  course  of  their  employment  would  be  proper  de- 
ductions as  ordinary  and  necessary  expenses  of  the  business.  ^^ 
And  in  an  English  case,  the  Lord  Chancellor  gave  as  an  illus- 
tration of  an  allowable  deduction  "losses  sustained  by  a  rail- 
way company  in  compensating  passengers  for  accidents  in 
traveling."  ^*  So  again,  a  decision  in  Massachusetts  holds  that 
the  "operating  expenses"  of  a  railroad  company  should  be 
construed  to  include  a  claim  for  damages  done  to  property  by 
the  railroad  company  in  negligently  running  a  train  at  a  high- 
way crossing."^  But  on  the  other  hand,  where  a  brewery  com- 
pany owned  an  inn,  which  was  carried  on  by  a  manager  as 
a  part  of  its  business,  and  a  customer  sleeping  in  the  inn  was 
injured  by  the  fall  of  a  chimney,  which  accident  was  attributa- 
ble to  the  negligence  of  the  company's  servants,  and  he  re- 
covered a  judgment  for  damages,  it  was  held  that  the  amount 
thereof  could  not  be  deducted  in  estimating  the  balance  of 
profits  for  the  purpose  of  the  income  tax,  the  loss  not  being 

5  3  Treasury  Decisions,  No.  1742,  par.  64. 

64  Strong  &  Co.  v.  Woodifield  [1906]  App.  Cas.  448. 

65  Smith  V.  Eastern  R.  Co.,  124  Mass.  154. 
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connected  with  or  arising  out  of  the  trade,  and  not  being 
money  wholly  or  exclusively  laid  out  for  the  purposes  of  the 
trade.''  And  in  the  case  in  which  this  decision  was  made,  a 
further  illustration  was  given,  as  follows:  "If  a  man  kept  a 
grocer's  shop,  for  keeping  which  a  house  is  necessary,  and 
one  of  the  window  shutters  fell  upon  and  injured  a  man  walk- 
ing in  the  street,  the  loss  thereby  arising  to  the  grocer  ought 
not  to  be  deducted"  from  net  taxable  income. 

§  301.     Repairs,  New  Buildings,  and  Improvements 

The  cost  of  repairs  to  property,  such  as  may  be  necessary 
to  restore  dilapidation  or  to  keep  it  in  serviceable  and  eificient 
condition  for  the  purpose  of  the  business  in  which  it  is  em- 
ployed, is  plainly  deductible  as  an  "ordinary  and  necessary  ex- 
pense" of  the  business  or  of  "the  maintenance  and  operation 
of  the  business  or  property,"  as  these  terms  are  used  in  the 
income  tax  laws.  Thus,  under  the  act  of  Congress  of  1864,  it 
was  said:  "The  object  of  the  law  was  to  impose  a  tax  on  net 
income  or  profits  only,  and  that  cannot  be  regarded  as  net  in- 
come or  profits  which  is  required  and  expended  to  keep  the 
property  up  in  the  usual  condition  proper  for  operation.  Such 
expenditure  is  properly  classed  with  repairs,  which  are  a  part 
of  the  current  expenses."  °'  And  it  has  been  ruled  that  the 
cost  of  erecting  a  building,  if  included  in  the  terms  of  a  lease 
under  which  the  property  is  held  by  a  corporation,  is  a  proper 
deduction  from  its  return  of  income  for  taxation,  but  should 
be  prorated  according  to  the  time  fixed  by  the  lease.°'    But  if 


66  strong  &  Co.  v.  Woodifleld  [1906]  App.  Cas.  448. 

BT  Grant  v.  Hartford  &  N.  H.  R.  Co.,  93  U.  S.  225,  23  L.  Ed.  878. 
"Incidental  repairs,  whicli  neither  add  to  the  value  of  the  property 
nor  appreciably  prolong  its  life,  but  keep  it  in  an  operating  condi- 
tion, may  be  deducted  as  expenses."  Internal  Revenue  Regulations 
No.  33,  art.  131,  supra,  §  185,  art.  131. 

68  Treasury  Decisions,  No.  1742,  par.  51.  "The  cost  of  erecting 
permanent  buildings  on  ground  leased  by'  a  company  is  a  proper  de- 
duction as  a  rental  charge,  provided  such  buildings  are  left  on  the 
ground  at  the  expiration  of  the  lease  as  a  part  of  the  rental  payment. 
In  such  case,  the  cost  will  be  prorated  according  to  the  number  of 
years  constituting  the  term  of  the  lease,  and  the  annual  deduction 
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a  corporation  has  been  allowed  a  deduction  for  repairs  to,  and 
renewals  of,  its  machinery  and  other  appliances,  sufficient  to 
cover  the  actual  loss  by  wear  and  tear,  it  cannot  be  allowed 
a  further  deduction  for  estimated  depreciation  of  its  plant ;  in 
other  words,  it  cannot  "get  deduction  for  deterioration  twice 
over."  "^  But  "repairs"  do  not  include  new  constructions. 
And  the  income  tax  laws  generally  provide  that  no  deduction 
shall  be  allowed  to  the  taxpayer  for  money  laid  out  in  the 
cost  of  new  buildings,  permanent  improvements,  or  better- 
ments, made  to  increase  the  value  of  his  property  or  estate."" 
This  is  in  accordance  with  general  principles  of  law.  Thus,  in 
estimating  the  profits  of  the  business  of  a  partnership,  it  is  er- 
ror to  include  among  the  expenditures  such  amounts  as  have 
been  expended  in  permanent  improvements  to  the  real  estate 
of  the  firm.  Such  improvements  must  be  regarded  as  an  in- 
vestment of  capital."^  So,  a  corporation  purchasing  gas  works 
in  a  defective  structural  condition  is  not  entitled  to  deduct,  in 
making  its  return  of  income  for  taxation,  sums  set  aside  an- 
nually out  of  the  profits  to  be  expended  in  future  years  on  re- 
storing the  plant  and  apparatus."^  And  a  railway  company 
is  not  entitled  to  deduct  from  its  profits  sums  expended  in 
improving  a  section  of  the  line  so  as  to  bring  it  up  to  the  stand- 


will  be  made  accordingly."  Internal  Revenue  Regulations  No.  33, 
art.  115,  supra,  §  1S5,  art.  115. 

6  9  Caledonian  Ry.  Co.  v.  Banks,  18  Scotch  Law  Kep.  85,  1  Tax 
Gas.  487. 

6  0  "Amounts  expended  in  additions  and  betterments  which  consti- 
tute an  increase  in  capital  investment  are  not  a  proper  deduction." 
Internal  Revenue  Regulations  No.  33,  art.  118,  supra,  §  185,  art.  118. 
Additional  machinery  installed  in  a  sugar  mill  is  a  "betterment,"  not- 
withstanding the  fact  that  it  is  necessary  in  order  to  keep  the  plan- 
tation up  to  its  former  efficiency.  In  re  Income  Tax  Appeal  Cases, 
IS  Hawaii,  596.  But  the  provision  that  no  deduction  shall  be  made 
for  new  buildings  or  improvements  "made  to  increase  the  value  of 
any  property  or  estate"  does  not  imply  that  deduction  may  be  made 
for  all  amounts  so  paid  out  which  do  not  in  fact  increase  the  value 
of  the  property.  Hawaiian  Commercial  &  Sugar  Co.  v.  Tax  Assessor, 
14  Hawaii,  601,  28  Ann.  Cas.  980. 

61  Braun's  Appeal,  105  Pa.  St.  414. 

62  Clayton  v.  New  Castle-Under-Lyme  Corp.,  2  Tax  Cas.  416. 
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ard  of  the  main  line,  nor  the  cost  of  the  extra  weight  of  heavy 
rails  and  other  equipment  substituted  for  lighter  ones."''  In 
this  connection,  however,  it  is  pertinent  to  remark  that  mod- 
ern ideas  of  sound  corporation  finance  require  that. only  those 
expenditures  for  improvements  or  betterments  should  be 
charged  to  capital  accounts  which  will  bring  in  new  income,  in- 
crease current  income,  or  lessen  the  cost  of  production.  Those 
which  do  not  increase  the  productivity  of  the  plant,  in  one 
way  or  the  other,  are  charged  against  working  expenses,  repair 
or  replacement  account,  or  profit  and  loss.  In  this  view,  if  a 
railroad  company  replaces  a  wooden  bridge  with  a  stone  or 
steel  bridge,  it  would  not  be  treated  as  an  investment  of  capital 
assets,  unless,  perhaps,  it  was  part  of  a  comprehensive  system 
of  improvements  undertaken  with  a  view  to  running  heavier 
trains  and  handling  a  large  volume  of  traffic. °^  But  the  few 
decisions  which  have  been  rendered  on  this  point  under  the 
income  tax  laws  regard  it  in  a  different  aspect.  In  Hawaii,  it 
is  held  that  the  cost  of  a  replacement  may  be  allowed  as  a 
deduction  if  the  old  article  is  practically  but  not  totally  aban- 
doned, and  that  expenditure  for  a  steel  and  concrete  bridge 
to  replace  a  wooden  one  is  deductible  as  a  replacement  only 
up  to  the  cost  of  a  new  bridge  like  the  old  one ;  beyond  that 
it  is  a  "betterment."  *^  Under  the  Civil  War  income  tax  law, 
it  was  held  that,  where  a  railroad  company  replaces  an  old 
and  worn-out  bridge  by  another  of  like  dimensions  and  ma- 
terials, the  outlay  may  be  described  as  "repairs";  but  if  the 
old  bridge  is  replaced  by  a  new  one  of  much  more  costly  and 
valuable  type,  as,  stone  instead  of  wood,  its  cost  may  be 
charged  as  "expenses"  of  the  company's  business.'"'  But  in 
view  of  the  provision  that  no  deduction  shall  be  allowed  "for 
any  amount  paid  out  for  new  buildings,  permanent  improve- 
ments, or  betterments,  made  to   increase   the  value  of   any 

63  Highland  Ry.  Co.  v.  Balderstone,  26  Scotch  Law  Kep.  657,  2 
Tax  Cas.  485. 

6*  See  Greene,  Corporation  Finance  (3d  edn.,  1904)  p.  86. 

65  In  re  Income  Tax  Appeal  Cases,  18  Hawaii,  596. 

66  Hartford  &  N.  H.  R.  Co.  v.  Grant,  9  Blatchf.  542,  Fed.  Cas.  No. 
6,159. 
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property  or  estate,"  "  it  seems  scarcely  possible  that  this  last 
view  should  now  be  held  sound. 

§  302.     Interest  on  Indebtedness 

The  income  tax  law  of  Wisconsin  allows,  in  the  case  of 
the  individual  only,  the  deduction  of  "interest  paid  within  the 
year  on  existing  indebtedness."  That  of  Hawaii  provides  for 
the  deduction  of  "all  interest  paid  by  such  person  or  corpora- 
tion on  existing  indebtedness."  The  act  of  Congress  of  1913 
discriminates  between  individuals  and  corporations.  In  the 
case  of  the  former,  it  allows  a  deduction  of  "all  interest  paid 
within  the  year  by  a  taxable  person  on  indebtedness."  °*  But 
in  the  case  of  a  corporation,  the  deduction  allowed  is  of  "in- 
terest accrued  and  paid  within  the  year  on  its  indebtedness  to 
an  amount  of  such  indebtedness  not  exceeding  one-half  of 
the  sum  of  its  interest-bearing  indebtedness  and  its  paid-up 
capital  stock  outstanding  at  the  close  of  the  year,  or  if  no 
capital  stock,  the  amount  of  interest  paid  within  the  year  on 
an  amount  of  its  indebtedness  not  exceeding  the  amount  of 
the  capital  employed  in  the  business  at  the  close  of  the  year."  °° 


8'  Supra,   §  7. 

68  Supra,  §  7.  Contrast  with  this  language  the  terms  of  the  Treas- 
ury regulation  (Internal  Revenue  Regulations  No.  33,  art.  6,  supra, 
§  177,  art.  6)  which  allows  the  deduction  of  "all  interest  paid  within 
the  year  on  personal  indebtedness  of  the  taxpayer  incurred  in  the 
conduct  of  business."  The  addition  of  these  two  restrictions — that 
the  indebtedness  should  be  "personal"  and  that  it  should  have  been 
"incurred  in  the  conduct  of  business" — appears  to  the  present  writer 
to  be  entirely  inconsistent  with  both  the  language  of  the  law  and 
the  intention  of  Congress,  and  it  is  believed  that  the  regulation  would 
not  survive  the  test  of  a  judicial  scrutiny.  One  who  pays  accrued 
interest  on  a  bond  which  he  buys  should  certainly  be  allowed  to 
deduct  the  amount  as  "interest  paid  on  Indebtedness,"  though  it  is 
not  the  "personal"  indebtedness  of  the  taxpayer.  Such  also  would 
be  the  case  of  a  person  who  acquires  the  equity  in  a  piece  of  property 
subject  to  a  mortgage,  which  he  does  not  assume.  Again,  one  who 
pays  interest  on  a  mortgage  on  his  home  or  on  any  piece  of  prop- 
erty which  he  holds  as  an  investlnent  clearly  pays  "interest  on  in- 
debtedness," though  such  indebtedness  was  not  "incurred  in  the 
conduct  of  business." 

6  8  Supra,  §  39.    For  the  Treasury  regulations  as  to  the  method  of 
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To  this  there  is  added  a  proviso  that,  "in  case  of  indebtedness 
wholly  secured  by  collateral  the  subject  of  sale  in  ordinary 
business  of  such  corporation,  joint  stock  company,  or  asso- 
ciation, the  total  interest  secured  and  paid  by  such  company, 
corporation,  or  association  within  the  year  on  any  such  in- 
debtedness may  be  deducted  as  a  part  of  its  expense  of  doing 
business." '"    And  further  it  is  provided  that,  "in  the  case  of 


calculating  the  amount  of  interest  paid  which  a  corporation  may 
claim  as  a  deduction,  see,  supra,  §  147.  See  also  Instruction  No.  9, 
on  reverse  of  Form  No.  1031  (corporation  return)  printed  in  the 
Appendix  to  this  volume.  This  relates  to  the  item  "total  amount  of 
bonded  and  other  indebtedness  outstanding  at  close  of  year,"  and 
provides  that  this  item  "should  include  all  interest-bearing  indebted- 
ness for  the  payment  of  which  the  corporation  or  its  property  is 
bound.  In  the  case  of  banking  corporations  and  like  financial  in- 
stitutions, deposits  should  not  be  reported  as  indebtedness  under  this 
head."  Rule  for  calculation  of  deductible  interest  paid  by  foreign 
corporation,  see  Treasury  Decision  No.  2090.    December  14,  1914. 

7  0  As  to  the  meaning  and  application  of  this  proviso,  see  tie  Treas- 
ury regulation,  supra,  §  158.  The  opinion  may  be  hazarded  that  it 
was  intended  chiefly  to  apply  to  corporations  which  borrow  exten- 
sively on  their  own  debentures,  for  the  purpose  of  lending  the  money 
so  raised  on  farm  or  city  mortgages,  pledging  such  mortgages  as 
collateral  security  for  the  debentures.  The  ruling  of  the  Treasury 
Department  on  the  subject  is  as  follows:  "As  used  in  the  act,  the 
expression  'collateral  the  subject  of  sale,'  etc.,  refers  to  physical  or 
tangible  property  bound  for  the  performance  of  certain  covenants 
or  payment  of  certain  obligations,  and  which  physical  or  tangible 
property  is  the  subject  of  sale  in  the  ordinary  business  of  a  corpora- 
tion owning  the  same.  Where  such  corporation  is,  as  a  matter  of 
its  ordinary  business,  engaged  in  buying  and  selling,  or  dealing  in 
such  property,  the  interest  actually  paid  within  the  year  on  indebt- 
edness wholly  secured  by  such  collateral  may  be  allowably  deducted 
from  gross  income  as  an  expense  of  doing  business,  without  regard 
to  the  limit  of  deductible  interest  as  otherwise  provided  by  the  stat- 
ute. The  corporation  must  be  organized  and  operated  for  the  pur- 
pose of  buying,  selling,  and  dealing  in  the  particular  kind  of  prop- 
erty which  becomes  the  collateral  in  question,  and  the  particular 
property  pledged  for  the  debt  upon  which  the  interest  Is  paid  must 
be  the  'subject  of  sale  in  the  ordinary  business  of  the  corporation.' 
Real  estate  mortgaged,  and  the  property  of  corporations  organized 
for  and  engaged  in  the  business  of  buying,  selling,  and  dealing  in 
real  estate,  warehouse  receipts  representing  property  the  subject  of 
sale  in  the  ordinary  business  of  the  corporation  owning  the  same, 
and  which  warehouse  receipts  are  pledged  as  collateral  for  such 
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bonds  or  other  indebtedness,  which  have  been  issued  with  a 
guaranty  that  the  interest  payable  thereon  shall  be  free  from 
taxation,  no  deduction  for  the  payment  of  the  tax  herein  im- 
posed shall  be  allowed."  ^^  But  in  the  case  of  a  bank,  banking 
association,  or  loan  or  trust  company,  the  deduction  may  cov- 
er "interest  paid  within  the  year  on  deposits  or  on  moneys 
received  for  investment  and  secured  by  interest-bearing  cer- 
tificates of  indebtedness  issued  by  such  bank,  banking  associa- 
tion, loan  or  trust  company."  '^ 

Construing  a  similar  provision  in  the  act  of  1909  (with 
reference  to  the  capital  stock  of  a  corporation  as  the  measure 
of  the  indebtedness  for  which  it  might  claim  a  deduction  with 
respect  to  interest  paid),  it  was  ruled  that  the  full  amount  of 
stock  as  represented  by  the  par  value  of  the  shares  issued  is 
to  be  regarded  as  the  paid-up  capital  stock,  except  when  such 
stock  is  assessable  on  account  of  deferred  payments,  in  which 
case  the  amount  actually  paid  on  such  shares  will  constitute 
the  actual  paid-up  capital.  Capital  stock  is  also  held  to  in- 
clude both  preferred  and  common  stock,  but  surplus  and  un- 
divided profits  are  not  to  be  included.''     There  was  also  a 


corporation's  own  debt,  are  examples  where  the  interest  paid  will  be 
deductible  as  a  business  expense  and  not  be  subject  to  the  statutory 
limitation  as  to  interest  deduction."  Treasury  Decision  No.  2090, 
December  14,  1914. 

Ti  Supra,  §  39. 

7  2  Supra,  §  39.  Where  depositors  in  a  savings  bank  do  not  receive 
a  fixed  rate  of  interest  independently  of  what  the  bank  itself  may 
make  or  lose  in  lending  their  money,  but  receive  a  share  of  such 
profits  as  the  bank,  by  lending  their  money,  may,  after  deducting 
expenses,  find  that  it  has  made,  such  share  of  profits  is  a  "dividend" 
within  the  meaning  of  the  income  tax  law,  and  not  "interest,"  and 
hence  not  deductible  as  interest  paid  on  deposits.  Gary  v.  Savings 
Union,  22  Wall.  38,  22  L.  Ed.  7T9. 

f  s  Treasury  Decisions,  No.  1742,  pars.  15-17.  "The  full  amount  of 
stock,  as  represented  by  the  par  value  of  the  shares  issued,  is  to  be 
regarded  as  the  paid-up  capital  stock,  except  when  such  stock  is 
assessable  on  account  of  deferred  payments,  or  payable  in  Install- 
ments, in  which  case  the  amount  actually  paid  on  such  shares  will 
constitute  the  actual  paid-up  capital  stock  of  the  corporation."  In- 
ternal Revenue  Regulations  No.  33,  art.  95,  supra,  §  185,  art.  95.     It 
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ruling  that  interest  on  portions  of  bonded  or  other  indebted- 
ness bearing  different  rates  of  interest  may  be  deducted  from 
gross  income,  provided  the  aggregate  amount  of  such  indebt- 
edness does  not  exceed  the  paid-up  capital  stock  plus  half 
the  bonded  debt.'*  An  opinion  was  given  by  the  Attorney 
General,  on  the  construction  of  the  same  statute,  that,  in  as- 
certaining the  net  income  of  a  corporation  for  taxation  under 
that  act,  the  business  of  the  corporation  being  holding  and 
dealing  in  real  estate,  interest  on  an  indebtedness  assumed  by 
the  corporation  and  secured  by  mortgage  on  a  property  which 
it  acquires,  can  be  deducted  only  to  an  amount  not  exceeding 
interest  at  a  corresponding  rate  on  the  amount  of  its  paid-up 
capital  stock.  For  by  assuming  the  indebtedness,  the  cor- 
poration makes  it  "its"  indebtedness,  and  the  limitation  of  the 
statute  applies.  But  where  such  a  corporation  takes  title  to 
real  property  subject  to  a  mortgage,  but  does  not  assume  the 
indebtedness  secured  thereby,  the  interest  on  such  indebted- 
ness may  be  deducted  from  its  gross  income,  without  limita- 
tion as  to  the  amount  of  its  paid-up  capital  stock,  because  the 
indebtedness  in  this  case  is  not  "its"  indebtedness,  but  the 
interest  payment  is  a  "charge  required  to  be  made  as  a  con- 
dition  to   the  continued   use   or   possession    of   property."  '^ 


is  also  ruled  that  "the  amount  received  by  a  corporation  for  the 
original  issue  and  sale  of  its  capital  stock  is  held  to  be  the  capital 
of  the  corporation.  In  cases  where  the  stock,  as  originally  issued, 
is  sold  at  a  price  greater  or  less  than  the  par  value,  neither  the 
premium  nor  the  discount  will  be  taken  into  account  in  determining 
the  net  income  of  the  corporation  for  the  year  in  which  the  stock  is 
sold.  This  is  purely  a  capital  transaction,  and  the  income  Is  nei- 
ther Increased  nor  decreased  by  reason  of  the  sale,  per  se,  of  the  stock 
at  a  price  greater  or  less  than  its  par  value."  Treasury  Deckion 
No.  2090,  December  14,  1914. 

74  Treasury  Decisions,  No.  1742,  par.  67.  And  see,  supra,  §  185, 
art.  151. 

'5  28  Opin.  Atty.  Gen.  p.  198.  Substantially  the  same  view  of  the 
statute  was  taken  in  the  case  of  Anderson  v.  Forty-Two  Broadway 
Co.,  213  Fed.  777,  affirming  Forty-Two  Broadway  Co.  v.  Anderson, 
209  Fed.  991.  In  this  case,  complainant  was  a  corporation  organized 
to  build  and  rent  a  building  in  New  York  City.  It  had  a  paid-up 
capital  of  $600  and  a  bonded  debt  of  nearly  five  millions,  secured 
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In  regard  to  interest  payments  in  general,  it  has  been  held 
that  the  amount  paid  for  accrued  interest  on  securities  pur- 
chased is  properly  chargeable  to  income  account,^"  and  there- 
fore, on  a  parity  of  reasoning,  should  be  deductible  from  the 
return  of  income  for  taxation.  Under  the  English  law,  money 
paid  in  the  form  of  interest  on  deposits  by  a  company  doing  a 
banking  business  or  a  loan  and  discount  business,  is  not  de- 
ductible from  its  assessment  for  the  income  tax.''  But  the 
rule  must  be  otherwise  under  the  act  of  Congress  now  in 
force,  since  it  explicitly .  provides  for  the  deduction,  "in  the 
case  of  a  bank,  banking  association,  or  trust  company,  of  in- 
terest paid  within  the  year  on  deposits."  "  As  to  the  case  of 
bank  discounts,  it  is  held  in  England  that  where  a  mercantile 
company,  in  order  to  be  able  to  pay  cash  for  goods  purchased 
and  thereby  secure  them  at  a  better  price  than  if  bought  on 
credit,  borrows  money  on  short  time  paper  from  bankers,  the 
interest  on  such  banking  loans  is  not  a  proper  deduction  for 


by  mortgage,  and  during  the  year  for  which  It  was  sought  to  be 
taxed,  it  had  no  net  income  after  deducting  the  interest  on  its  bonded 
debt  from  its  gross  Income.  The  Commissioner  allowed  it  to  deduct 
only  "interest  paid  within  the  year  on  bonded  indebtedness  not  ex- 
ceeding the  paid-up  capital  stock."  But  it  was  held  that  the  interest 
on  the  whole  amount  of  the  bonded  debt  was  deductible  as  "necessary 
expenses  paid,  including  charges  such  as  rentals  or  franchise  pay- 
ments required  as  a  condition  to  the  continued  use  of  the  property." 
For  if  the  company  had  not  paid  the  interest  on  its  bonds,  the  mort- 
gage would  have  been  foreclosed  and  the  property  lost  to  it.  The 
Treasury  regulations  on  this  point  are  not  very  clear.  But  then- 
purport  appears  to  be  that  mortgage  indebtedness,  whether  assumed 
or  not,  on  proi)erty  to  which  the  corporation  has  taken  or  is  taking 
title,  or  in  which  it  has  an  equity,  or  in  the  acquirement  of  which 
the  mortgage  was.  considered  a  part  of  the  purchase  price,  is  to  be 
considered  a  debt  of  the  corporation,  and  interest  paid  on  ii  is  de- 
ductible only  under  the  head  of  "interest  accrued  and  paid  within 
the  year  on  indebtedness,"  and,  together  with  other  interest  charges, 
must  not  exceed  the  limit  fixed  by  the  statute.  See  Instruction  No. 
12,  on  reverse  of  Form  1030 ;  Treasury  Decisions  No.  1865 ;  supra,  § 
185,  art.  148. 

7  6  People  V.  Davenport,  30  Hun  (N.  T.)  177. 

"  Mersey  Loan  &  Discount  Co.  v.  Wootton,  2  Tax  Cas.  316. 

T8  Supra,  §  39. 
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the  pirrpose  of  the  income  tax.''  But  the  officers  of  the  treas- 
ury department,  under  the  act  of  1909,  held  that  discounts, 
other  than  bank  discounts  on  notes  executed  by  the  corpora- 
tion, should  be  segregated  from  the  interest  item  on  the  re- 
turn, and  should  be  included  under  the  heading  of  expenses. °° 
In  Wisconsin,  the  state  tax  commission  rules  that  "discounts 
oil  obligations  ■  incurred  but  not  discharged  within  the  year 
would  not  come  under  the  head  of  interest  paid.  When  the 
interest  is  deducted  from  a  loan  in  advance,  such  interest  can- 
not be  said  to  be  'paid'  until  the  note  is  paid."  " 

But  in  any  case,  nothing  can  be  deducted  under  this  head 
except  what  is  strictly  and  properly  to  be  described  as  "inter- 
est." *  Thus,  in  an  English  case,  where  a  mining  company 
borrowed  money  to  be  employed  in  its  business,  and  cove- 
nanted to  pay  interest  thereon  annually  and  also  to  repay  the 
capital  with  an  additional  bonus  of  ten  per  cent,  it  was  held 
that  the  bonus  paid  could  not  be  claimed  as  a  deduction  in 
estimating  the  assessable  profits  of  the  company.^^  So  where 
a  mortgage  company  raises  money  on  an  issue  of  debentures, 
and  lends  the  money  at  a  higher  rate  of  interest,  a  commis- 
sion paid  to  brokers  and  other  expenses  incurred  in  raising 
the  money  cannot  be  deducted  from  its  assessment.*^  And 
where  a  company  is  empowered  by  act  of  Parliament  to  raise 
money  upon  mortgage  for  the  purpose  of  carrying  out  a  gov- 
ernment contract,  but  is  required  by  the  same  act  to  establish 


7  9  Anglo-Continental  Guano  Works  v.  Bell,  70  Law  T.  (N.  S.)  670, 
3  Tax  Cas.  239. 

8  0  Treasury  Decisions,  No.  1742,  par.  90. 

81  Wisconsin  Income  Tax  Law,  edition  published  by  State  Tax 
Commission,  1911,  p.  17. 

*  Assessments  laid  by  a  corporation  on  its  capital  stock,  and  paid 
by  the  stockholder,  are  regarded  as  an  investment  of  capital  on  his 
part,  and  do  not  constitute  an  allowable  deduction  in  the  return  of 
the  individual  stockholder.  Treasury  Decision  No.  2090,  December 
14,  1914. 

8  2  Arizona  Copper  Co.  v.  Smiles,  29  Scotch  Law  Rep.  134,  3  Tax 
Cas.  149. 

8  3  Texas  Land  &  Mtg.  Co.  v.  Holtham,  3  Tax  Cas.  255. 
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a  sinking  fund  for  the  extinction  of  the  mortgage  debt,  and  a 
sum  is  to  be  set  aside  for  payment  into  the  sinking  fund  out 
of  each  quarterly  payment  received  under  the  contract  or  out 
of  other  money  belonging  to  the  company,  the  sums  -so  set 
aside  are  not  allowable  as  a  deduction  in  arriving  at  the  com- 
pany's taxable  profits.^* 

§  303.     Taxes  Accrued  or  Paid 

In  the  income  tax  law  of  Hawaii  it  is  provided  that  "all 
government  taxes  and  Hcense  fees  paid  within  the  year  shall 
be  deducted  from  the  gains,  profits  or  income  of  the  person 
who,  or  the  corporation  which,  has  actually  paid  the  same, 
whether  such  person  or  corporation  be  owner,  tenant,  or 
mortgagor."  The  concluding  clause  of  this  provision  was 
apparently  copied  from  the  act  of  Congress  of  1894,  which 
in  turn,  derived  it  from  the  acts  of  1864  and  1870.  In  all 
these  statutes,  it  is  of  course  apparent  that  the  use  of  the 
word  "mortgagor"  is  a  legislative  blunder  for  "mortgagee." 
And  although  the  other  existing  acts  do  not  specially  pro- 
vide for  this  case,  it  can  hardly  be  doubted  that  a  mort- 
gagee of  realty  paying  the  taxes  thereon  would  be  entitled  to 
deduct  them  from  his  return  of  income  for  taxation.  The 
statute  in  Wisconsin,  however,  is  quite  strict  in  this  particu- 
lar. In  the  case  of  corporations,  it  allows  the  deduction  of 
"sums  paid  by  such  person  [corporation]  within  the  year  for 
taxes  imposed  by  any  state  of  this  Union  or  subdivision 
thereof,  or  any  territory  or  possession  of  the  United  States, 
upon  the  source  from  which  the  income  taxed  by  this  act  is 
derived."  This  excludes  any  taxes  assessed  under  the  au- 
thority of  the  federal  government.  As  to  individuals,  it 
provides  for  the  deduction  of  "taxes  paid  by  such  persons 
during  the  year,  other  than  inheritance  taxes,  upon  the 
property  or  business  from  which  the  income  hereby  taxed 
is  derived."     This  would  not  allow  the  taxpayer  to  deduct 


84  City  of  Dublin  Steam  Packet  Co.  v.  O'Brien,  6  Tax  Cas.  101, 
following  Mersey  Docks  &  Harbour  Board  v.  Lucas,  2  Tax  Cas.  25. 
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the  amount  paid  by  him  under  the  federal  income  tax  law, 
since  that  is  not  a  tax  on  his  property  or  business,  but  upon 
the  income  itself. 

The  act  of  Congress  of  1913,  in  its  application  to  individ- 
ual taxpayers,  allows  the  deduction  of  "all  national,  state, 
county,  school,  and  municipal  taxes  paid  within  the  year, 
not  including  those  assessed  against  local  benefits."  *^  In  the 
case  of  a  corporation,  it  permits  the  deduction  of  "all  sums 
paid  by  it  within  the  year  for  taxes  imposed  under  the  au- 
thority of  the  United  States  or  of  any  state  or  territory 
thereof,  or  imposed  by  the  government  of  any  foreign  coun- 
try." ^^  The  meaning  is  that  a  domestic  corporation  may  de- 
duct any  and  all  taxes  assessed  against  it,  and  paid,  under 
federal,  state,  or  municipal  authority,  and  whether  in  the 
nature  of  franchise  or  occupation  taxes  or  taxes  on  prop- 
erty, and  that  such  a  corporation,  owning  property  or  do- 
ing business  in  foreign  countries,  may  also  deduct  such  tax- 
es paid  abroad  as  are  imposed  by  the  foreign  government. 
This  was  the  practical  construction  placed  on  the  correspond- 
ing provision  of  the  act  of  1909  by  the  officers  of  the  gov- 
ernment who  were  charged  with  its  administration.*'  This 
is  also  in  substantial  accordance  with  the  provisions  of  the 
English  income  tax  law,  ■Nyhich  permit  an  English  company 
doing  business  abroad  to  deduct  from  its  assessment  for  in- 
come tax  any  amount  paid  by  it  for  taxes  assessed  by  the 
foreign  government  on  the  net  profits  of  its  business.**  As 
to  foreign  corporations  doing  business  in  America,  the  pro- 


se Supra,  §  7.  Taxes  paid  by  citizens  or  resident  aliens  of  the 
United  States  to  a  foreign  country  are  not  allowable  deductions  iu 
computing  net  income.  Tbe  provision  of  law  for  the  deduction  of 
taxes  applies  only  to  taxes  paid  to  the  United  States  or  to  some 
state  or  political  subdivision  thereof  in  the  United  States.  Treas- 
ury Decision  No.  2090,  December  14,  1914.  Taxes  paid  by  a  tenant 
to  his  landlord  are  considered  as  additional  payment  for  rent  and 
are  deductible  as  an  expense  of  carrying  on  business.     Idem. 

8  6  Supra,  §  40. 

87  Treasury  Decisions,  No.  1742,  par.  73. 

8  8  Stevens  v.  Durban-Roodepoort  Gold  Min.  Co.,  5  Tax  Gas.  402. 
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vision  of  the  act  of  1913  is  that  such  a  company  may  deduct 
"all  sums  paid  by  it  within  the  year  for  taxes  imposed  under 
the  authority  of  the  United  States  or  of  any  state  or  terri- 
tory thereof  or  the  District  of  Columbia."  ^' 

Funds  set  aside  by  a  corporation  out  of  its  current  earn- 
ings as  a  reserve  for  the  payment  of  accruing  taxes,  or 
taxes  which  have  accrued  but  which  have  not  yet  been  paid, 
cannot  be  allowed  as  a  deduction,  since  the  statute  specif- 
ically provides  that  only  such  sums  as  are  "paid"  within  the 
year  for  taxes  can  be  deducted.'"  And  where  the  state  law 
provides  that  stockholders  in  banking  corporations  shall  be 
assessed  and  taxed  upon  the  value  of  their  shares  of  stock 
therein,  and  that  the  bank  shall  collect  the  tax  and  pay  over 
the  amount  to  the  proper  local  authorities,  this  does  not 
convert  the  tax  into  a  tax  upon  or  against  the  bank  itself. 
Hence  if  a  bank  pays  the  taxes  assessed  upon  its  sharehold- 
ers, but  neglects  or  omits  to  collect  the  sums  so  paid  from 
the  several  stockholders,  or  to  reimburse  itself  by  deducting 
such  sums  from  their  dividends,  it  will  not  be  entitled  to 
claim  a  deduction  thereof  in  its  income-tax  return  under  the 
heading  of  taxes  paid.'^  Customs  duties  paid  on  the  im- 
portation of  goods  from  abroad  may  be  classed  as  "taxes," 
for  the  purposes  of  this  statute,  but  if  an  importing  merchant 
has  included  such  duties  in  estimating  the  cost  of  the  goods, 
for  the  purpose  of  computing  his  profits  on  their  sale,  he 
will  not  be  entitled  to  deduct  them  from  his  net  income  as 
taxes  paid.'^     As  to   legacy   or  inheritance  taxes,   they   are 


89  Supra,  §  41.  It  will  be  noticed  that  this  provision  does  not 
contemplate  the  prorating  of  any  taxes  paid  by  the  foreign  corpora- 
tion to  its  home  government.  In  other  words,  it  is  not  allowed  to 
deduct  (on  account  of  its  American  business)  any  portion  of  the 
taxes  it  may  have  paid  outside  the  United  States. 

90  Treasury  Decisions,  No.  1742,  par.  77.  And  see  Internal  Revenue 
Eegulations  No.  33,  art.  156,  supra,  §  185,  art.  156. 

91  Northern  Trust  Co.  v.  McCoach,  215  Fed.  991;  National  Bank 
of  Commerce  v.  Allen,  211  Fed.  743 ;  Eliot  Nat.  Bank  v.  Gill,  210  Fed. 
933;    Treasury  Decisions  No.  1763. 

9  2  Treasury  Decisions,  No.  1742,  par.  74.  See  Internal  Revenue 
Regulations  No.  33,  art.  155,  supra,  §  185,  art.  155. 
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probably  included  under  the  broad  general  term  "taxes"  in 
the  federal  statute,  but  the  Wisconsin  statute  expressly  for- 
bids their  deduction.  In  New  York,  it  is  held  that  the  fed- 
eral inheritance  tax  to  be  paid  under  the  War  Revenue  Act 
of  1898  is  not  to  be  deducted  from  the  valuation  of  an  estate 
for  the  purpose  of  a  state  transfer  or  inheritance  tax,  for 
it  is  not  a  tax  upon  property,  but  one  against  the  legatee  and 
payable  out  of  his  legacy."'  But  a  contrary  decision  has 
been  made  in  Massachusetts."*  The  Treasury  officials  have 
ruled  that  taxes  paid  by  a  corporation  pursuant  to  a  con- 
tract guaranteeing  that  the  interest  payable  on  its  bonds  or 
other  indebtedness  shall  be  free  from  taxes  are  not  allowable 
to  it  as  a  deduction.'^  Water  rents  are  not  taxes,  but  it  ap- 
pears that  they  may  be  deducted  under  the  description  of  nec- 
essary expenses  when  their  payment  is  incidental  to  the  man- 
agement of  an  estate  or  trust  or  a  business  property  or  an 
investment.*' 

§  304.     Losses  Uncompensated 

The  federal  income  tax  law  allows  the  individual  taxpayer 
to  deduct  "losses  actually  sustained  during  the  year,  incurred 
in  trade  or  arising  from  fires,  storms,  or  shipwreck,  and  riot 
compensated  for  by  insurance  or  otherwise."  "'  In  the  case 
of  corporations,  the  deduction  is  to  be  for  "all  losses  actual- 
ly sustained  within  the  year  and  not  compensated  by  insur- 
ance or  otherwise."  °*  Under  the  statute  in  Wisconsin,  a  de- 
duction is  allowed,  in  both  cases,  for  "losses  actually  sus- 
tained within  the  year  and  not  compensated  for  by  insur- 
ance or  otherwise."  The  law  in  Hawaii  provides  for  the 
deduction  of  "all  losses  actually  sustained  during  the  year. 


9  3  In  re  Gihon's  Estate,  169  N.  Y.  443,  62  N.  E.  561. 
94  Hooper  v.  Bradford,  178  Mass.  95,  59  N.  E.  678. 
9  5  Supra,  §  185,  art.  153. 
9  6  Supra,  §  139. 

97  Supra,  §  7.    For  Treasury  regulations  on  this  point,  see  supra, 
i  156,  165. 
9  8  Supra,  §  36.    See  Treasury  regulations,  supra,  §§  156,  165. 
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incurred  in  trade  or  arising  from  losses  by  fire  not  covered 
by  insurance,  or  losses  otherwise  actually  incurred."  These 
phrases,  if  taken  in  their  widest  sense,  might  include  the  loss 
or  impairment  of  capital  assets  by  such  causes  as  bad  in- 
vestments, the  bankruptcy  of  a  debtor,  the  failure  of  a 
bank,  the  enforcement  of  one's  liability  as  indorser,  and  the 
like.  But  bearing  in  mind  the  purpose  of  the  statutes  in 
which  they  occur — to  impose  a  tax  on  incomes,  not  on  prop- 
erty or  capital — and  taking  the  context  into  consideration, 
it  seems  probable  that  a  more  restricted  meaning  should  be 
given  to  them.  Apparently  the  legislative  purpose  was  to 
include  only  those  losses  which  are  incident  to  the  business 
out  of  which  the  taxable  income  is  produced,  or  such  as  in- 
volve the  destruction  or  impairment  of  property  employed, 
or  capital  invested,  in  that  business. ''°     This  is  the  doctrine 


8  9  This  is  the  view  strongly  held  by  the  Treasury  department,  as, 
in  ruling  that  a  loss  sustained  on  a  single  sale  of  real  estate  is  not 
deductible  unless  the  dealing  in  real  estate  is  the  business  of  the 
person  concerned,  because  otherwise  it  cannot  be  said  to  have  been 
"incurred  in  trade."  Supra,  §  15©.  For  the  same  reason,  the  depart- 
ment holds  that  shrinkage  in  the  value  of  stocks,  bonds,  and  other 
like  securities  is  not  deductible  under  the  head  of  losses.  Supra,  § 
165.  The  latest  ruling  on  this  subject  is  as  follows:  "Loss,  to  be 
deductible  must  be  an  absolute  loss,  not  a  speculative  or  fluctuating 
valuation  of  continuing  investment,  but  must  be  an  actual  loss,  ac- 
tually sustained  and  ascertained,  during  the  tax  year  for  which  the 
deduction  is  sought  to  be  made;  it  must  be  incurred  in  trade  and 
be  determined  and  ascertained  upon  an  actual,  a  completed,  a  closed 
transaction.  The  term  'in  trade,'  as  used  in  the  law,  is  held  to 
mean  the  trade  or  trades  in  which  the  person  making  the  return  is 
engaged  ;  that  Is,  in  which  he  has  invested  money  otherwise  than 
for  the  purpose  of  being  employed  in  isolated  transactions,  and  to 
which  he  devotes  at  least  a  part  of  his  time  and  attention.  A  per- 
son may  engage  In  more  than  one  trade,  and  may  deduct  losses  in- 
curred in  all  of  them,  provided  that  in  each  trade  the  above  require- 
ments are  met.  As  to  losses  on  stocks,  grain,  cotton,  etc.,  if  these 
are  incurred  by  a  person  engaged  in  trade  to  wnich  the  buying  and 
selling  of  stocks,  etc.,  are  incident  as  a  part  of  the  business,  as  by  a 
member  of  a  stock,  grain,  or  cotton  exchange,  such  losses  may  be 
deducted.  A  person  can  be  engaged  in  more  than  one  business,  but 
it  must  be  clearly  shown  in  such  cases  that  he  is  actually  a  dealer, 
or  trader,  or  manufacturer,  or  whatever  the  occupation  may  be,  and 
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prevailing  in  England,  where  it  is  said:  "Only  such  losses 
can  be  deducted  as  are  connected  with,  in  the  sense  that  they 
are  really  incidental  to,  the  trade  itself.  Thty  cannot  be  de- 
ducted if  they  are  mainly  incidental  to  some  other  vocation 
or  fall  on  the  trader  in  some  other  character  than  that  of 
trader.  The  nature  of  the  trade  is  to  be  considered,"  so 
that  a  taxpayer  is  not  allowed  to  deduct  a  loss  which  he  has 
sustained  in  being  compelled  to  pay  a  judgment  recovered 
against  him  in  an  action  of  tort,  where  the  circumstances  of 
the  tort  were  not  an  incident  of  his  business.^""  Under  the 
EngHsh  law  it  is  also  held  that  one  who  carries  on  two  lines 
of  business  cannot  deduct  a  loss  sustained  in  one  from  the 
profits  made  in  the  other.  Thus  a  seed  merchant,  taking  a 
farm  and  working  it  in  connection  with  his  seed  business, 
cannot  claim  a,ny  allowance  from  the  assessment  on  his 
profits  as  seed  merchant  in  respect  of  losses  on  the  farm.^"^ 
But  on  the  other  hand,  a 'loss  sustained  by  the  embezzlement 
of  funds  by  an  employe  is  incurred  in  trade,  or  sustained  in 
connection  with  the  income-producing  business,  and  there- 
fore may  be  deducted. '^"^  But  mere  shrinkage  in  value  of 
property  or  other  assets  is  not  properly  to  be  described  as 
a  "loss,"  within  the  meaning  of  the  statutes,  though  an  al- 
lowance for  it  may  be  made  under  the  head  of  "deprecia- 
tion." ^"^    And  so,  loss  due  to  the  voluntary  removal  of  build- 


is  actually  engaged  In  one  or  more  lines  of  recognized  business,  be- 
fore losses  can  be  claimed  with  respect  to  either  or  more  than  one 
line  of  business,  and  his  status  as  such  dealer  must  be  clearly  estab- 
lished."   Treasury  Decision  No.  2090,  December  14,  1914. 
10  0  Strong  &  Co.  v.  Woodifield  [1906]  App.  Cas.  448. 

101  Brown  v.  Watt,  23  Scotch  Law  Rep.  403,  2  Tax  Cas.  143. 

102  United  States  v.  Central  Nat.  Bank,  10  Fed.  612. 

103  Supra,  §  165.  The  cost  of  replacing  a  steamship  which  has 
become  unserviceable  by  reason  of  her  condemnation  by  the  federal 
inspectors  is  not  a  "loss"  to  be  deducted  from  income.  In  re  Wilder's 
Steamship  Co.,  16  Hawaii,  567.  So  the  value  of  sugar  mills,  buildings, 
and  a  plantation  railroad,  discarded  on  account  of  the  erection  of 
a  larger  mill  at  a  different  place  and  the  construction  of  a  different 
railroad  connected  therewith  is  not  a  "loss  actually  sustained  during 
the  year  incurred  in  trade,"  and  cannot  be  deducted  in  ascertaining 
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ings,  etc.,  incident  to  the  making  of  improvements,  is  either 
a  proper  charge  to  the  cost  of  the  new  additions  or  to  de- 
preciation already  provided,  as  the  facts  may  indicate,  but 
in  no  case  is  it  a  proper  deduction  in  determining  net  in- 
come, except  as  it  may  be  reflected  in  the  reasonable  amount 
allowable  as  a  deduction  for  depreciation.'-''^  It  will  be  ob- 
served that  losses  cannot  be  deducted  if  compensated  for 
by  insurance  or  otherwise.  But  by  a  reasonable  construction 
of  the  statute  we  should  conclude  that  a  loss  partially  com- 
pensated for  by  insurance  or  otherwise,  if  otherwise  deduct- 
ible, might  be  deducted  to  the  extent  of  the  excess  of  loss 
over  insurance  or  other  compensation  received.  The  ruling 
of  the  Treasury  department  is  that  the  deduction  for  loss 
"must  be  based  upon  the  diiference  between  the  cost  value 
and  salvage  value  of  property  or  assets,  including  in  the  lat- 
ter value,  such  amount  if  any,  as  has,  in  the  current  or  previ- 
ous years,  been  set  aside  and  deducted  from  gross  income 
by  way  of  depreciation,  and  has  not  been  paid  out  in  making 
good  such  depreciation."  ^°°  And  a  corporation  cannot  de- 
duct losses  which  have  been  made  good  by  contributions  from 
its  stockholders. '■°°  Further,  the  loss  must  have  been  "actual- 
ly sustained  within  the  year."  Under  these  terms,  it  is  con- 
sidered that  reserves  set  aside  to  take  care  of  anticipated  or 
probable  losses  cannot  be  deducted. ^"^  And  so,  where  one 
makes  an  unfortunate  investment,  giving  too  high  a  price  for 
property,  and  makes  such  profit  as  he  can  from  it  for  a  time, 
then  realizes   that  the  possibilities  of  the   property   are   ex- 


taxable  net  income.    Hawaiian  Commercial  &  Sugar  Co.  v.  Tax  As- 
sessor, 14  Hawaii,  601,  28  Ann.  Gas.  980. 

104  Treasury  Decisions,  No.  1742,  par.  93.  And  see  Internal  Rev- 
enue Regulations  No.  33,  art.  127,  supra,  §  185.  The  loss  of  an  old 
mill  In  good  condition,  by  its  voluntary  abandonment  because  of  the 
erection  of  a  larger  mill  in  a  different  place  on  account  of  the  en- 
largement of  the  plantation,  is  not  an  "expense"  within  the  meaning 
of  the  income  tax  law.  Hawaiian  Commercial  &  Sugar  Co.  v.  Tax 
Assessor,  14  Hawaii,  601,  28  Ann.  Cas.  980. 

105  Internal  Revenue  Regulations  No.  33,  art.  124,  supra,  §  185. 

106  Columbia  Conduit  Co.  v.  Commonwealth,  90  Pa.  St.  307. 
lof  Internal  Revenue  Regulations  No.  33,  art.  126,  supra,  §  185. 
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hausted,  and  writes  it  off  on  his  books  as  a  total  loss,  it  can- 
not be  deducted  as  a  loss  actually  sustained  at  the  time  of 
writing  it  off;  for  the  loss  was  incurred  at  the  beginning.^"' 
And  a  claimed  loss  cannot  be  regarded  as  a  loss  sustained 
during  a  particular  year  because  it  was  written  off  on  the 
books  in  that  year,  nor  does  it  become  an  actual  loss  by  the 
mere  act  of  writing  off  that  sum  to  the  account  of  profit  and 
loss."» 

§  305.     Debts  Written  Off  as  Worthless 

The  federal  income  tax  law  of  1894  allowed  the  deduction 
of  "debts  ascertained  to  be  worthless."  That  of  1913  cop- 
ies this  phrase  with  some  enlargement,  as  follows :  "Debts 
actually  ascertained  to  be  worthless  and  charged  off  during 
the  year."  ^^°  But  this  applies  only  in  the  case  of  individual 
taxpayers.  In  that  part  of  the  law  which  relates  to  corpo- 
rations there  is  no  corresponding  provision.  This  probably 
results  from  the  fact  that  those  portions  of  the  act  of  1913 
which  relate  to  corporations  were  copied  almost  bodily  from 
the  corporation  tax  law  of  1909  (which  made  no  provision 
for  the  deduction  of  bad  debts)  without  adverting  to  the  re- 
sulting discrimination  between  corporations  and  individuals. 
But  the  act  of  1909  did  contain  a  provision  for  deducting 
uncompensated  losses,  and  under  this  clause  the  officers  of 
the  treasury  department  ruled  that  bad  debts,  if  so  charged 
off  on  the  company's  books  during  the  year,  were  proper 
deductions,  though,  if  such  debts  were  subsequently  collect- 
ed, they  must  be  accounted  for  as  income.^^^     It  is  reason- 

108  In  re  Pacific  Guano  &  Fertilizer  Co.,  16  Hawaii,  552. 

109  In  re  Hackfeld  &  Co.,  16  Hawaii,  559. 

110  Supra,  §  7.  The  Treasury  department  holds  that  "debts  cannot 
be  regarded  as  worthless  until  after  legal  proceedings  to  recover  the 
same  have  proved  fruitless,  or  it  clearly  appears  that  the  debtor  is 
insolvent."  Instruction  No.  14,  on  Form  No.  1040  (individual  tax  re- 
turn) printed  in  the  Appendix  to  this  volume.  But  it  is  difficult  to 
perceive  how  the  department  felt  itself  warranted  in  setting  up  a 
rule  of  such  severity  which  the  language  of  the  statute  does  not 
warrant. 

111  Treasury  Decisions,  No.  1742,  par.  75.  And  see,  supra,  §  185, 
art.  125. 

(447) 


§  305  INCOME  TAXATION  (Ch.  11 

able  that  a  similar  construction  should  be  applied  to  the  act 
now  in  force.  Under  the  former  income  tax  laws  it  was  held 
that  a  merchant,  in  making  his  statement  of  income,  was 
entitled  to  deduct  from  his  gross  profits  the  bad  debts  made 
during  the  year  to  which  the  statement  related,  or  such  as 
appeared  to  be  uncollectible  at  the  end  of  that  year,  but  not 
debts  which  became  worthless  after  the  expiration  of  that 
year,  although  before  the  date  of  the  return. ^^^ 

The  term  "debts"  should  not  be  taken  in  its  broadest 
sense.  It  is  a  term  capable  of  a  wide  variety  of  meanings. 
But  considering  the  connection  in  which  it  is  found  and  the 
general  purpose  of  the  statute,  it  is  apparent  that  it  includes 
only  such  debts  as  arise  in  or  are  connected  with  the  busi- 
ness of  the  year,  or,  in  other  words,  debts  which,  if  they  had 
been  paid,  would  have  constituted  a  part  of  the  year's  tax- 
able income.  Money  owing  to  one  may  constitute  a  part 
of  his  capital,  so  that  its  payment  would  not  swell  his  in- 
come, but  only  change  the  form  of  the  capital.  In  this  case, 
if  it  should  prove  uncollectible,  it  would  not  constitute  a 
proper  deduction.  Thus,  in  an  English  case,  it  appeared 
that  the  company  in  question  carried  on  the  business  of  zinc 
smelting,  and  for  this  purpose  it  required  large  quantities 
of  "blende."  To  supply  the  blende  a  new  company  was  ' 
formed,  which  from  time  to  time  received  assistance  from 
the  smelting  company  in  the  form  of  advances  on  loan. 
The  new  company  proving  unsuccessful  and  going  into  liq- 
uidation, the  amount  due  from  it  to  the  smelting  company 
was  written  off  as  a  bad  debt.  But  it  was  held  that  the  ad- 
vances were  an  investment  of  capital,  and  that  the  loss  was 
not  deductible  in  estimating  the  profits  of  the  company  for 
assessment  under  the  income  tax.^^^  On  the  other  hand, 
where  a  brewing  company  made  loans  to  its  customers  on 
the  security  of  public  houses,  and  if  the  security  did  not 
realize  the  amount  of  the  loan,  the  company  wrote  off  the 

112  United  States  v.  Mayer,  Deady,  127,  Fed.  Cas.  No.  15,753. 

113  English  Crown  Spelter  Co.  v.  Baker,  99  Law  T.  353,  5  Tax  Cas. 
327. 
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loss  as  a  bad  debt,  it  was  held  that,  in  arriving  at  its  profits' 
for  assessment  to  income  tax,  the  company  was  entitled  to 
deduct  the  amount  of  such  losses  as  worthless  debts/^* 

§  306.     Depreciation  of  Property 

The  act  of  Congress  of  1913  provides,  in  the  case  of  an  in- 
dividual taxpayer,  for  a  deduction  from  his  return  of  income 
for  assessment  of  "a  reasonable  allowance  for  the  exhaustion, 
wear  and  tear  of  property,  arising  out  of  its  use  or  employ- 
ment in  the  business,"  and  in  the  case  of  a  corporation  "a  rea- 
sonable allowance  for  depreciation  by  use,  wear  and  tear  of 
property,  if  any."  ^^°  According  to  the  plain  import  of  these 
terms,  an  allowance  for  depreciation  can  be  claimed  only  in 
respect  to  tangible  property  which  is  directly  employed  in 
the  production  of  the  income  taxed,  such  as  buildings,  ma- 
chinery, furniture  and  fixtures,  ships,  vehicles,  rolling  stock 
and  roadbed,  and  the  like.  For  the  language  of  the  act  only 
applies  to  property  which  is  "used"  or  "employed"  in  busi- 
ness, and  which,  in  the  process  of  such  use,  is  subject  to  "ex- 
haustion" or  "wear  and  tear."  In  this  respect  the  act  exhibits 
a  departure,  in  the  way  of  greater  strictness,  from  the  terms 
of  the  corporation  tax  law  of  1909,  which  allowed  a  deduc- 
tion of  "a  reasonable  allowance  for  depreciation  of  property, 
if  any."  In  accordance  with  the  latter  and  broader  phrase, 
the  Wisconsin  statute,  both  in  the  case  of  individuals  and  cor- 


11*  Eeid's  Brewery  Co.  v.  Male  [1891]  2  Q.  B.  1,  3  Tax  Cas.  279. 

116  Supra,  §§  7,  36,  165.  And  see  the  Treasury  regulations  on  the 
subject  of  depreciation,  at  large,  in  Internal  Revenue  Regulations, 
No.  33,  supra,  §  185,  arts.  129-140.  If  costumes  purchased  by  actors 
and  actresses  are  used  exclusively  in  the  production  of  a  play,  and 
are  not  adapted  for  occasional  personal  use  and  are  not  so  used,  a 
deduction  may  be  claimed  on  account  of  such  depreciation  in  their 
value  as  occurs  during  the  year,  on  account  of  wear  and  tear  arising 
from  their  use  in  the  productions  of  the  play  or  their  becoming 
obsolete  at  the  close  of  the  production.  Treasury  Decision  No.  2090, 
December  14,  1914.  Depreciation  of  farm  buildings,  other  than  a 
dv^elling  occupied  by  the  owner,  actually  sustained  within  the  year, 
in  excess  of  repairs  made,  will  be  considered  an  allowable  deduction. 
Idem. 
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porations,  provides  for  "a  reasonable  allowance  for  deprecia- 
tion of  the  property  from  which  the  income  is  derived." 

Depreciation  is  a  well-known  and  important  item  in  all 
modern  corporation  accounting.  And  in  estimating  the  net 
profits  of  any  business,  this  item  must  be  reckoned  with, 
either  by  figuring  a  corresponding  reduction  in  the  value  of 
capital  assets,  by  the  creation  of  a  surplus  or  reserve  fund  for 
the  eventual  replacement  of  the  plant  or  such  portions  of  it  as 
will  become  exhausted,  or  by  the  expenditure  of  current  earn- 
ings in  the  restoration  of  machinery  or  other  property  which 
has  been  impaired  or  has  deteriorated  by  use.^^°  In  the  latter 
case,  there  is  no  shrinkage  in  the  value  of  assets,  but  there  is 
an  annual  expenditure  over  and  above  the  ordinary  operating 
expenses.  And  under  the  income  tax  law,  it  is  ruled  that 
depreciation,  to  be  an  allowable  deduction  in  the  return  of 
annual  net  income  of  a  corporation,  must  be  charged  off  on 
the  ledger  of  the  corporation,  so  as  to  show  a  reduction  in 
its  capital  assets  to  the  extent  of  the  depreciation  claimed. 
In  other  words,  if  a  corporation  expends  money  in  repairing 
or  replacing  depreciated  property,  it  may  claim  an  allowance 
therefor  under  the  head  of  repairs  or  expenses  of  the  business, 
but  in  that  case  will  not  be  entitled  to  claim  also  for  deprecia- 

116  The  treasury  ruling  on  this  subject  is  that  "the  corporation  will 
be  allowed  the  usual  depreciation  of  its  machinery,  equipment,  etc., 
such  depreciation  to  be  determined  on  the  basis  of  the  cost  and  esti- 
mated life  of  the  property  with  respect  to  which  the  depreciation  is 
claimed."  Supra,  §  185,  art.  143.  And  again,  "the  amount  claimed 
for  depreciation  should  be  such  an  amount  as  measures  the  loss 
which  the  corporation  actually  sustains  during  the  year  in  the  value 
of  buildings,  machinery,  and  such  other  property  as  is  subject  to 
depreciation  on  account  of  wear  and  tear,  exhaustion,  or  obsolescence. 
The  amount  taken  credit  for  on  this  account,  in  order  to  be  allowable, 
should  be  so  entered  on  the  books  as  to  constitute  and  show  as  a 
liability  against  the  assets  of  the  corporation."  Instruction  No.  13, 
on  reverse  of  Form  No.  1030.  See  this  Form  in  the  Appendix.  As 
to  reserves  for  depreciation,  it  has  been  held  that  when  a  company 
sets  aside  out  of  its  net  profits,  and  before  making  dividends,  a 
sum  of  money  to  be  held  as  a  reserve  fund  against  depreciation  of 
buildings,  plant,  and  machinery,  this  amount  cannot  be  deducted  in 
making  return  for  the  income  tax.  Forder  v.  Handyside,  L.  R.  1  Ex. 
Div.  233. 
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tion.'^^^  The  question  of  what  is  a  "reasonable  allowance''  for 
depreciation  is  one  depending  on  the  circumstances  of  each 
particular  case,  and  if  the  amount  of  the  tax  to  be  paid  is 
brought  into  litigation,  it  is  to  be  determined  as  a  question  of 
fact  on  the  evidence.^^^  The  general  rule  prescribed  by  the 
Commissioner  of  Internal  Revenue  under  the  corporation  tax 
law  of  1909  was  as  follows :  "The  deduction  for  depreciation 
should  be  the  estimated  amount  of  the  loss,  accrued  during  the 
year  to  which  the  return  relates,  in  the  value  of  the  property 
in  respect  of  which  such  deduction  is  claimed,  that  arises  from 
exhaustion,  wear  and  tear,  or  obsolescence  out  of  the  uses 
to  which  the  property  is  put,  and  which  loss  has  not  been  made 
good  by  payments  for  ordinary  maintenance  and  repairs  de- 
ducted under  the  heading  of  expenses  of  maintenance  and  op- 
eration or  in  the  ascertainment  of  gross  income.  This  esti- 
mate should  be  formed  upon  the  assumed  life  of  the  property, 
its  cost  value,  and  its  use.  Expenses  paid  in  any  one  year  in 
making  good  exhaustion,  wear  and  tear,  or  obsolescence  in 
respect  of  which  any  deduction  for  depreciation  is  claimed 
must  not  be  included  in  the  deduction  for  expenses  of  mainte- 
nance and  operation  of  the  property  or  in  the  ascertainment 
of  gross  income,  but  must  be  made  out  of  accumulative  allow- 
ances deducted  for  depreciation  in  current  and  previous 
years."  ^^° 

The  application  of  a  general  rule  of  this  kind  to  a  concrete 
case  is  well  illustrated  in  a  Scotch  case,  which  concerned  the 
method  of  figuring  the  deduction  to  be  allowed  for  annual 
wear  and  tear  of  such  a  piece  of  property  as  a  steamship.  It 
was  said  that  the  proper  method  is  to  take  the  average  life 
of  such  a  property  (here  estimated  at  22  years),  and  over  that 

117  Treasury  Decisions,  No.  1742,  par.  83.  And  see  Instruction  No. 
14,  on  reverse  of  Form  No.  1030  (printed  in  the  Appendix  hereto) 
stating  that,  "where  depreciation  of  physical  property  is  made  good 
by  renewals,  replacements,  repairs,  etc.,  and  the  expense  of  such 
renewals,  replacements,  repairs,  etc.,  is  charged  to  the  general  ex- 
pense account,  no  deduction  for  depreciation  can  be  made  in  the  re- 
turn of  annual  net  income." 

118  United  States  v.  Nipissing  Mines  Co.,  202  Fed.  803. 

119  Internal  Kevenue  Eegulations,  No.  31,  art.  4. 
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period  spread  the  whole  original  cost,  allowing  for  each  year 
a  deduction  equal  to  the  quotient  obtained  by  dividing  such 
cost  by  such  number  of  years,  without  taking  into  account  the 
value  of  the  use  of  the  money  so  annually  allowed  by  way  of 
deduction,  or  considering  what  the  owner  may  do  with  it. 
The  method  pursued  by  the  commissioners  of  inland  revenue 
in  this  case  was  to  calculate  the  sum  which,  being  allowed 
annually  and  placed  at  interest,  would  amount  to  the  original 
cost  of  the  vessel  at  the  end  of  the  22  years,  thus  in  effect 
requiring  the  owner  to  establish  a  sinking  fund  and  keep  it 
invested,  or  to  amortize  the  value  of  his  property  by  the 
growth  of  a  fund  for  its  replacement.  But  tliis  the  court  held 
to  be  incorrect. '^^° 

In  the  case  of  an  income  derived  from  the  rent  of  a  build- 
ing— such  as  a  dwelling,  an  apartment  house,  a  hotel,  a  store, 
or  an  office  building — no  decision  has  apparently  yet  been  ren- 
dered concerning  the  right  of  the  owner  to  claim  a  deduction 
for  depreciation.  But  applying  the  principles  established  in 
other  cases,  it  may  be  stated  in  the  first  place,  that  a  claim 
should  not  be  allowed  both  for  repairs  and  for  depreciation, 
if  the  repairs  make  good  the  depreciation.  But  secondly,  such 
a  property  is  clearly  subject  to  "wear  and  tear,"  and  diminishes 
in  value  thereby,  and  its  average  life  should  be  susceptible  of 
calculation  to  a  fair  degree  of  certainty,  considering  not  only 
its  gradual  physical  impairment,  but  also  the  increasing  diffi- 
culty of  continuing  to  obtain  the  same  rent  for  it  as  it  becomes 
more  and  more  old-fashioned  or  unsuited  to  modern  require- 
ments. On  the  question  of  obsolescence  as  an  element  of  de- 
preciation, however,  we  shall  have  more  to  say  in  a  later  par- 
agraph. 

If  an  allowance  for  depreciation  can  be  applied  to  anything 
else  than  tangible  property  employed  in  the  business,  then  an 
interesting  question  arises  concerning  shrinkage  in  the  market 

120  Leith,  Hull  &  Hamburg  Steam  Packet  Co.  v.  Inland  Revenue,"! 
Sess.  Cas.  Scotch  (1899)  1117.  Further  as  to  the  allowance  for  de- 
preciation in  the  case  of  steamships,  see  Cunard  S.  S.  Co.  v.  Coul- 
son  [1899]  1  Q.  B.  865. 
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value  of  stocks,  bonds,  and  other  investments.  As  above  stat- 
ed, the  act  of  Congress  now  in  force  would  exclude  such  a 
case,  if  read  literally.^^^  But  it  was  held  otherwise  under  the 
somewhat  broader  terms  of  the  act  of  1909.  The  treasury  de- 
partment ruled  that  premiums  on  stocks  and  bonds  arbitrarily 
charged  off  on  the  books  of  a  corporation  did  not  constitute 
a  proper  deduction  on  account  of  depreciation,  unless  there 
had  been  an  actual  shrinkage  in  value  of  such  securities  to  the 
extent  of  the  reduction  claimed  during  the  year  for  which  the 
return  was  made.^^^  The  language  of  the  Wisconsin  statute, 
in  this  particular,  is  practically  the  same  as  that  of  the  act 
of  Congress  of  1909.  But  its  construction  has  not  been  ju- 
dicially settled,  and  the  revenue  officers  of  that  state  tentatively 
hold  that  it  was  not  intended  to  apply  to  the  case  of  diminish- 
ing market  value  of  intangible  property  such  as  corporate 
stocks  or  bonds,  while  suggesting,  an  amendment  to  the  stat- 
ute in  the  interest  of  greater  clarity  of  expression. ^^^ 

121  The  Treasury  department  takes  the  view  that  a  deduction  for 
shrinkage  in  the  value  of  securities  cannot  be  claimed  under  the 
head  of  depreciation.  See,  supra,  §  165.  And  see  Instruction  No. 
13,  on  reverse  of  Form  No.  1030,  printed  in  the  Appendix.  But  "de- 
preciation in  book  values  of  capital  assets  shall  be  treated  in  the 
return  in  the  manner  prescribed  in  the  case  of  loss  from  the  sale 
of  capital  assets,  but  amounts  arbitrarily  charged  off  will  not  be 
allowed  as  deductions  except  so  far  as  they  represent  an  actual 
shrinkage  in  values  which  may  be  determined  to  have  taken  place 
during  the  year  for  which  the  return  is  made."  Supra,  §  185,  art. 
134.  This  appears  to  mean  that  a  shrinkage  in  the  book  value  of 
capital  assets  may  be  deducted  as  a  "loss"  but  not  as  a  "deprecia- 
tion." 

122  Treasury  Decisions,  No.  1742,  par.  87. 

123  "Deductions  for  losses  under  other  income  tax  laws  have  gener- 
ally been  coniined  to  damage  to  or  destruction  of  physical  property 
of  the  taxpayer,  and  bad  accounts  which  had  previously  been  re- 
ported as  income.  Losses  resulting  from  fluctuation  in  market  val- 
ue have  not  been  allowed.  Various  claims  have  been  made  for  loss- 
es under  the  paragraph  quoted,  including  depreciation  in  the  value 
of  corporate  stocks  and  other  like  property  resulting  from  change 
in  market  value  or  destruction  of  or  damage  to  the  physical  proper- 
ty of  the  corporation  issuing  the  stock.  Considered  as  a  whole,  the 
income  tax  act  does  not  seem  to  contemplate  the  assessment  of  appre- 
ciation in  value  until  actually  realized  by  sale  or  other  disposition  of 
the  property.    It  would  seem  to  follow  that  depreciation  should  not 
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The  question  of  allowing  for  depreciation  in  the  case  of 
property  which,  though  not  physically  impaired,  has  become 
obsolete  is  one  of  great  difficulty.  Undoubtedly,  a  business 
property  diminishes  in  value  unless  it  is  kept  up  to  the  standard 
of  efficiency  set  by  new  inventions,  new  appliances,  and  new 
methods,  since  it  cannot  otherwise  successfully  compete  with 
its  better-equipped  rivals.  .  And  in  a  broad  sense,  this  is  clearly 
"depreciation."  But  it  is  not  depreciation  by  reason  of  "wear 
and  tear,''  or  by  reason  of  its  use  in  the  business.  And  so 
the  decisions  under  income  tax  laws,  in  so  far  as  they  have 
adverted  to  this  point,  tend  to  the  application  of  a  stricter  rule. 
Thus,  in  an  English  case  it  was  held  that  depreciation  on  ac- 
count of  wear  and  tear  does  not  include  the  loss  on  apparatus 
which  is  discarded  because  it  has  become  old-fashioned  or 
obsolete,  as  in  the  case  where  a  street  railway  company  chang- 
es its  motive  power  from  horse  power  to  electric  power,  and 
thereupon  is  obliged  to  take  up  and  cast  aside  the  rails  in  use, 
which,  though  not  worn  out,  cannot  be  used  for  the  new 
track. ^-*  So  again,  under  the  English  statute,  which  allows  a 
deduction  for  "diminished  value  by  reason  of  wear  and  tear 
during  the  year  of  any  machinery  or  plant,"  it  was  ruled  that 
the  owners  of  a  ship  engaged  in  trade  were  not  entitled  to  a 
deduction  for  depreciation  in  the  value  of  their  vessel  caused 
by  the  building  of   ships  of  a  better  construction  or  better 


be  allowed  in  such  cases  until  the  amount  of  the  loss  is  determined  in 
like  manner.  Following  the  English  decisions  and  the  pi'ecedents 
of  the  internal  revenue  department  under  the  income  tax  of  1863,  and 
the  rules  prescribed  for  administration  of  the  Income  tax  of  1894, 
the  Commission  felt  compelled  to  deny  deductions  for  depreciation 
of  this  character  while  the  property  was  still  held  by  the  taxpayer. 
The  soundness  of  this  construction  has  been  sharply  challenged,  and 
the  law  on  the  subject  is  not  entirely  clear.  If  the  purpose  of  the 
legislature  is  to  confine  deductions  for  losses  as  above  indicated,  the 
statute  should  be  amended  so  as  to  more  clearly  express  that  in- 
tention. If,  on  the  other  hand,  a  wider  range  of  deduction  is  deemed 
advisable,  there  is  equal  reason  for  making  the  statute  more  specific. 
The  subject  is  properly  one  for  the  consideration  of  the  legislature 
and  attention  is  called  to  it  for  that  reason."  Report  of  Wisconsin 
State  Tax  Commission,  1912,  p.  49. 
124  London  County  Council  v.  Edwards,  5  Tax  Cas.  383. 
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equipped,  though  this  circumstance  rendered  their  own  proper- 
ty less  desirable  for  the  use  of  charterers  and  so  diminished 
its  earning  power.^^^ 

It  has  been  ruled  that  "good  will"  represents  the  value 
attached  to  a  business  over  and  above  the  value  of  the  phys- 
ical property,  and  is  such  an  entirely  intangible  asset  that 
no  claim  for  depreciation  in  connection  therewith  can  be  al- 
lowed, ^'^  and  also  that  "unearned  increment"  will  not  be  con- 
sidered in  fixing  the  value  on  which  depreciation  shall  be 
based.^^^ 

The  English  income  tax  law  provides  that  where  full  ef- 
fect cannot  be  given  to  the  deduction  for  wear  and  tear  in 
any  given  year,  owing  to  the  profits  chargeable  with  the  in- 
come tax  being  less  than  the  deduction,  that  part  of  the  de- 
duction to  which  effect  has  not  been  given  shall,  for  the  pur- 
pose of  making  the  assessment  for  the'  following  year,  be 
added  to  the  amount  of  the  deduction  for  wear  and  tear  in 
that  year.^^*  In  a  late  case,  upon  the  assessment  of  the  prof- 
its of  plaintiff's  ships  for  income  tax,  it  was  admitted  that, 
prior  to  the  year  of  assessment,  plaintiff  had  received  allow- 
ances for  depreciation  of  the  ships  by  wear  and  tear  of  an 
amount  aggregating  at  least  96  per  cent  of  their  prime  cost, 
and  that,  at  the  time  of  the  assessment,  the  break-up  value 
of  the  ships  was  more  than  4  per  cent,  and  that  in  one  in- 
stance plaintiff  had  received  more  than  100  per  cent  of  the 
original  cost.  Nevertheless  it  was  held  that  the  commission- 
ers were  bound  to  allow  a  just  and  reasonable  deduction  for 
depreciation  during  the  year  of  assessment.^^" 

12  5  Burnley  Steamship  Co.  v.  Alkin,  31  Scotch  Law  Rep.  803,  3  Tax 
Cas.  275. 

12  6  Treasury  Decisions,  No.  1742,  par.  82. 

127  Internal  Revenue  Regulations  No.  33,  art.  146,  supra,  §  185, 
art.  146. 

128  See  Scottish  Shire  Line  v.  Inland  Revenue  [1912]  Sess.  Cas. 
IIOS. 

12  9  Hall  V.  Kickman,  94  Law  T.  224. 
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§  307.     Same;   Depreciation  of  Patents 

That  species  of  property  which  is  represented  by  the  own- 
ership of  a  patent  is  subject  to  depreciation  both  on  account 
of  the  limited  time  during  which  the  monopoly  may  be  en- 
joyed and  on  account  of  the  fact  that,  at  any  time,  the  pat- 
enting of  new  inventions  or  improvements  may  render  the 
original  machine,  process,  or  other  thing  covered  by  the  pat- 
ent more  or  less  obsolete.  Accordingly  the  Treasury  depart- 
ment has  prescribed  special  rules  for  calculating  the  amount 
of  depreciation  allowable  for  this  kind  of  property  with  ref- 
erence to  the  income  tax.  It  is  provided  that  "the  deduction 
claimed  for  exhaustion  of  the  capital  assets  as  represented 
by  patents  to  be  made  in  the  return  of  annual  net  income  of 
a  corporation  for  any  given  year  shall  be  one-seventeenth 
of  the  actual  cost  of  such  patents  reduced  to  a  cash  basis. 
Where  the  patent  has  been  secured  from  the  government  by  a 
corporation  itself,  its  cost  would  be  represented  by  the  vari- 
ous government  fees,  cost  of  drawings,  experimental  models, 
attorneys'  fees,  etc.  Where  the  patent  has  been  purchased 
by  the  corporation  for  a  cash  consideration,  the  amount  would 
represent  the  cost.  Where  the  corporation  has  purchased  a 
patent  and  made  payment  therefor  in  stocks  or  other  securi- 
ties, the  actual  cash  value  of  such  stocks  or  other  securities 
at  the  time  of  the  purchase  will  represent  the  cost  of  the 
patent  to  the  corporation."  "With  respect  to  the  deprecia- 
tion of  patents,  one-seventeenth  of  the  cost  is  allowable  as 
a  proper  deduction  each  year  until  the  cost  of  the  patent  has 
been  returned  to  the  corporation.  Where  the  value  of  a  pat- 
ent has  disappeared  through  obsolescence  or  any  other  cause, 
and  the  fact  has  been  established  that  the  patent  is  valueless, 
the  unreturned  cash  investment  remaining  in  the  patent  may 
be  claimed  as  a  total  loss  and  be  deducted  from  gross  income 
in  the  return  of  annual  net  income  for  the  year  during  which 
the  facts  as  to  obsolescence  or  loss  shall  be  established,  such 
unreturned  cash  value  to  be  fixed  in  accordance  with  the  pro- 
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portion  that  the  number  of  years  which  the  patent  still  has  to 
run  bears  to  the  full  patent  period  of  seventeen  years."  ^^° 

§  308.     Depletion  of  Ores  or  Other  Natural  Deposits 

It  has  been  a  vexed  question  whether  or  not  a  company  en- 
gaged in  the  business  of  mining  coal,  ores  of  gold  or  silver,  or 
other  natural  deposits,  should  be  allowed  to  deduct  from  its 
income  as  returned  for  assessment,  under  the  head  of  depre- 
ciation, an  amount  representing  the  diminution  in  the  value  of 
its  property  caused  by  the  extraction  of  ores  during  the  year. 
Two  American  decisions  and  one  English  case  have  ruled 
that  this  was  not  admissible. ^^^  But  other  decisions  (in  both 
countries)  have  maintained  that  such  a  deduction  should  be 
allowed,  on  the  ground  that  a  mining  property  is  valuable 
only  for  the  minerals  which  it  contains,  that  its  value  constant- 
ly decreases  as  the  minerals  are  extracted,  until  it  reaches  the 
vanishing  point  at  the  time  when  the  mineral  deposits  are  ex- 
hausted, and  that  each  year's  operations  causes  a  shrinkage 
in  the  value  of  the  property  equal  to  the  value  (value  in  place) 
of  the  ores  taken  out,  which  is  properly  described  as  a  "de- 
preciation." ^^^  And  this  rule  was  also  adopted  by  the  officers 
of  the  internal  revenue  bureau. ^^^  So  far  as  concerns  taxation 
under  the  federal  statute,  this  question  is  set  at  rest  by  the 

130  Internal  Revenue  Regulations  No.  33,  arts.  137, 138.  See,  supra, 
§185. 

131  Commonwealth  v.  Ocean  Oil  Co.,  59  Pa.  St.  61;  Alianza  Co.  v. 
Bell,  [1906]  App.  Cas.  18;  Stratton's  Independence  v.  Howbert,  207 
Fed.  419.  The  case  last  cited  reached  the  Supreme  Court  of  the 
United  States  on  certificate  from  the  Circuit  Court  of  Appeals  (231 
TJ.  S.  399,  34  Sup.  Ct  136,  58  L.  E4.  285)  where  it  was  held  that, 
assuming  that  the  depletion  of  the  mineral  supply  from  the  process 
of  mining  is  an  element  to  be  considered  in  determining  the  reason- 
able depreciation  that  is  to  be  deducted  from  the  annual  net  income 
of  a  mining  company,  the  difference  between  the  gross  proceeds  of 
the  sales  of  ores  during  the  year,  and  the  amount  expended  in  ex- 
tracting, mining,  and  marketing  sBch  ores,  cannot  be  treated  as  the 
value  of  the  ore  In  place  for  such  purpose. 

13  2  United  States  v.  Nipissing  Mines  Co.,  202  Fed.  803;   Knowles  v. 
McAdam,  L.  R.  3  Ex.  Div.  23,  1  Tax   Cns.  161. 
183  Treasury  Decisions,  No.  1742,  par.  97. 

Bl.Ino.Tax.  (2d  Ed.  )  —30  (457) 
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terms  of  the  act  of  1913,  which  includes  under  the  head  of 
allowance  for  depreciation  "in  the  case  of  mines,  a  reasonable 
allowance  for  depletion  of  ores  and  all  other  natural  deposits, 
not  to  exceed  five  per  centum  of  the  gross  value  at  the  mine  of 
the  output  for  the  year  for  which  the  computation  is  made."  ^'* 
The  same  rule  will  apply  to  the  case  of  natural  gas  companies 
and  those  sinking  oil  wells.  And  under  the  corporation 
tax  law  of  1909,  the  administrative  officers  ruled  that  natural 
gas  companies  should  be  allowed  to  make  deductions  for  de- 
preciation on  the  basis  of  the  gradual  exhaustion  of  their  de- 
posits, and  prescribed  elaborate  instructions  for  reckoning  this 
depreciation,  ^^^  which  was  also  done  with  reference  to  com- 

13*  Supra,  §  36.  The  term  "gross  value  at  the  mine,"  as  here 
used,  has  been  defined  by  the  Treasury  department  as  "the  market 
value  of  ore,  coal,  crude  oil,  and  gas  at  the  mine  or  vrell,  where  such 
value  is  established  by  actual  sales  at  the  mine  or  well;  and  in 
case  the  market  value  of  the  product  of  the  mine  or  well  is  establish- 
ed at  some  place  other  than  at  the  mine  or  well,  or  on  the  basis 
of  the  bullion  or  metallic  value  of  the  ore,  then  the  gross  value  at 
the  mine  is  held  to  be  the  value  of  the  ore,  coal,  oil,  or  gas  sold,  or 
of  the  metal  produced,  less  transportation,  reduction,  and  smelting 
charges.  If  the  rate  of  five  per  cent  per  annum  shall  return  to  the 
corporation  its  capital  investment  prior  to  the  exhaustion  of  the  de- 
posits, the  rate  on  which  the  annual  depreciation  for  depletion  of 
deposits  is  based  must  be  lowered  in  accordance  with  the  estimated 
number  of  years  it  will  take  to  exhaust  the  estimated  reserves.  In 
case  the  reserves  shall  be  in  excess  of  the  estimates,  no  further  deduc- 
tion on  account  of  depletion  shall  be  made  where  the  capital  invest- 
ment has  been  returned  to  the  corporation."  Internal  Revenue  Reg- 
ulations No.  33,  art.  142,  supra,  §  185. 

135  "For  the  purpose  of  enabling  corporations  engaged  in  the  pro- 
duction and  transportation  of  natural  gas  to  properly  gauge  depre- 
ciation of  investment  in  the  field  and  main  line  divisions  on  ac- 
count of  depletion  to  be  deducted  each  year,  in  making  their  annual 
return  of  net  income,  the  following  methods  are  recommended: 

"First.  That  the  producing  gas  area  of  said  company  be  laid  off 
in  squares  not  exceeding  one  square  mile,  and  that  three  months  pri- 
or to  September  30  of  each  year,  one  or  more  representative  wells 
be  shut  in  in  each  square  or  territory,  and  that  as  of  September  30 
an  accurate  gauge  be  taken  of  the  rock  pressure  of  said  wells,  and 
the  decline  in  the  average  rock  pressure  from  year  to  year  shall  be 
considered  as  the  base  of  determining  the  exhaustion  of  deposit.  For 
instance,  a  corporation  may  have  80  square  miles  of  territory,  and 
the  average  rock  pressure  September  30,  1909,  may  have  been  600 
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panics  operating  petroleum  producing  properties. ^'°  But 
"corporations  leasing  oil  or  gas  territory  shall  base  their  de- 
pletion deduction  upon  the  cost;  of  the  lease,  and  not  upon 

pounds  per  square  incli.  On  September  30,  1910,  the  average  rock 
pressure  may  have  been  540  pounds,  or  a  decline  of  10  per  cent,  and 
this  percentage  is  to  be  applied  as  a  basis  of  depreciation  for  the 
year  1910  on  the  cost  of  the  field  and  main  line  divisions,  less  depre- 
ciation charged  off  prior  to  that  date  and  any  salvage  value  that 
may  remain  in  the  property. 

"Second.  If  by  reason  of  lack  of  area  or  for  any  other  good  and 
sufficient  reason,  any  corporation  engaged  in  the  production  of  gas 
shall  prefer  the  'volume  basis'  as  more  accurately  reflecting  the 
rate  of  exhaustion  of  deposits,  the  amount  of  capital  invested  to  be 
returned  out  of  the  income  of  any  given  year  may  be  determined  on 
that  basis.  In  case  the  'volume  basis'  is  adopted,  the  volume  of  each 
well  must  be  taken  with  Instruments  generally  recognized  as  relia- 
ble for  determining  the  daily  volume  produced  by  each  well  at 
stated  periods  each  year,  and  the  percentage  of  loss  in  daily  pro- 
duction shall  determine  the  percentage  of  the  capital  investment; 
which  shall  be  returnable  out  of  gross  income  and  the  proper  de- 
duction to  be  made  each  year  in  the  return  of  annual  net  income- 
as  return  of  capital  invested. 

"Any  unreturned  cash  investment  remaining  when  wells  or  terri- 
tory have  to  be  abandoned  or  lines  taken  up  because  of  failure  of: 
the  Supply  of  gas,  less  salvage,  may  be  deducted  as  part  of  the  rea- 
sonable depreciation  for  the  year  in  which  such  territory  is  aban- 
doned, unless  such  values  shall  have  been  returned  in  the  reduction 
made  because  of  loss  of  volume  or  decrease  in  rock  pressure,  which 
in  such  case  would  be  considered  as  having  reached  the  vanishing 
point."    Treasury  Decisions,  No.  1754.   . 

136  "In  the  ascertainment  of  net  income  deduction  will  be  allowed 
for  depreciation  arising  from  exhaustion  of  deposits  and  for  depre- 
ciation and  obsolescence  of  Improvements  in  accordance  with  the 
general  regulations  respecting  depreciation  allowances,  on  the  basis 
of  the  original  capital-investment  cost,  reduced  to  a  cash  basis,  of 
the  properties  concerned  to  the  company  reporting.  Claims  for  de- 
preciation on  account  of  depletion  of  deposits  based  on  any  values 
other  than  the  cost  of  the  property  in  cash  or  cash  values  (includ- 
ing cost  of  development)  will  not  be  considered. 

"In  all  producing  oil  fields  an  average  value  per  barrel  of  the  set- 
tled daily  production  shall  be  adopted  as  the  guide  in  determining 
the  value  of  the  property,  and  the  following  method  of  depreciating 
said  values  is  recommended : 

"Each  corporation  will  fix  this  valuation  per  barrel  as  of  January 
1,  1909,  or  upon  the  date  of  commencement  of  production,  if  after 
that  date,  for  ascertaining  the  deductions  for  depreciation  on  the 
basis  of  depletion  of  deposits.  This  valuation  per  barrel  should 
be  based  on  the  cost  of  the  property  to  the  corporation   plus  the 
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the  estimated  value  in  place-of  the  oil  or  gas."  ^''  And  "cor- 
porations operating  mines  (including  oil  or  gas  wells)  upon  a 
royalty  basis  only  cannot  claim  depreciation  because  of  the 
exhaustion  of  the  deposits."  ^^* 

§  309.     Depreciation  of  Timber  Lands 

The  principles  stated  in  the  preceding  section  might  justly 
be  applied  to  the  case  of  income  derived  from  timber  lands, 
if  the  property  were  not  otherwise  valuable.  The  Treasury 
department  has  ruled  that  the  mere  removal  of  timber  by  cut- 
ting from  timber  lands,  unless  the  timber  is  disposed  of 
through  sales  or  plant  operations,  is  to  be  considered  simply 
as  a  change  in  the  form  of  assets ;  but  if  the  timber  is  dis- 
posed of  through  sales  or  otherwise,  it  is  to  be  accounted  for 
in  accordance  with  the  regulations  governing  the  disposition 
of  capital  or  other  assets.^^"  It  is  clearly  to  be  implied  from 
this  that  an  increase  in  the  value  of  such  property  from  the 

cost  of  the  development  thereof  with  a  proper  deduction  from  that 
valuation  for  the  number  of  years  the  property  has  been  in  opera- 
tion, and  the  resulting  proportioned  decrease  in  daily  production  of 
oil.  With  this  basis  per  barrel  fixed  as  of  January  1,  1909,  or  at  the 
date  of  commencement  of  production,  if  after  January  1,  1909,  the 
value  of  the  property  as  a  whole  is  to  be  determined  by  applying  this 
unit  value  per  barrel  to  the  daily  average  production  for  the  month 
of  December,  or  other  representative  month,  in  the  year  for  which 
the  return  is  made.  The  representative  month  chosen  shall  be  the 
same  in  each  year.  This  unit  valuation  per  barrel  is  to  be  retained 
in  arriving  at  all  future  depreciation  deductions,  except  where  an 
additional  production  is  secured  by  drilling  or  an  additional  pro- 
duction is  acquired  by  purchases,  in  which  cases  a  new  average  rate 
per  barrel  based  upon  the  actual  cash  invested  in  such  development, 
or  in  the  new  properties  and  their  development,  may  be  adopted. 
The  amount  of  income  each  year  to  be  applied  to  the  return  of 
the  cash  investment  shall  be  ascertained  by  multiplying  the  unit  val- 
uation ascertained  as  required  above  by  the  difference  between  the 
daily  average  production  in  barrels  during  the  representative  month 
of  each  year.  The  product  of  such  multiplication  will  be  the  amount 
deductible  from  gross  income  on  account  of  return  of  cash  invest- 
ment based  upon  the  rate  of  depletion  of  deposits."  Treasury  Deci- 
sions, No.  1755. 

137  Internal  Revenue  Regulations  No.  33,  art.  144,  supra,  §  185. 

138  Internal  Revenue  Regulations  No.  33,  art.  145,  supra,  §  185. 

139  Treasury  Decisions  No.  1742,  par.  91.  For  the  rule  as  to  taxing 
profits  on  sale  of  capital  assets,  see,  supra,  §  250. 
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mere  natural  growth  of  the  timber,  where  no  cutting  is  done, 
or  not  more  than  is  compensated  for  by  the  natural  growth,  is 
not  to  be  considered  as  in  any  sense  "income."  Income  from 
such  property  begins  only  when  timber  is  cut  in  substantial 
quantities  and  disposed  of  by  sale  or  otherwise.  In  regard 
to  an  allowance  for  depreciation  or  depletion  when  the  land 
is  being  stripped  of  its  timber,  the  ruling  of  the  Treasury 
department  is  as  follows :  "Corporations  owning  tracts  of 
timber  lands  and  removing  therefrom  and  selling,  or  other- 
wise disposing  of,  the  timber  will  be  permitted  to  deduct  from 
their  gross  income  on  account  of  depreciation  or  depletion 
an  amount  representing  the  original  cost  of  such  timber,  plus 
any  carrying  charges  that  may  have  been  capitalized  or  not 
deducted  from  income. ^^"  The  purpose  of  the  depreciation 
or  depletion  deduction  is  to  secure  to  the  corporation,  when 
the  timber  has  been  exhausted,  an  aggregate  amount  which, 
plus  the  salvage  value  of  the  land,  will  equal  the  capital  actual- 
ly invested  in  such  timber  and  land."  ^*^ 

§  310.     Amortization  of  Bonds 

Closely  connected  with  the  subject  of  depreciations  is  the 
rule  or  principle  of  the  amortization  of  various  forms  of  se- 
curities, and  particularly  corporate  bonds.  This  principle  is 
well  explained  by  a  court  in  New  York,  as  follows:  "It  is  a 
common  matter  with  bankers  and  dealers  in  stocks  to  com- 
pute, by  the  aid  of  tables,  what  the  actual  income  is  of  a  stock 
running  a  certain  definite  time,  for  which  a  certain  premium 
is  paid.  The  actual  income  is  plainly  less  than  the  amount 
yearly  received,  because  the  premium  paid  must  be  so  dis- 

140  "Carrying  charges"  would  include  the  cost  of  proper  foresting 
operations  as  well  as  protection  against  fires  and  depredation.  The 
meaning  of  the  regulation  is  that  if  these  costs  have  already  heen 
charged  up  as  "expenses  of  the  business"  and  a  deduction  claimed  for 
them  under  that  head,  they  cannot  also  be  deducted  under  the  head 
of  depreciation.  Taxes  paid  on  the  property  might  financially  be 
called  "carrying  charges,"  but  would  be  properly  deductible  under 
the  head  of  "taxes  paid."  Interest  on  the  company's  bonds  would 
likewise  be  deductible  under  its  appropriate  description. 

141  Internal  Revenue  Regulations  No.  33,  art.  139,  supra,  §  185. 
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tributed,  in  the  calculation,  over  the  time  the  stock  has  to  run, 
that  the  owner  at  the  end  of  the  time  will  have  his  original 
investment  unimpaired.  Otherwise,  though  he  may  not  no- 
tice this,  he  will  have  been  gradually  impairing  his  capital,  in 
fact,  using  it  up  in  the  form  of  income.  The  rule  is  that  so 
much  out  of  the  moneys  received  annually  on  these  bonds  shall 
be  treated  as  income  as,  according  to  the  computations  and 
tables  above  mentioned,  they  are  found  to  produce.  The  res- 
idue belongs  to  principal,  and  annually  added  thereto  will  make 
up  for  the  gradual  depreciation  which  must  come  as  the  bonds 
approach  maturity,  and  will  keep  the  fund  unimpaired  when 
they  are  paid  off."  ^*^  Thus,  if  a  trustee  under  a  will,  who 
holds  a  fund  in  trust  to  pay  the  income  to  a  person  during  his 
life,  with  remainder  over,  makes  an  investment  in  bonds,  which 
are  payable  at  a  day  certain  and  are  bought  at  a  premium,  he 
is  not  obliged  to  pay  the  entire  net  income  to  the  tenant  for 
life,  but  is  entitled  to  deduct  such  an  amount  from  the  actual 
interest  received  on  each  bond  as  will,  by  successive  deduc- 
tions, make  good  to  the  capital  the  amount  of  the  premium 
paid  upon  the  original  purchase  of  the  bond,  without  regard  to 
the  market  value  of  the  bond  at  the  time  of  making  such  de- 
ductions.^*' And  under  the  income  tax  law  of  1913,  the  of- 
ficers of  the  internal  revenue  bureau  consider  this  gradual 
diminution  in  the  market  value  of  a  bond  (originally  bought 
at  a  premium)  as  its  maturity  approaches,  in  the  light  of  a 
"depreciation"  of  property,  and  have  made  the  following  rul- 
ing in  regard  to  it :  "Relative  to  amortization  of  bonds,  where 
a  corporation  holds  bonds  which  were  purchased  at  a  rate 
above  par,  and  said  corporation  shall  proportionately  reduce 
the  value  of  those  bonds  on  its  books  each  year,  so  that  the 
book  value  shall  be  the  redemption  value  of  the  bonds  when 
such  bonds  become  due  and  payable,  the  return  of  annual  net 
income  of  the  corporation  holding  such  bonds  may  show  the 
depreciation  on  account  of  amortization  of  such  bonds.     The 

1*2  People  V.  Davenport,  30  Hun  (N.  Y.)   177. 

143  New  England  Trust  Co.  v.  Eaton,  140  Mass.  532,  4  N.  E.  69,  54 
Am.  Rep.  493. 
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requirement  is,  however,  that  the  amount  carried  to  the  amorti- 
zation account  each  year  shall  be  equitably  proportioned  with 
respect  to  the  difference  between  the  purchase  price  and  the 
maturing  value  and  the  number  of  years  to  elapse  until  the 
bonds  become  due  and  payable.  With  respect  to  bond  issues, 
where  such  bonds  are  disposed  of  for  a  price  less  than  par 
and  are  redeemable  at  par,  it  is  also  held  that,  because  of  the 
fact  that  such  bonds  must  be  redeemed  at  their  face  value, 
the  loss  sustained  by  reason  of  their  sale  for  less  than  their 
face  value  may  be  prorated  by  the  issuing  corporation  in  ac- 
cordance with  the  life  of  the  bond."  ^**  But  under  the  in- 
come tax  law  of  Wisconsin,  the  courts  of  that  state  have  ex- 
pressly decided  that,  in  returning  the  interest  on  bonds  as  in- 
come for  taxation,  the  bondholder  cannot  annually  deduct 
therefrom  a  pro  rata  share  of  the  premium  paid  in  purchasing 
the  bonds.^*' 

§  311.     Dividends  from  Corporations  Subject  to  Teix 

In  order  to  avoid  double  taxation,  it  is  customary  for  the 
income  tax  laws  to  allow  the  deduction  of  dividends  received 
from  corporations  liable  to  the  tax,  or  which  have  been 
assessed  for  it.  In  the  act  of  Congress  of  1909,  the  deduction 
was  allowed  of  all  amounts  received  within  the  year  as  divi- 
dends on  the  stock  of  any  corporation  "subject  to  the  tax." 
And  an  opinion  was  given  by  the  Attorney  General  that,  in 
computing  the  income  of  a  corporation  for  the  purpose  of 
taxation  under  that  act,  the  dividends  received  by  it  as  a 
stockholder  in  any  other  corporation  of  a  character  to  which 
the  act  applied  should  be  deducted  from  its  gross  earnings, 
although  the  dividend-paying  corporation  had  not  a  sufficient 
net  income  to  be  taxable  itself,  for  if  such  corporation  was 
of  the  character  described  in  the  act  (that  is,  not  among  those 
exempted  entirely),  it  was  "subject  to  the  tax  imposed"  al- 
though its  income  for  any  given  year  might  not  reach  the  taxa- 

1*4  Internal  Eevenue  Regulations  No.  33,  art.  135,  supra,  §  185. 
And  see  Treasury  Decisions,  No.  1727. 
1*5  Van  Dyke  v.  City  of  Milwaukee  (Wis.)  146  N.  W.  812. 
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ble  limit.^*'  The  act  of  1913,  as  applied  to  the  individual  tax- 
payer, allows  the  deduction  of  "the  amount  received  as  divi- 
dends upon  the  stock  or  from  the  net  earnings  of  any  corpora- 
tion, joint  stock  company,  association,  or  insurance  company 
which  is  taxable  upon  its  net  income  as  hereinafter  provided." 
But  it  is  to  be  noted  that  this  applies  only  in  the  case  of  per- 
sons who  are  liable  for  the  normal  tax  only.  Those  whose 
incomes  reach  a  figure  such  as  to  be  subject  to  the  additional 
tax  or  surtax  must  include  in  their  returns  the  amount  of 
dividends  received  from  corporations,  and  must  pay  the  tax 
thereon. ^*^  An  exception,  however,  is  probably  to  be  made 
in  the  case  of  stock  in  domestic  corporations  owned  by  non- 
resident aliens.  According  to  the  rulings  of  the  Treasury  de- 
partment, such  owners  are  not  subject  to  the  income  tax  at 
all  in  respect  to  dividends  received  on  such  stock.^**  But, 
whether  from  inadvertence  or  by  design,  there  is  no  similar 
provision  in  the  case  of  corporations,  so  that  corporations, 
as  distinguished  from  individuals,  will  not  be  allowed  to  de- 
duct dividends  received  from  other  companies.  This  bears 
with  special  rigor  upon  "holding"  companies,  and  this  circum- 
stance may  have  been  influential  in  the  mind  of  Congress  in 
framing  the  provision. 

In  the  Wisconsin  income  tax  law,  the  provision  on  this 
subject  is  both  more  comprehensive  and  more  explicit,  and 
applies  alike  to  individual  taxpayers  and  corporations.  It  au- 
thorizes the  deduction  of  "dividends  or  income  received  within 
the  year  from  stocks  or  interest  in  any  firm,  copartnership, 
or  corporation,  joint  stock  company  or  association,  the  income 
of  which  shall  have  been  assessed  under  the  provisions  of  this 
act."  In  Hawaii,  the  provision  is  that  "in  assessing  the  income 
of  any  person  or  corporation,  there  shall  not  be  included  the 
amount  received  from  any  corporation,  as  dividends  upon 
the  stock  of  such  corporation,  if  the  tax  of  two  per  cent 

"6  28  Opin.  Atty.  Gen.  140. 
1*7  Supra,  §§  16,  140. 
148  Supra,  §§  171,  257. 
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has  been  assessed  upon  its  net  profits  by  said  corporation  as 
required  by  this  act." 

§  312.     Special  Rules  as  to  Insurance  Companies 

The  act  of  Congress  of  1913  allows  a  deduction,  in  the  case 
of  insurance  companies  of  "sums  other  than  dividends  paid 
within  the  year  on -policy  and  annuity  contracts."  This  covers 
the  ordinary  outgo  of  an  insurance  company  in  the  way  of 
payments  of  losses  under  its  policies  and  periodical  payments 
made  to  beneficiaries  under  annuity  contracts. ^*°  But  special 
provision  is  also  made  for  ■  companies  doing  business  on  the 
mutual  plan.  In  the  case  of  mutual  life  insurance  companies, 
they  "shall  not  include  as  income  in  any  year  such  portion  of 
any  actual  premium  received  from  any  individual  policy 
holder  as  shall  have  been  paid  back  or  credited  to  such  in- 
dividual policy  holder,  or  treated  as  an  abatement  of  premium 
of  such  individual  policy  holder,  within  such  year."  ^°°  In  the 
case  of  mutual  fire  insurance  companies,  they  are  likewise  en- 
titled to  deduct  "any  portion  of  the  premium  deposits  returned 
to  their  policy  holders,  but  shall  return   as  taxable  income 

148  Supra,  §  36.  For  ttie  treasury  regulation  as  to  what  "losses" 
an  Insurance  company  may  take  credit  tor,  see,  supra,  §  185,  art.  147. 
On  the  meaning  of  the  word  "dividends"  in  this  connection,  an  in- 
structive case  is  that  of  Mutual  Benefit  Life  Ins.  Co.  v.  Common- 
wealth, 128  Ky.  174,  107  S.  W.  802.  It  appeared  in  this  case  that 
an  insurance  company,  in  its  policy,  stipulated  for  a  premium  larger 
than  was  actually  needed  to  carry  the  risk  insured  against  under 
ordinary  conditions,  but  which  might  be  needed  under  extraordinary 
conditions,  and,  in  order  to  provide  in  advance  against  such  a  con- 
tingency, collected  as  premium  for  the  first  year  the  full  amount  stip- 
ulated for,  setting  aside  so  much  thereof  as  was  overpayment  as 
a  guaranty  against  misfortune,  and  then,  for  the  premiums  for  the 
succeeding  years,  did  not  collect  the  entire  amount  stipulated  for, 
because  of  the  sufficiency  of  the  overpayment  of  the  first  year's  premi- 
um to  guard  against  additional  risks,  but  designated  the  part  not 
collected  from  the  policy  holder  as  a  "dividend."  It  was  held  that 
the  company  was  not  liable  to  taxation  on  the  entire  premiums  stip- 
ulated for  in  the  policy,  but  only  for  the  amount  actually  collected, 
for  the  part  of  such  premiums  designated  by  the  company  as  a 
dividend  was  not  in  fact  a  dividend,  but  merely  an  overcharge  which 
was  never  collected  from  the  policy  holder,  and  hence  was  not  re- 
ceived by  the  company  as  "cash  or  otherwise"  within  the  terms  of 
the  statute. 

leo  Supra,  §  38. 
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all  income  received  by  them  from  all  other  sources  plus  such 
portions  of  the  premium  deposits  as  are  retained  by  the  com- 
panies for  purposes  other  than  the  payment  of  losses  and  ex- 
penses and  reinsurance  reserves."  ^^^  As  to  mutual  marine 
insurance  companies,  the  direction  is  that  they  "shall  include 
in  their  return  of  gross  income  gross  premiums  collected  and 
received  by  them  less  amounts  paid  for  reinsurance,  but  shall 
be  entitled  to  include  in  deductions  from  gross  income 
amounts  repaid  to  policy  holders  on  account  of  premiums 
previously  paid  by  them  and  interest  paid  upon  such  amounts 
between  the  ascertainment  thereof  and  the  payment  there- 
of." "2 

This  act  also  allows  the  deduction  of  "the  net  addition,  if 
any,  required  by  law  to  be  made  within  the  year  to  reserve 
funds,"  and  provides  that,  "in  the  case  of  assessment  insurance 
companies,  whether  domestic  or  foreign,  the  actual  deposit  of 
funds  with  state  or  territorial  officers,  pursuant  to  law,  as  ad- 
ditions to  guarantee  or  reserve  funds,  shall  be  treated  as 
being  payments  required  by  law  to  reserve  funds." 

Aside  from  the  matter  of  reserve  funds  required  by  law, 
it  has  been  a  vexed  question  whether  or  not  an  insurance 
company  could  claim  a  deduction  in  respect  to  premiums  cov- 
ering a  risk  which  extends  beyond  the  end  of  the  fiscal  year. 
In  an  English  case,  a  fire  insurance  company  set  up  a  claim 
to  deduct  a  portion  of  its  premium  receipts  for  the  year, 
representing  the  unearned  or  unexhausted  portion  of  such 
premiums,  where  it  remained  liable  on  the  policies  for  one  or 
several  years  longer.  The  company  contended  that  such  a 
deduction  should  be  allowed  to  it  either  as  a  fixed  percentage 
of  the  total  premium  receipts  (suggesting  one-third  as  a  proper 
proportion),  or  else  to  the  extent  of  the  amount  which  it 
would  cost  to  reinsure  its  unexpired  risks.  But  the  court  held 
otlierwise.  Conceding  that  it  would  be  impossible  to  ascer- 
tain the  true  net  profits  of  an  insurance  company  in  this  situa- 
tion with  such  mathematical  accuracy  as  to  do  perfect  and  ab- 
solute justice,  it  was  held  that  the  fair  and  proper  method 

161  Supra,  §  37.  i»2  Supra,  §  38. 
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is  to  take  on  the  one  side  the  whole  receipts,  and  on  the  other 
side  the  whole  expenditure  and  disbursements,  for  the  given 
year,  the  balance  remaining  being,  for  the  tiriie  at  least,  net 
profits  on  which  the  income  tax  should  be  assessed.  This 
being  done  year  by  year,  there  is  an  absolute  balancing  of 
accounts;  and  if  any  wrong  is  done  by  losses  afterwards  oc- 
curring in  respect  of  premiums  on  which,  as  profits,  the  in- 
come tax  has  been  assessed  and  paid,  it  will  be  taken  into 
consideration  in  the  ensuing  year.^°^  And  later  an  exactly 
similar  decision  was  rendered  by  the  Court  of  Appeal. ^^*  But 
only  four  years  afterwards,  the  same  court  ruled  that  the 
profits  of  a  fire  insurance  company,  for  the  purpose  of  the 
income  tax,  are  not  to  be  computed  by  merely  deducting  the 
total  of  losses  and  disbursements  for  the  year  from  the  total 
premium  receipts  for  the  same  period,  but  allowance  must 
be  made  for  outstanding  policies  at  the  end  of  the  year,  or 
for  the  unearned  portion  of  premiums  received,  which  may  be 
done  by  deducting  a  fair  and  reasonable  percentage  of  the 
year's  premium  receipts. ^°^  Substantially  the  same  view  was 
taken  by  the  internal  revenue  officers  in  construing  the  act  of 
Congress  of  1909,  for  it  was  ruled  that  unearned  premiums 
set  aside  by  insurance  companies  as  reserves  should  not  be 
included  as  income  until  earned,  unless  the  same  should  be  en- 
tered on  the  ledger  as  income  during  the  year  in  which  they 
were  received. ^°° 

§  313.     Rules  as  to  Foreign  Corporations 

As  foreign  corporations  are  taxed  only  upon  so  much  of 
their  income  as  they  receive  from  business  transacted  or 
capital  invested  in  the  United  States,  under  the  federal  stat- 
ute, so  their  allowable  deductions  are  correspondingly  restrict- 
ed. Thus,  the  item  of  "expenses"  will  cover  only  expenditures 
in  the  maintenance  and  operation  of  the  business  and  proper- 
ty within  the  United  States.     So  "losses"  must  be  "actually 

153  Imperial  Fire  Ins.  Co.  v.  Wilson,  35  Law  T.  271,  1  Tax  Cas.  71. 
IS*  General  Accident,  etc.,  Co.  v.  McGowan  [1908]  App.  Cas.  207,  5 
Tax  Cas.  308. 

15  5  Sun  Insurance  Office  v.  Clark  [1912]  App.  Cas.  443. 
166  Treasury  Decisions,  No.  1742,  par.  70. 
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sustained  within  the  year  in  business  conducted  by  it  within 
the  United  States."  And  as  to  deducting  interest  paid  by  a 
foreign  company,  the  rule  prescribed  is  that  it  may  claim  a 
deduction  for  interest  on  its  indebtedness,  to  an  amount  of 
such  indebtedness  not  exceeding  that  portion  of  its  paid-up 
capital  stock  (plus  one  half  the  sum  of  its  bonded  debt)  which 
may  be  regarded  as  invested  or  employed  in  this  country, 
which  is  to  be  ascertained  by  taking  the  ratio  between  "the 
gross  amount  of  its  income  for  the  year  from  business  trans- 
acted and  capital  invested  within  the  United  States"  and  "the 
gross  amount  of  its  income  derived  from  all  sources  within 
and  without  the  United  States."  As  to  taxes,  a  foreign  com- 
pany is  allowed  to  deduct  only  "sums  paid  by  it  within  the 
year  for  taxes  imposed  under  the  authority  of  the  United 
States  or  of  any  state  or  territory  thereof  or  the  District  of 
Columbia."  "^ 

§  314.     Bookkeeping  to  Show  Deductions 

The  regulations  prescribed  by  the  Treasury  department, 
with  reference  to  corporations,  provide  that :  "It  is  immaterial 
whether  the  deductions  except  for  taxes  and  losses  are  evi- 
denced by  actual  disbursements  in  cash,  or  whether  evidenced 
in  such  other  way  as  to  be  properly  acknowledged  by  the 
corporate  officers  and  so  entered  on  the  books  of  the  corpora- 
tion as  to  constitute  a  liability  against  the  assets  of  the  corpo- 
ration making  the  return.  Deductions  for  taxes,  however, 
should  be  the  aggregate  of  the  amounts  actually  paid,  as 
shown  on  the  cash"  book  of  the  corporation.  Deductions  for 
losses  should  be  confined  to  losses  actually  sustained  and 
charged  off  during  the  year  and  not  compensated  by  insur- 
ance or  otherwise.  Except  as  the  same  may  be  modified  by 
the  provisions  of  the  act,  limiting  certain  deductions  and  au- 
thorizing others,  the  net  income  as  returned  for  the  purpose 
of  the  tax  should  be  the  same  as  that  shown  by  the  books 
or  the  annual  balance  sheet."  ^°* 


157  Supra,  §  41. 

158  Internal  Revenue  Regulations  No.  33,  art.  158,  supra,  §  185,  art. 
158. 
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CHAPTER  XII 
EETUBNS  OF  TAXPAYERS  AND  WITHHOLDING  AGENTS 

§  315.  Taxpayers'  Eeturns,  Who  Required  to  Make. 

316.  Returns  by  Guardians,  Trustees,  and  Other  Fiduciaries, 

317.  Form  and  Contents  of  Returns. 

318.  Including  Income  of  Wife  and  Children. 

319.  Returns  by  Husband  and  Wife. 

320.  Returns  of  Corporations. 

321.  Time  for  Filing  Returns. 

322.  Where  Returns  are  to  be  Filed. 

323.  Publicity  or  Inspection  of  Returns. 

324.  Penalties  for  Divulging  Information. 

325.  Proceedings  in  Case  of  Refusal  or  Neglect  to  File  Return. 

326.  Same;    Examination  of  Books,  Papers,  and  Witnesses. 

327.  Same;   Constitutional  Validity. 

328.  Same;    Jurisdiction  of  Courts  to  Enforce  Obedience. 

329.  Same;   Authority  of  Officers;   Scope  of  Examination. 

330.  Same;   Examination  and  Inspection  Under  State  Income  Tax 

Laws. 

331.  Penalties  for  Failure  to  Make  Return. 

332.  Penalties  for  False  or  Fraudulent  Returns. 

333.  Penalties  Under  State  Income  Tax  Laws. 

334.  Returns  of  Withholding  Agents. 

§  315.     Taxpayers'  Returns,  Who  Required  to  Make 

The  act  of  Congress  of  1913  requires  an  income  tax  return 
to  be  made  by  every  citizen  of  the  United  States  of  lawful  age, 
whether  residing  at  home  or  abroad,  and  by  all  resident  aliens, 
provided  that  in  the  one  case  or  the  other  they  have  a  net 
income  of  $3,000  or  more  for  the  taxable  year,  and  in  the  same 
case  by  non-resident  aliens  deriving  an  income  from  property 
owned  or  a  business,  trade,  or  profession  carried  on  in  the 
United  States.^  But  for  the  year  1913,  as  the  income  tax  was 
laid  only  for  five-sixths  of  the  calendar  year,  with  a  propor- 
tionate allowance  for  the  exemptions  and  deductions  which 
might  be  claimed,  it  was  held  by  the  Treasury  department  that 
individuals  whose  net  income  was  $2,500  or  more  between 
March  1  and  December  31  of  that  year,  were  required  to  make 

1  Supra,  §§  1,  12. 
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the  return."  Special  provision  is  made  by  the  statute  for  per- 
sons subject  to  the  tax,  but  who  are  physically  unable  to  make 
the  required  return,  on  account  of  minority,  insanity,  absence 
from  the  country,  or  serious  illness.  If  a  person  in  such  a 
situation  is  one  a  part  of  whose  income  is  subject  to  be  with- 
held "at  the  source,"  the  return  may  be  made  for  him  by  the 
withholding  agent.^  If  not  subject  to  have  the  tax  so  with- 
held, a  person  who  is  sick  or  absent  from  the  country  may 
apply  for  and  obtain  an  extension  of  time  for  filing  his  re- 
turn.* In  case  of  the  death  of  a  person  whose  net  income  for 
that  part  of  the  year  during  which  he  lived  was  $3,000  or  more, 
a  return  is  to  be  made  by  his  executor  or  administrator.^  But 
a  person  for  whom  a  return  has  been  made,  and  the  tax  paid, 
by  a  withholding  agent,  is  not  required  to  make  a  return  for 
himself,  unless  he  has  other  net  income,'  and  of  course  if  his 
other  income  was  derived  from  sources  to  which  the  income 
tax  does  not  apply,  such  as  bonds  of  states  or  municipal  cor- 
porations, or  if  it  consisted  entirely  of  dividends  received  from 
corporations  subject  to  the  tax,  he  would  not  be  required  to 
make  any  return,  unless,  in  the  latter  case,  the  income  was 
large  enough  to  subject  him  to  the  surtax. 

It  might  be  a  debatable  question  whether  the  phrase  "net 
income,"  as  used  in  these  various  provisions  of  the  statute 
means  the  income  of  the  person  before  or  after  subtracting 


2  Supra,  §§  11,  135.  *  Supra,  §§  65,  142,  143. 

s  Supra,  §§  24,  106.  e  Supra,  §  178,  art.  17. 

6  Supra,  §  17.  "A  beneficiary  is  liable  for  the  normal  tax  upon  the 
amount  of  net  income  derived  by  him  from  a  taxable  source  through 
a  fiduciary,  less  the  amount  of  exemption  claimed  and  the  amount 
of  income  on  which  the  normal  tax  has  been  withheld  at  source,  and 
is  also  liable  for  the  additional  tax  assessable  on  the  amount  of  net 
income  received  by  him  in  excess  of  $20,000 ;  and  in  order  to  deter- 
mine whether  the  net  income  of  a  beneficiary  is  or  is  not  in  excess 
of  $20,000  and  subject  to  the  additional  tax,  the  amount  derived  by 
him  from  an  estate  and  all  other  taxable  sources  is  required  to  be 
shown  on  his  personal  annual  return.  Treasury  Decision  No.  2090, 
December  14,  1914. 
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the  items  specially  allowed  to  be  deducted,  such  as  businfess 
expenses,  interest  and  taxes  paid,  losses  incurred,  bad  debts, 
depreciation  of  property,  and  dividends  from  corporations. 
But  the  legislative  history  of  the  act  shows  that  "net  income" 
is  intended.  For  the  measure  as  originally  passed  by  the 
House  of  Representatives  required  returns  to  be  made  by  per- 
sons "having  a  net  income"  of  the  designated  amount,  and 
this  was  changed  by  the  Senate  so  as  to  read  "having  an  in- 
come," etc.  But  this  amendment  was  rejected  by  the  confer- 
ence committee;  hence,  the  omission  of  the  word  "net"  must 
be  regarded  as  significant.  This  part  of  the  law  applies  to 
persons  residing  abroad,  as  well  as  to  residents  of  the  United 
States.  As  to  corporations,  the  requirement  is  that  a  return 
•shall  be  made  by  "all  corporations,  joint  stock  companies  or 
associaitons,  and  insurance  companies  subject  to  the  tax  herein 
imposed,"  including  foreign  corporations  doing  business  in  the 
United  States. 

The  Wisconsin  statute  requires  a  return  from  "every  corpo- 
ration, joint  stock  company  or  association,  whether  taxable 
under  this  act  or  not."  As  to  individuals,  the  provision  is 
that  the  assessor  of  incomes  is  to  ascertain  what  persons  in 
his  district  are  subject  to  the  tax,  and  any  person  who,  in  his 
judgment,  is  so  subject  shall  be  required  by  him  to  make  a 
report.  The  state  tax  commission  rules  that  the  fact  that  the 
individual  is  not  subject  to  the  income  tax  will  not  relieve 
him  from  the  duty  of  making  a  return  when  so  demanded; 
and  also  that  a  person  who  is  in  fact  subject  to  the  tax  is 
not  relieved  from  the  obligation  to  make  a  return  by  the  fact 
that  he  has  not  been  formally  required  to  do  so  by  the  assessor, 
and  there  is  a  penalty  prescribed  for  failure  or  refusal  to 
make  the  return. 

In  South  Carolina,  the  law  provides  that  "all  persons  lia- 
ble for  the  payment  of  any  of  the  tax  herein  provided  for," 
including  non-residents,  shall  make  a  return.  In  North  Caro- 
lina, the  blank  furnished  to  taxpayers  for  listing  their  real  and 
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personal  property  shall  contain  the  following  question :  "Was 
your  gross  income  from  salaries,  fees,  trade,  profession  and 
property  not  taxed,  any  or  all  of  them,  for  the  year  ending 
June  first,  in  excess  of  one  thousand  dollars?"  And  if  the 
taxpayer  answers  this  question  in  the  affirmative,  he  is  to 
be  furnished  with  another  blank  on  which  to  make  his  return 
of  income  for  taxation.  Provision  is  also  made  for  reporting 
the  names  of  persons  who  have  not  made  this  return  but  are 
believed  to  be  liable  for  the  income  tax,  and  for  requiring  such 
persons  to  make  the  return.  In  Oklahoma,  the  provision  is 
practically  the  same  as  in  North  Carolina,  except  that  the 
question  relates  to  income  in  excess  of  $3,500.  In  Hawaii, 
the  statute  provides  that  "it  shall  be  the  duty  of  all  persons 
of  lawful  age  having  an  income  of  six  hundred  dollars  or 
more  for  the  preceding  year,  from  all  sources,  and  of  all  cor- 
porations made  liable  to  income  tax,  to  make  and  render  a 
list  or  return."  All  the  statutes  above  referred  to  may  be 
seen  in  full  in  the  appendix  to  this  volume. 

§  316.     Returns  by  Guardians,  Trustees,  and  Other  Fidu- 
ciaries 

The  act  of  Congress  of  1913  provides  that  "guardians,  trus- 
tees, executors,  administrators,  agents,  receivers,  conservators, 
and  all  persons,  corporations,  or  associations  acting  in  any 
fiduciary  capacity,  shall  make  and  render  a  return  of  the.  net 
income  of  the  person  for  whom  they  act,  subject  to  this  tax, 
coming  into  their  custody  or  control  and  management."  ^  The 
use  of  the  word  "agents"  in  this  sentence  is  ambiguous,  but 
its  scope  should  be  limited  by  the  terms  with  which  it  is  as- 
sociated, and  so  should  be  understood  as  meaning  agents  who 
are  charged  with  the  collection  of  the  whole  or  the  chief  part 
of  another  person's  income,  as  guardians,  receivers,  and  con- 
servators of  lunatics  are.  The  act  also  provides  that  all  per- 
sons, firms,  and  corporations,  "in  whatever  capacity  acting," 

7  Supra,  §  13. 
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that  is,  whether  acting  in  a  fiduciary  capacity  or  not,  "having 
the  contrpl,  receipt,  disposal  or  payment  of  fixed  or  deter- 
minable annual  or  periodical  gains,  profits,  and  income  of 
another  person  subject  to  tax,"  and  who  are  required  to 
withhold  the  tax  from  such  income  and  pay  it  over  to  the 
government,  "shall  in  behalf  of  such  person  make  and  ren- 
der a  return,  as  aforesaid,  but  separate  and  distinct,  of  the 
portion  of  the  income  of  each  person  from  which  the  normal 
tax  has  been  thus  withheld."  ^  But  in  neither  of  these  two 
cases  is  a  return  required  where  the  income  concerned  does 
not  exceed  $3,000.  There  is  also  a  provision  that  "any  per-' 
son  for  whom  return  has  been  made  and  the  tax  paid,  or  to 
be  paid  as  aforesaid,  shall  not  be  required  to  make  a  return 
unless  such  person  has  other  net  income."  °  As  regards  guard- 
ians, trustees,  etc.,  almost  -identical  terms  are  found  in  the 
statutes  of  the  various  states,  requiring  them  to  make  returns 
for  their  wards  or  beneficiaries. 

The  federal  statute  also  provides  that  "a  return  made  by 
one  of  two  or  more  joint  guardians,  trustees,  executors,  ad- 
ministrators, agents,  receivers,  and  conservators,  or  other  per- 
sons acting  in  a  fiduciary  capacity,  filed  in  the  district  where 
such  person  resides,  or  in  the  district  where  the  will  or  other 
instrument  under  which  he  acts  is  recorded,  under  such  reg- 
ulations as  the  Secretary  of  the  Treasury  may  prescribe,  shall 
be  a  sufficient  compliance  with  the  requirements  of  this  par- 
agraph." ^^  It  is  also  to  be  noted  that  the  act  lays  the  duty  of 
making  a  return,  and  also  of  withholding  the  income  tax,  upon 
"lessees"  with  respect  to  rent  payable  by  them  in  excess  of 
$3,000  for  any  taxable  year. 

Detailed  and  elaborate  regulations  and  instructions  with  ref- 
erence to  the  returns  to  be  made  by  fiduciaries  have  been  pre- 
scribed by  the  Treasury  department,  and  appropriate  forms 
provided,  which  need  not  be  recapitulated  in  this  place,  as 

8  Supra,  §  14.  lo  Supra,  §  13. 

»  Supra,  §  17. 
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they  are  printed  in  full  in  other  parts  of  this  volume.^^  Atten- 
tion may,  however,  be  called  to  the  following  important  points : 
The  annual  return  of  the  fiduciary  must  contain  the  name  and 
address  of  each  of  the  beneficiaries  for  whom  he  acts,  if  there 
are  more  than  one,  and  the  share  of  the  income  to  which  each 
may  be  entitled,  and  the  amount  of  exemption  claimed,  the 
amount  of  income  on  which  the  fiduciary  is  liable  for  the 
income  tax,  and  the  amount  of  tax  withheld.  This  has  refer- 
ence only  to  the  income  accruing  and  payable  through  the  par- 
ticular fiduciary  making  the  return,  not  to  any  income  of  the 
beneficiary  derived  from  other  sources.  But  it  applies  to  the 
income  accruing  in  the  hands  of  the  fiduciary  whether  or  not 
it  was  distributed  and  paid  over  to  the  beneficiaries  during  the 
year.  In  the  case  of  joint  fiduciaries,  either  may  execute  the 
return,  and  if  the  fiduciary  is  a  corporation,  the  return  may  be 
signed  and  executed  by  its  president,  secretary,  or  treasurer, 
These  returns  are  required  to.be  verified  by  affidavit.  The 
fiduciary's  return  is  to  be  filed  with  the  collector  of  internal 
revenue  for  the  district  where  the  fiduciary  resides,  if  he  has 
no  other  place  of  business,  otherwise  in  the  district  in  which 
he  has  his  principal  place  of  business.  If  the  return  is  not  duly 
made,  notice  of  failure  to  make  the  return  will  be  served  on 
the  fiduciary,  but  the  person  so  notified  may  file  evidence  with 
the  collector  that  the  return  was  filed  with  some  other  collec- 
tor, or  (if  the  fact  be  so)  that  his  beneficiary  did  not  receive 
an  income  subject  to  the  tax  during  the  year.  Fiduciary 
agents,  in  addition  to  the  annual  return  of  income  required  by 
these  regulations,  are  also  required  to  make  an  annual  list 
return,  similar  to  that  exacted  from  withholding  agents,  when 
payments  of  income  in  excess  of  $3,000  have  been  made  to  any 
beneficiary.     The  penalty  imposed  upon  a  fiduciary  who  neg- 


11  See,  supra,  §§  118,  139.  Also  §  184,  arts.  70-75,  supra.  And 
see  Form  No.  1041  (for  returns  by  fiduciaries)  printed  In  the  Ap- 
pendix to  this  \olume.  And  see  Treasury  Decision  No.  2090,  De- 
cember 14,  1914. 
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lects  or  refuses  to  make  the  required  income  tax  return  is 
apparently  the  same  as  that  prescribed  in  the  case  of  a  similar 
default  on  the  part  of  an  individual  taxpayer,  that  is,  a  fine  of 
from  $20  to  $1000.1" 

§  317.     Form  and  Contents  of  Returns 

The  federal  income  tax  law  provides  that  returns  of  indi- 
viduals shall  be  "in  such  form  as  the  Commissioner  of  Internal 
Revenue,  with  the  approval  of  the  Secretary  of  the  Treasury, 
shall  prescribe,  setting  forth  specifically  the  gross  amount  of 
income  from  all  separate  sources,  and  from  the  total  thereof 
deducting  the  aggregate  items  or  expenses  and  allowances 
herein  authorized."  ^^  In  pursuance  of  this  authorization,  the 
officers  mentioned  have  prescribed  a  form  of  return  for  indi- 
vidual taxpayers.  No.  1040,  which  may  be  seen  in  full  in  the 
collection  of  forms  printed  in  the  Appendix  to  this  volume.  It 
will  be  noted  that  this  form  does  not  require  any  mention  to- 
be  made  of  income  derived  from  interest  on  state,  municipal,, 
and  other  non-taxable  bonds,  although  the  language  of  the 
statute,  "income  from  all  separate  sources,"  would  be  broad 
enough  to  include  it.  As  to  income  consisting  of  dividends 
received  from  corporations  which  are  subject  to  the  tax,  this 
item  is  not  taxable  in  the  case  of  persons  who  are  subject  to 
the  normal  tax  only,  that  is,  whose  whole  taxable  income  does 
not  exceed  $20,000.  Such  persons  may  therefore  leave  blank 
the  spaces  in  Form  1040  which  refer  to  this  item,  namely,  line 
11  on  the  second  page  of  the  form  and  line  4  on  the  first  page. 


12  Supra,  §  31.  And  note  that  the  statute  makes  guardians,  trus- 
tees, and  other  fiduciaries  "subject  to  all  the  provisions  of  this  sec- 
tion [that  is,  of  the  income  tax  law  as  a'  whole]  which  apply  to  in- 
dividuals.    Supra,  §  13. 

13  Supra,  §  12.  Regulations  made  by  the  Commissioner  pursuant  to 
statutory  authority,  with  the  approval  of  the  Secretary  of  the  Treas- 
ury, in  respect  to  the  assessment  and  collection-  of  internal  revenue 
taxes,  have  the  force  of  statutes ;  and  the  acts  of  the  Commissioner 
are  presumed  to  be  the  acts  of  the  Secretary.  In  re  Huttman,  70 
Fed.  699.    And  see,  supra,  §  196. 
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But  such  dividends  are  subject  to  the  surtax  or  additional 
tax,  and  hence  persons  whose  incomes  exceed  $20,000  must 
fill  in  these  lines  and  show  the  amount  of  such  dividends 
received  by  them.^*  All  individual  returns  are  required  to 
be  verified  by  oath  or  affirmation.^^  The  oath  may  be  taken 
before  a  collector  or  deputy  collector  of  internal  revenue.  But 
this  is  not  obligatory.  Any  officer  authorized  by  law  to  admin- 
ister oaths  may  take  the  affidavit,  but  the  Treasury  department 
rules  that  if  the  verification  is  made  before  a  justice  of  the 
peace  or  a  magistrate  not  using  a  seal,  a  certificate  of  the  clerk 
of  a  court  of  record  as  to  the  authority  of  such  officer  to  ad- 
minister oaths  should  be  attached  to  the  return.  Private  cor- 
porations and  others  desiring  to  have  the  prescribed  forms 
printed  for  themselves  may  do  so,  if  they  will  strictly  observe 
the  official  requirements  as  to  size,  print,  and  contents  of  the 
forms.'' 

It  is  also  the  policy  of  the  state  income  tax  laws  to  leave 
to  the  proper  state  officer  or  commission  the  settlement  of  the 
details  and  form  of  the  taxpayer's  return,  except  in  North 
Carolina  and  Oklahoma,  where  the  form  of  the  return  is  pre- 
scribed in  the  statute,  and  consists  of  a  mere  statement,  under 
oath,  that  the  person's  income  from  the  sources  mentioned. 


14  Supra,  §§  16,  140. 

15  Supra,  §  18.  A  return  of  income  rendered  by  an  individual  re- 
siding abroad  may  be  acknowledged  before  any  duly  appointed  of- 
ficer of  the  country  in  wbich  lie  resides  authorized  to  administer 
oaths  and  use  a  seal.  If  a  return  is  executed  in  a  state  before  a 
notary  who  is  not  required  by  the  laws  of  the  state  to  use  a  seal, 
and  none  is  used,  the  notary  should  file  with  the  Commissioner  of 
Internal  Revenue  the  certificate  of  an  officer  possessing  a  seal,  show- 
ing that  he  is  duly  commissioned  and  authorized  to  administer  oaths, 
otherwise  the  certificate  will  not  be  recognized.  Returns  acknowl- 
edged before  commanding  officers  of  naval  vessels  while  at  sea  or 
in  foreign  ports  will  be  accepted,  but  not  returns  executed  before  a 
summary  court  officer  of  the  United  Army.  Treasury  Decision  No. 
2090,  December  14,  1914. 

16  Supra,  §  137. 
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during  the  fiscal  year,  over  and  above  the  statutory  exemption, 
amounted  to  such  and  such  a  sum. 

§  318.     Including  Income  of  Wife  and  Children 

The  Wisconsin  statute  provides  that,  in  computing  the 
exemptions  allov^^ed  and  the  amount  of  the  tax  payable, 
"the  income  of  a  wife  shall  be  added  to  the  income  of  her 
husband,  and  the  income  of  each  child  under  eighteen  years 
of  age  to  that  of  its  parent  or  parents,  when  said  wife  or 
child  is  not  living  separately  from  said  husband,  parent,  or 
parents."  In  Virginia  the  corresponding  provision  is  that 
"only  one  deduction  of  one  thousand  dollars  shall  be  made 
from  the  aggregate  income  of  any  family."  In  Hawaii,  the 
act  provides  that  "only  one  deduction  of  one  thousand  dol- 
lars shall  be  made  from  the  aggregate  annual  income  of  all 
the  members  of  one  family  composed  of  one  or  both  parents 
and  one  or  more  minor  children,  or  husband  and  wife." 
With  the  exception  of  Wisconsin,  none  of  these  statutes  ex- 
pressly requires  a  taxpayer  who  is  a  husband  and  head  of 
a  family  to  include  in  his  own  return  the  separate  income  of 
his  wife  and  children.  Yet  such  is  their  apparent  intention. 
And  it  is  difficult  to  see  in  what  other  way  the  provision 
could  be  made  effective.  It  may  be  added  that  the  consti- 
tutional validity  of  provisions  of  this  kind  has  been  sustain- 
ed by  the  courts.^' 

§  319.     Returns  by  Husband  and  Wife 

The  act  of  Congress  of  1913  treats  husband  and  wife  as  sep- 
arate and  distinct  taxpayers,  each  of  whom,  without  reference 
to  the  other,  is  required  to  make  a  return  and  pay  the  tax  if  he 
or  she  has  a  sufficient  income.  And  the  language  of  the  stat- 
ute shows  that  it  was  within  the  contemplation  of  Congress 
that  both  a  husband  and  wife  might  be  separately  taxable,  of 
that  either,  without  the  other,  might  be  taxable.^'    But  as  to 


17  Robertson  v.  Pratt,  13  Hawaii,  590. 

18  Supra,  §  10.    And  see  also,  supra,  §  291. 
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the  matter  of  exemptions,  a  married  pair  living  together  may 
claim  an  exemption  greater  by  $1,000  than  that  allowed  to  an 
unmarried  person,  presumably  on  account  of  the  greater  ex- 
penses of  family  life.  This  additional  exemption,  however, 
cannot  be  claimed  by  both  the  husband  and  the  wife.  It 
may  be  claimed  by  a  married  man,  living  with  and  support- 
ing his  wife,  provided  that  she  herself  has  not  a  taxable  in- 
come. Or  it  may  be  claimed  by  a  married  woman,  with  a 
husband  living  with  her,  where  she  has  a  taxable  income 
and  he  has  not.  But  if  both  have  taxable  incomes,  apparent- 
ly one  only  can  claim  the  additional  exemption.  So  far  the 
statute  is  reasonably  intelligible.  But  its  meaning  is  much 
clouded  by  the  addition  of  the  provision  that  "only  one  de- 
duction of  $4,000  shall  be  made  from  the  aggregate  in- 
come of  both  husband  and  wife  when  living  together."  Ap- 
parently the  intention  is  that  if  either  of  the  spouses 
(whether  the  husband  or  the  wife)  has  an  income  large 
enough  to  be  taxable,  while  the  other  has  a  separate  and 
independent  income  not  large  enough  to  be  taxable,  both 
incomes  shall  be  added  together  and  included  in  the  return 
to  be  made  by  the  taxable  person,  and  thereupon  a  total 
deduction  of  $4,000  may  be  made  from  the  aggregate 
amount  of  income  so  included. 

The  regulations  of  the  Treasury  department  provide  that  "if 
the  husband  and  wife,  not  living  apart,  have  separate  estates, 
the  income  from  both  may  be  made  on  one  return,  but  the 
amount  of  income  of  each  and  the  full  name  and  address  of 
both  must  be  shown  in  such  return."  ^°  An  official  form  for  a 
joint  return  by  husband  and  wife  has  been  prescribed  in  Form 
No.  1040  Revised.  The  same  Treasury  regulation  above  refer- 
red to  continues  as  follows:  "The  husband,  as  the  head  and 
legal  representative  of  the  household  and  general  custodian  of 
its  income,  should  make  and  render  the  return  of  the  aggregate 

IK  Supra,  §  129. 
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income  of  himself  and  wife,  and  for  the  purpose  of  levying  the 
income  tax  it  is  assumed  that  he  can  ascertain  the  total  amount 
of  said  income.  If  a  wife  has  a  separate  estate  managed  by 
herself  as  her  own  separate  property,  and  receives  an  income 
of  more  than  $3,000,  she  may  make  return  of  her  own  income, 
and  if  the  husband  has  other  net  income,  making  the  aggre- 
gate of  both  incomes  more  than  $4,000,  the  wife's  return 
should  be  attached  to  the  return  of  her  husband,  or  his  income 
should  be  included  in  her  return,  in  order  that  a  deduction  of 
$4,000  may  be  made  from  the  aggregate  of  both  incomes.  The 
tax  in  such  case,  however,  will  be  imposed  only  upon  so  much 
of  the  aggregate  income  of  both  as  shall  exceed  $4,000.  If 
'either  husband  or  wife  separately  has  an  income  equal  to  or  in 
excess  of  $3,000,  a  return  of  annual  net  income  is  required 
under  the  law,  and  such  return  must  include  the  income  of 
both,  and  in  such  case  the  return  must  be  made  even  though 
the  combined  income  of  both  be  less  than  $4,000.  If  the  ag- 
gregate net  income  of  both  exceeds  $4,000,  an  annual  return  of 
their  combined  incomes  must  be  made  in  the  manner  stated, 
although  neither  one  separately  has  an  income  of  $3,000  per 
annum.  They  are  jointly  and  separately  liable  for  such  return 
and  for  the  payment  of  the  tax.  The  single  or  married  status 
of  the  person  claiming  the  specific  exemption  shall  be  deter- 
mined as  of  the  time  of  claiming  such  exemption  if  such  claim 
be  made  within  the  year  for  which  return  is  made,  otherwise 
the  status  at  the  close  of  the  year." 

§  320.     Returns  of  Corporations 

Annual  income  tax  returns  are  required  by  the  act  of  Con- 
gress to  be  made  by  "all  corporations,  joint  stock  companies 
or  associations,  and  insurance  companies  subject  to  the  tax 
herein  imposed."  ^°  The  English  cases  hold  that  a  corporation 
which  is  specifically  exempted  from  the  operation  of  the  in- 

20  Supra,  §  44. 
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come  tax  law  is  not  required  to  make  any  return."^  But  a  con- 
trary ruling  was  made  by  the  internal  revenue  department  in 
construing  the  act  of  Congress  of  1909,  for  it  was  held  that  cor- 
porations claiming  a  special  exemption  must  nevertheless  make 
a  return  (which  might  be  in  blank,  if  desired)  accompanied  by  a 
statement  setting  forth  the  ground  on  which  the  exemption  was 
claimed."  It  was  also  held  by  the  courts  that  all  corporations 
must  make  the  required  return,  whether  or  not  they  had  a 
sufficient  income  to  be  taxable,  and  if  they  omitted  to  do  so, 
they  were  liable  to  the  penalty  imposed  by  the  statute,  though 
the  only  reason  was  the  belief  that  no  return  was  necessary 
where  there  was  no  taxable  income.^'  But  these  decisions  were 
based  on  the  ground  that  the  existence  of  a  taxable  income, 
above  the  statutory  exemption,  might  often  be  a  matter  of 
close  calculation,  and  might  depend  on  the  allowance  or  re- 
jection of  many  claims  for  deductions,  under  the  headings  of 
expenses,  interest  paid,  depreciation  of  property,  and  the  like. 
And  it  would  obviously  be  improper  to  allow  a  corporation  to 
decide  for  itself  whether  or  not  it  was  liable  to  the  tax  and 
to  make  or  withhold  a  return  accordingly.  But  these  con- 
siderations do  not  apply  in  the  case  of  a  corporation  which  is 
expressly  and  entirely  exempted  from  the  payment  of  the  tax. 
And  no  language  could  be  chosen  more  broad  and  sweeping 
than  the  words  employed  in  the  act  of  Congress  of  1913  in 
regard  to  exempt  corporations,  viz.,  "nothing  in  this  section 
shall  apply  to"  the  companies  thereafter  specifically  described. 
Since  the  whole  of  the  income  tax  law  is  contained  within  one 
section  of  the  tariff  act  in  which  it  is  found,  it  is  evident  that 
the  word  "section"  in  the  phrase  quoted  cannot  be  restricted 


21  Commissioners  of  Inland  Revenue  v.  Incorporated  Council  of 
Law  Reporting,  22  Q.  B.  Div.  291,  3  Tax  Gas.  105. 

22  Treasury  Decisions,  No.  1742,  par.  3. 

23  United  States  v.  Acorn  Roofing  Co.,  204  Fed.  157;  United  States 
V.  Military  Construction  Co.,  204  Fed.  153.  See  also  29  Opin.  Atty. 
Gen.  p.  217. 
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to  the  subdivision  or  paragraph  in  which  the  phrase  occurs, 
but  means  the  entire  act  in  so  far  as  it  relates  to  income  taxa- 
tion. Hence  if  given  classes  of  corporations  are  expressly 
exempted  from  the  incidence  of  the  tax,  they  are  also  ex- 
pressly exempted  f?om  the  duty  of  making  a  return. 

The  regulations  of  the  Treasury  department  recognize  this 
principle.  But  they  also  hold  that  every  corporation  not  spe- 
cifically enumerated  as  exempt  must  make  the  return,  whether 
or  not  it  has  any  income  liable  to  the  tax,  and  whether  or  not 
it  is  subordinate  to  or  controlled  by  another  corporation.^* 
A  company  newly  organized  or  chartered  is  required  to  make  a 
return  covering  that  portion  of  the  year  during  which  it  has 
been  engaged  in  business  or  has  had  an  income  accruing  to 
it.^^  And  a  corporation  going  into  liquidation  during  any  tax 
period  may,  at  the  time  of  such  liquidation,  prepare  a  final 
return  covering  the  income  received  during  the  fractional  part 
of  the  year  during  which  it  was  engaged  in  business. ^°     A 


2*  Internal  Revenue  Eegulations  No.  33,  art.  80,  supra,  §  185. 

2  5  Internal  Revenue  Regulations  No.  33,  art.  84,  supra,  §  185.  A 
corporation  organized  and  transacting  no  business  within  the  cal- 
endar year  of  its  organization  must  nevertheless  make  and  file  a 
return  on  the  basis  of  the  calendar  year,  unless  such  corporation 
shall  designate  a  fiscal  year  other  than  the  calendar  year  in  the  man- 
ner and  form  as  provided  for  that  purpose.  The  duty  to  make  a 
return  depends  upon  corporate  or  associational  existence,  and  not 
upon  the  receipt  of  Income.  Treasury  Decision  No.  2090,  December 
14,  1914. 

26  Internal  Revenue  Regulations  No.  38,  art.  85,  supra,  §  185.  "All 
corporations  having  an  existence  as  such  during  all  or  any  portion 
of  a  year,  unless  coming  within  the  classes  specifically  enumerated 
as  exempt,  are  required  to  make  returns.  Dissolved  corporations 
whose  fiscal  year  corresponds  with  the  calendar  year  will  make  re- 
turns covering  the  period  from  January  1  to  the  date  of  dissolution, 
and  corporations  having  a  fiscal  year  other  than  the  calendar  year 
will  make  returns  covering  the  period  from  the  beginning  of  the  fiscal 
year  to  the  date  of  dissolution ;  and  new  corporations  will  make  re- 
turn for  the  period  from  the  date  of  their  organization  to  December 
31.  The  net  income  in  all  such  cases  will  be  ascertained  in  the 
manner  set  out  in  paragraph  G  (supra,  §§  35-41)  of  the  act."  Treas- 
ury Decision  No.  2090,  December  14,  1914. 
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foreign  corporation  having  several  branch  offices  in  the  Unit- 
ed States  should  designate  one  of  such  branches  as  its  princi- 
pal office,  and  should  also  designate  the  proper  officers  to  make 
the  required  return.^' 

For  the  purpose  of  making  the  proper  annual  returns  of  in- 
come, the  Treasury  department  has  divided  all  the  kinds  of 
corporations  subject  to  the  tax  into  various  classes,  and  has 
prescribed  the  form  proper  to  be  used  by  the  corporations 
belonging  to  each  class.  (All  the  forms  hereinafter  referred 
to  may  be  seen  printed  in  full  in  the  collection  of  official 
forms  contained  in  the  Appendix  to  this  volume.)  In  the 
first  place,  insurance  companies  appear  to  be  placed  in  a  class 
by  themselves,  by  the  language  of  the  statute,  since  it  repeatedly 
speaks  of  "corporations,  joint  stock  companies  or  associations, 
and  insurance  companies."  Form  No.  1030  has  therefore 
been  prescribed  for  the  use  of  these  companies.  Other  cor- 
porations are  divided  by  the  regulations  into  five  classes. 
Class  A,  designated  as  "Financial  and  Commercial,"  includes 
banks,  banking  associations,  trust  companies,  guaranty  and 
surety  companies,  title  insurance  companies,  and  building 
associations,  if  the  latter  are  not  in  the  exempt  class.  These 
companies  are  to  use  Form  No.  1031.  Class  B,  designated  as 
"Public  Service  Corporations,"  includes  railroad,  steamboat, 
ferryboat,  and  stage-line  companies,  street-railway  companies, 
pipe-line,  gas-light,  and  electric-light  companies,  express  com- 
panies, telegraph  and  telephone  companies.  These  companies 
are  directed  to  use  Form  No.  1032.  Class  C,  "Industrial  and 
Manufacturing-  Companies,"  includes  mining,  oil,  and  gas 
producing  companies,  lumber  and  coke  companies,  rolling 
mills,  foundry  and  machine  shops,  saw  mills,  flour,  woolen, 
cotton,  and  other  mills,  manufacturers  of  cars,  automobiles, 
elevators,  agricultural  implements,  etc.,  manufacturers  or 
refiners  of  sugar,  ice  and  refrigerating  companies,  slaughter- 

27  Internal  Revenue  Regulations  No.  33,  art.  83,  supra,  §  185. 
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house,  tannery,  packing,  or  canning  companies,  printing  and 
publishing  companies,  etc.  Form  No.  1033  is  the  proper  form 
for  the  use  of  these  companies.  Class  D,  described  as  "Mer- 
cantile Companies,"  includes  all  dealers  (not  otherwise  classed 
as  producers  or  manufacturers)  in  coal,  lumber,  grain,  produce, 
and  all  goods,  wares,  and  merchandise.  These  companies  will 
use  Form  No.  1034.  Class  E,  "Miscellaneous  Corporations," 
will  naturally  include  all  companies  subject  to  the  tax  and  not 
included  in  any  of  the  other  classes,  and  is  further  described  as 
including  "architects,  contractors,  hotel,  theater,  and  other 
companies  or  associations  not  otherwise  classified."  The  prop- 
er form  for  these  companies  is  No.  1035. 

As  to  the  contents  of  the  returns  to  be  made  by  corporations, 
very  detailed  and  elaborate  instructions  have  been  promulgated 
by  the  Treasury  department.  As  these  may  be  seen  at  large 
on  the  several  official  forms  above  referred  to,  they  need  not 
be  here  repeated.  But  attention  should  be  directed  to  a  few 
important  points.  For  instance,  as  the  "principal  place  of  busi- 
ness" of  the  company  is  required  to  be  stated,  it  should  be 
noted  that  this  is  construed  as  meaning  the  "place  or  office  in 
which  the  books  of  account  or  other  data  to  be  used  in  pre- 
paring the  return  of  annual  net  income  are  ordinarily  kept."  ^^ 
Hence  a  company  which  has  its  factory,  mill,  or  other  operat- 
ing plant  at  one  place,  but  maintains  a  head  office  or  executive 
office  at  another  place,  where  its  financial  and  other  records 
are  kept,  should  designate  the  latter,  and  not  the  former,  as 
its  principal  place  of  business.^*  Again,  whereas  the  return  is 
to  include  a  statement  of  the  "amount  of  paid-up  capital  stock 
outstanding,"  it  is  ruled  that  "in  cases  where  the  capital  stock 
is  issued  payable  in  installments  or  upon  assessment,  only  so 
much  of  the  capital  as  has  been  actually  paid  in  upon  such 
installments  or  assessments  should  be   reported  under  this 

28  Instruction  No.  7,  on  reverse  of  Form  No.  1030. 

29  See  Burdick  v.  Dillon,  144  Fed.  737,  75  C.  C.  A.  603;  In  re 
Marine  Machine  &  Conveyor  Co.,  91  Fed.  680. 

(483) 


§  320  INCOME  TAXATION  (Ch.  12 

item."  '°  And  further,  this  item  "should  not  include  unissued 
or  treasury  stock,  but  only  such  stock  as  has  actually  been 
issued  and  for  which  payment  has  been  received;  or  in  case 
no  stock  is  issued,  there  should  be  reported  under  this  item 
the  amount  of  capital  actually  employed  in  the  business  and 
property  of  the  corporation."  ^^  There  is  also  a  ruling  that 
"interest  received  upon  the  obligations  of  a  state  or  any  politi- 
cal subdivision  thereof  and  upon  the  obligations  of  the  United 
States  or  its  possessions  should  be  included  in  gross  income."  ^^ 
But  note  that  interest  on  public  securities  is  deductible  under 
Item  6b,  and  therefore  does  not  figure  in  the  computation  of 
net  income  on  which  the  tax  is  payable.  Again,  it  is  ruled 
that  "dividends  received  upon  the  stock  of  other  corporations 
must  be  included  in  gross  income,  and  are  not  deductible  there- 
from in  the  ascertainment  of  net  income,"  ^'  and  this  is  un- 
doubtedly correct  since  the  exemption  of  such  dividends  from 
the  income  tax  is  available  only  in  the  case  of  individuals 
subject  to  the  normal  tax  only,  and  not  in  the  case  of  corpora- 
tions.^* As  to  the  deductions  allowable,  the  department  holds 
that  "amounts  of  income  expended  in  paying  dividends  on 
stock,  preferred  or  common,  or  in  making  permanent  improve- 
ments or  betterments,  etc.,  or  in  any  way  transferred  to  capi- 
tal account,  are  not  proper  deductions.  Interest  paid  on  mort- 
gage indebtedness  on  real  estate  occupied  or  used  by  a  cor- 
poration may  be  deducted  under  Item  4,  if  the  interest  is  paid 
as  rental  or  franchise  charge,  payment  of  which  is  required  to 
be  made  as  a  condition  tu  the  continued  use  and  possession  of 
the  property.''  ^^  "Taxed  for  which  credit  may  be  taken  in 
the  return  are  such  taxes,  actually  paid  within  the  year,  as  are 


so  Instruction  No.  8,  on  revt  f-se  of  Form  No.  1030. 
81  Instruction  No.  8,  on  reverse  of  Form  No.  1030. 
3  2  Instruction  No.  18,  on  reverse  of  Form  No.  1030.    See  supra,  §§ 
9,  109,  128. 

33  Instruction  No.  17,  on  reverse  of  Form  No.  1030. 

3  4  See,  supra,  §§  245,  311. 

85  Note  B  on  Official  Form  No.  1030.    See,  supra,  §§  50,  302. 
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imposed  by  authority  of  the  United  States,  or  of  any  state  or 
territory  thereof,  or  by  the  government  of  any  foreign  country, 
not  including  taxes  paid  by  a  corporation  pursuant  to  guaranty 
on  its  bonds  or  the  income  therefrom,^"  and  not  including 
those  taxes  assessed  against  local  benefits.  A  reserve  for 
taxes,  as  such,  is  not  deductible,  but  only  taxes  actually  paid."  ^^ 
Under  the  income  tax  law,  systems  and  methods  of  corpora- 
tion bookkeeping  and  financial  accounting  become  important, 
not  only  that  companies  may  be  able  to  make  up  their  annual 
returns  in  accordance  with  the  forms  and  regulations  pre- 
scribed, but  also  in  order  that  the  revenue  officers  may  be  able 
to  probe  and  verify  the  items  returned  if  in  doubt  as  to  their 
correctness.  The  Treasury  department  advises  companies 
concerned  that  it  does  not  require  the  use  of  any  particular 
system  of  bookkeeping  or  accounting,  but  that  the  business 
transacted  by  corporations  must  be  so  recorded  that  each  item 
set  forth  in  the  return  may  be  readily  verified  by  an  examina- 
tion of  the  books  of  account,' '^  and  that  ordinarily  the  books 
of  a  corporation  are  assumed  to  reflect  the  facts  as  to  its 
earnings,  income,  etc.,  and  will  be  taken  as  the  best  guide  in 
computing  its  taxable  income.  But,  with  certain  necessary 
exceptions,  the  net  income  disclosed  by  the  books  and  verified 
by  the  annual  balance  sheet,  or  the  annual  report  to  stock- 
holders, should  be  the  same  as  that  returned  for  taxation.^" 
And  further,  "in  order  that  certain  classes  of  corporations 
may  arrive  at  their  correct  income,  it  is  necessary  that  an 
inventory,  or  its  equivalent,  of  materials,  supplies,  and  mer- 
chandise on  hand  for  use  or  sale  at  the  close  of  each  calendar 
year  shall  be  made,  in  order  to  determine  the  gross  income 
or  to  determine  the  expense  of  operation.  A  physical  inven- 
tory is  at  all  times  preferred,  but  where  a  physical  inventory 


38  As  to  tax-free  bonds  of  corporations,  see,  supra,  §§  138,  303. 
37  Instruction  No.  20,  on  reverse  of  Form  No.  1030.    As  to  deduc- 
tion of  taxes  generally,  see,  supra,  §  303. 

3  8  Internal  Revenue  Regulations  No.  33,  art.  182,  supra,  §  185. 
so  Internal  Revenue  Regulations  No.  33,  art.  183,  supra,  §  185. 
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is  impossible,  and  an  equivalent  inventory  is  equally  accurate, 
the  latter  will  be  acceptable.  An  equivalent  inventory  is  an 
inventory  of  materials,  supplies,  and  merchandise  on  hand 
taken  from  the  books  of  the  corporation."  *" 

The  return  of  a  corporation  is  required  to  be  executed  and 
verified  by  its  president  and  its  treasurer.  But  in  cases  where 
the  company  has  no  officer  called  "treasurer,"  the  return  may 
be  signed  by  any  officer  holding  an  equivalent  position,  as,  for 
instance,  the  cashier  of  a  bank.  It  is  conceived  that  the  spirit 
and  purpose  of  the  statute  and  of  the  regulations  are  fully  met 
where  the  return  is  verified  by  two  officers  of  the  company, 
one  being  its  principal  administrative  officer  and  the  other  its 
chief  financial  officer.  These  officers  do  not  execute  the  return 
in  the  name  of  the  corporation,  but  in  their  own  names  indi- 
vidually, and  hence  the  seal  of  the  corporation  is  not  required 
to  be  affixed. 

§  321.     Time  for  Filing  Returns 

The  time  for  filing  an  income-tax  return,  under  the  fed- 
eral statute,  is  the  first  day  of  March  in  each  year,  the  re- 
turn relating  to  the  income  of  the  preceding  calendar  year, 
that  is,  the  year  ending  on  the  thirty-first  of  December 
preceding.  This  applies  alike  to  individuals  and  corpora- 
tions, except  that  the  latter  are  permitted  to  designate  a 
fiscal  year  of  their  own,  which  may  not  be  coterminous 
with  the  calendar  year,  and  be  taxed  upon  the  income  of 
such  fiscal  year,  and  in  this  case  the  return  is  to  be  made 
within  sixty  days  after  the  close  of  such  fiscal  year.*^  It  is 
also  provided  that  when  the  neglect  of  any  taxpayer  (in- 
dividual or  corporate)  to  file  the  return  at  the  time  pre- 
scribed is  due  to  "sickness  or  absence,"  the  collector  of  in- 


*o  Internal  Revenue  Regulations  No.  33,  art.  161,  supra,  §  185. 

*i  As  to  the  designation  of  a  fiscal  year  different  from  the  calendar 
year,  see,  supra,  §§  43,  112,  163,  175.  And  see  also  Treasury  Deci- 
sion No.  2090,  December  14,  1914, 
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ternal  revenue  "may  allow  such  further  time  for  making 
and  delivering  such  list  or  return  as  he  may  deem  neces- 
sary, not  exceeding  thirty  days."  *^  The  Wisconsin  income 
tax  law  contains  similar  provisions  as  to  allowing  corpo- 
rations to  base  their  returns  on  the  business  of  their  own 
fiscal  year,  and  as  to  an  extension  of  time  in  case  of  the 
"sickness  or  absence  of  an  ofhcer  of  any  corporation,  joint 
stock  company  or  association  required  to  make  said  return, 
or  for  other  sufficient  reason."  But  the  time  for  filing  re- 
turns is  not  prescribed  by  the  statute,  but  is  left  to  the  de- 
termination of  the  state  tax  commission,  which  has  appar- 
ently designated  the  first  of  March  in  each  year.*^  It  was 
ruled  by  the  treasury  department,  under  the  act  of  1909, 
that  where  a  corporation  makes  its  return  in  due  time,  but 
it  is  returned  for  corrections,  and  a  correct  return  is  after- 
wards filed,  though  after  the  appointed  day,  the  corporation 
is  not  to  be  regarded  as  delinquent,  and  the  penalty  for 
neglecting  or  refusing  to  make  a  return  will  not  attach.** 

It  is  ruled  by  the  Treasury  department  that  if  a  return  is 
made  out  and  deposited  in  the  mails  properly  addressed,  and 
with  postage  paid,  in  ample  time,  in  due  course  of  the  mails,  to 
reach  the  office  of  the  collector  or  deputy  collector  before  the 
expiration  of  the  time  limited,  its  actual  failure  to  arrive  in 
time  will  not  subject  the  taxpayer  to  a  penalty.*^  The  date  for 
filing  a  return  may  obviously  be  one  of  three  dates,  viz.,  the 
first  day  of  March,  the  last  day  of  an  extension  period  granted 
by  the  collector,  or  the  sixtieth  day  after  the  closing  of  a  cor- 
poration's fiscal  year.  Whether  it  be  one  or  another  of  these, 
the  date  when  the  return  should  be  filed  is  designated  by  the 
Treasury  department  as  the  "last  due  date."    And  it  is  ruled 

*2  Supra,  §§  65,  142.  Provision  has  also  been  made  for  an  exten- 
sion of  time  for  filing  returns  by  American  citizens  living  abroad. 
Supra,  §  143. 

*3  Wisconsin  Income  Tax  Law,  edition  published  by  State  Tax 
Commission,  1911,  p.  32. 

44  Treasury  Decisions,  No.  1711. 

•15  Internal  Revenue  Regulations  No.  33,  art.  174,  supra,  §  185. 
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that  if  the  proper  day  for  filing  the  return  shall  fall  upon  a 
Sunday  or  a  legal  holiday,  the  "last  due  date"  will  be  held  to 
be  the  day  next  following  such  Sunday  or  legal  holiday,  and 
the  return  should  be  made  to  the  collector  not  later  than  such 
following  day.**  It  has  been  decided  that  the  acceptance  by 
the  Commissioner  of  Internal  Revenue  of  a  return  filed  by  a 
corporation  under  the  act  of  1909,  after  the  proper  time,  does 
not  amount  to  a  waiver  of  the  penalty  already  incurred  for 
delay  in  filing  it.  In  other  words,  the  Commissioner  is  bound 
to  accept  the  return,  though  late,  since  it  must  in  any  case 
serve  as  the  basis  of  the  assessment  to  be  made,  but  when  it 
is  filed  after  the  proper  day,  he  accepts  it  only  for  that  pur- 
pose, and  not  as  made  in  compliance  with  the  law.*^ 

§  322.     Where  Returns  are  to  be  Filed 

The  federal  statute  requires  the  return  of  an  individual 
taxpayer  to  be  filed  with  the  collector  of  internal  revenue 
"for  the  district  in  which  such  person  resides  or  has  his 
principal  place  of  business,  or,  in  the  case  of  a  person  re- 
siding in  a  foreign  country,  in  the  place  where  his  principal 
business  is  carried  on  within  the  United  States."  *'  In  the 
case  of  a  domestic  corporation,  the  return  is  to  be  filed 
with  the  collector  "for  the  district  in  which  it  has  its  prin- 
cipal place  of  business,"  and  in  the  case  of  a  foreign  corpo- 
ration, "in  the  place  where  its  principal  business  is  located 
within  the  United  States."  *°  Under  similar  provisions  in  the 
corporation  tax  law  of  1909,  it  was  ruled  that  returns  filed 
with  a  deputy  collector  of  internal  revenue  are  regarded  as 
having  been  filed  with  the  collector;  ^^  that  the  "principal 
place  of  business"  means  the  principal  office  where  a  cor- 


*o  Internal  Revenue  Regulations  No.  33,  arts.  175,  176,  supra,  § 
185. 

47  United  States  v.  Surprise  Five,  Ten,  and  Nineteen  Cent  Store 
(U.  S.  Dist.  Ct.  S.  D.  N.  Y.)  Treasury  Decisions  No.  1864. 

4  8  Supra,  i  12. 

io  Supra,  §  44. 

BO  Treasury  Decisions  No.  1742,  par.  40. 
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poration  keeps  its  books  from  which  the  required  return  is 
to  be  prepared,  and  not  necessarily  the  place  where  the 
operating  plant  is  located;  ^^  and  that  foreign  corporations 
having  several  branch  offices  in  the  United  States  should 
each  designate  one  of  such  branches  as  its  principal  office, 
and  should  also  designate  the  proper  officers  to  make  the 
required  return.^''  Under  the  law  in  Wisconsin  an  impor- 
tant distinction  is  made  between  the  returns  of  corporations 
and  those  of  individuals.  The  former  are  to  be  filed  with 
the  state  tax  commission,  the  latter  with  the  assessor  of 
incomes  of  the  district.  In  the  case  of  a  guardian,  trustee, 
executor,  etc.,  the  district  is  that  in  which  he  resides,  rath- 
er than  that  in  which  the  ward  or  beneficiary  may  reside. 
In  the  case  of  a  non-resident,  the  income  is  to  be  "assessed 
and  taxed  in  the  town,  city,  or  village  from  which  such  in- 
come is  derived,"  where  apparently  also  the  return  should 
be  filed.  In  South  Carolina,  the  return  is  to  be  rendered  to 
the  auditor  of  the  county  in  which  the  taxpayer  resides, 
whether  he  makes  the  return  for  himself  or  in  the  capacity 
of  a  guardian,  trustee,  or  other  fiduciary.  But  in  the  case 
of  a  non-resident,  the  return  is  to  be  filed  with  the  auditor 
or  auditors  of  the  county  or  counties  where  his  taxable  in- 
come arises.  In  Oklahoma,  the  return  is  to  be  made  to  the 
local  assessor  of  taxes,  and  forwarded  by  him  to  the  state 
auditor;  and  in  North  Carolina,  it  is  to  be  rendered  to  the 
list-taker,  and  forwarded  to  the  state  corporation  commis- 
sion. 

§  323.     Publicity  or  Inspection  of  Returns 

The  act  of  Congress  of  1913,  in  so  far  as  relates  to  corpora- 
tions, provides  that,  when  the  assessment  shall  have  been  made, 
the  returns  shall  be  filed  in  the  office  of  the  Commissioner  of 
Internal  Revenue,  "and  shall  constitute  public  records  and  be 
open  to  inspection  as  such :  Provided,  that  any  and  all  such  re- 

61  Treasury  Decisions,  No.  1742,  par.  13. 
0  2  Treasury  Decisions,  No.  1742,  par.  11, 
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turns  shall  be  open  to  inspection  only  upon  the  order  of  the 
President,  under  rules  and  regulations  to  be  prescribed  by  the 
Secretary  of  the  Treasury  and  approved  by  the  President."  '^ 
It  also  contains  a  provision  apparently  intended  to  aid  in  the 
administration  of  the  revenue  laws  of  such  states  as  may  lay  a 
tax  on  incomes,  concurrently  with  the  federal  statute,  by 
throwing  open  to  their  officers,  under  proper  restrictions,  the 
facts  in  the  possession  of  the  federal  officers  concerning  tax- 
able corporations.  This  provision  is  as  follows:  "That  the 
proper  officers  of  any  state  imposing  a  general  income  tax 
may,  upon  the  request  of  the  governor  thereof,  have  access  to 
said  returns  or  to  an  abstract  thereof,  showing  the  name  and 
income  of  each  such  corporation,  joint  stock  company,  associa- 
tion, or  insurance  company,  at  such  times  and  in  such  manner 
as  the  'Secretary  of  the  Treasury  may  prescribe."  The  substan- 
tive part  of  this  enactment  was  taken  from  the  corporation  tax 
law  of  1909,  and  the  proviso  from  an  amendatory  act  of  1910. 
In  pursuance  thereof,  regulations  were  prescribed  by  the  Sec- 
retary of  the  Treasury  July  28,  1914,  and  approved  by  the 
President,  and  the  latter  issued  an  executive  order  of  the 
same  date  putting  them  in  force.  These  regulations  may  be 
epitomized  as  follows:  The  returns  of  all  corporations  shall 
be  open  to  the  inspection  of  the  proper  officers  and  employes 
of  the  Treasury  Department,  and  of  the  officers  and  employes 
of  other  departments  of  the  government,  but  in  the  latter  case 
only  on  a  written  application,  signed  by  the  head  of  the  depart- 
ment, setting  forth  the  reasons  for  making  it,  and  addressed  to 
the  Secretary  of  the  Treasury.  But  if  inspection  of  the  return 
of  any  corporation  is  desired  for  the  purpose  of  using  the  re- 
turn (or  information  derived  from  it)  in  any  legal  proceeding, 
or  if  inspection  is  desired  by  any  official  of  any  state  or  ter- 
ritory, then  the  application  must  first  be  referred  to  the  At- 
torney General,  and,  if  recommended  by  him,  transmitted  to 
the  Secretary  of  the  Treasury.  Any  bona  fide  stockholder 
may  be  permitted  to  inspect  the  return  made  by  his  own  cor- 

5  3  Supra,  §  55. 
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poration,  on  satisfactory  proof  of  his  ownership  of  stock  in  it, 
and  on  application  to  the  Secretary  of  the  Treasury  showing 
good  and  sufficient  cause.  But  the  granting  of  such  an  appli- 
cation is  in  the  discretion  of  the  Secretary,  and  permission 
granted  cannot  be  delegated  or  transferred  to  another  person. 
The  returns  of  certain  corporations  may  be  inspected  by  any 
person,  on  written  app;ication  to  the  Secretary  of  the  Treas- 
ury, setting  forth  briefly  and  succinctly  the  facts  necessary  to 
enable  him  to  act  upon  the  request.  These  are  (a)  companies 
whose  stock  is  listed  upon  any  duly  organized  and  recognized 
stock  exchange  within  the  United  States;  (b)  corporations 
whose  stock  is  advertised  in  the  press  or  offered  to  the  public 
by  the  corporation  itself  for  sale.^*  It  will  be  observed  that 
there  is  no  similar  provision  in  the  statute  concerning  the  re- 
turns made  by  individual  taxpayers,  and  these  apparently  are 
not  public  records  nor  open  to  inspection  by  any  one  or  on  any 
conditions. 

In  the  Wisconsin  statute  it  is  provided  that  "nothing  herein 
shall  be  construed  as  preventing  the  assessment  roll,  the  tax 
roll,  and  all  proceedings  had  before  the  county  board  of  review 
and  all  evidence  taken  at  such  heaHng  from  being  open  to  pub- 
lic inspection  at  such  times  and  under  such  conditions  as  the 
state  tax  commission  may  direct.''  This,  as  construed  by  the 
revenue  officers  of  the  state,  aixthorizes  inspection  by  the  public 
of  the  roll  or  list  of  persons  subject  to  the  income  tax  and  the 
amount  of  their  taxable  income,  as  prepared  by  the  assessors 
of  income,  and  also  the  proceedings  before  the  board  of  review 
to  such  an  extent  as  the  tax  commission  may  authorize. 

To  the  limited  extent  to  which  statutes  of  this  character  au- 
thorize the  publication  or  inspection  of  taxpayers'  returns,  it 
is  held  that  they  do  not  violate  the  constitutional  prohibitions 
against  unreasonable  searches  and  seizures. ^'^  But  aside  from 
statutory  authorization,  the  courts  have  shown  great  reluctance 
to  force  the  disclosure  of  matters  contained  in  such  essentially 

Bi  These  regulations  may  be  seen  in  full  in  §  170,  supra. 
5  5  Flint  V.  Stone  Tracy  Co.,  220  U.  S.  107,  31  Sup.  Ct.  342,  55  L. 
Ed.  389. 
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confidential  documents,  even  when  desired  in  the  interests  of 
public  justice.  Thus,  in  England,  it  is  held  that  a  court  will 
not  compel  the  tax  officers  to  produce  or  exhibit  documents  in 
their  possession  (such  as  a  taxpayer's  return)  for  use  in  litiga- 
tion or  for  the  use  of  a  receiver,  when  it  is  stated  that  such  a 
course  would  be  prejudicial  and  injurious  to  the  public  service 
and  interests.^*  And  in  the  United  States  the  rule  is  even 
more  strict.  For  it  is  held  competent  for  the  Secretary  of  the 
Treasury  to  make  a  regulation  (as  has  been  done)  forbidding 
collectors  of  internal  revenue  to  produce  the  records  of  their 
offices  or  furnish  copies  thereof  for  the  use  of  third  persons, 
or  for  use  as  evidence  in  behalf  of  litigants  in  any  court,  or  to 
allow  the  use  of  official  papers  in  their  custody  for  any  other 
purpose  than  that  of  aiding  in  the  collection  of  the  revenues 
of  the  United  States,  and  forbidding  them  to  "testify  as  to 
facts  contained  in  the  records  or  coming  to  their  knowledge  in 
their  official  capacity."  And  neither  a  state  nor  a  state  court, 
even  in  a  criminal  proceeding,  has  any  power  to  require  a  col- 
lector to  violate  the  regulation,  nor  to  punish  him'  for  con- 
tempt because  of  his  refusal  to  produce  or  put  in  evidence  the 
records  of  his  office,  or  to  testify  as  to  their  contents.  And  if 
a  state  court  undertakes  thus  to  punish  a  collector  for  such 
refusal,  by  attachment  as  for  contempt,  he  will  be  released 
by  the  federal  courts  on  habeas  corpus."'  It  is  evident,  there- 
fore, that  so  far  as  concerns  the  use  of  income  tax  returns  as 

B8  In  re  Joseph  Hargreaves,  Ltd.  [1900]  1  Ch.  347,  4  Tax  Cas.  173. 
But  in  another  case  it  is  said  that,  notwithstanding  the  oath  ad- 
ministered to  a  collector  of  taxes,  that  he  will  not  disclose  anything 
he  learns  in  that  capacity,  except  with  the  consent  of  the  commission- 
ers or  by  virtue  of  an  act  of  Parliament,  he  is  bound,  when  sub- 
poenaed as  a  witness,  to  give  evidence  of  all  facts  within  his  knowl- 
edge touching  the  matter  in  question.  Lee  v.  Birrell,  3  Camp.  337. 
And  in  an  action  for  slander,  whereby  it  is  alleged  the  plaintiff's  busi- 
ness was  injured,  the  defendant  may  obtain  by  subpoena,  and  put 
in  evidence,  the  plaintiff's  income  tax  returns  for  the  pei-iod  covered, 
in  order  to  contradict  the  plaintiff's  evidence,  or  that  of  his  books,  as 
to  the  alleged  decline  of  his  business.  Macdonald  v.  Hedderwick,  3 
Fraser,  674.    Compare,  however,  Gray  v.  Wyllie,  6  Fraser,  448. 

5  7  Boske  V.  Comingore,  177  tJ.  S.  459,  20  Sup.  Ct.  701,  44  L.  Ed. 
846;    In  re  Lamberton,  124  Fed.  446;    Stegall  v.  Thurman,  175  Fed. 
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evidence  in  any  court,  their  production  cannot  be  forced  except 
by  the  consent  of  the  United  States.  Congress  naturally  has 
supreme  authority  in  this  matter,  and  it  has,  as  above  stated, 
declared  such  returns  to  be  public  records.  But  it  has  dele- 
gated to  the  executive  officers  the  duty  of  prescribing  the  con- 
ditions under  which  such  returns  may  be  inspected.  And  the 
regulations  thereupon  made  appear  to  contemplate  and  sanc- 
tion the  use  of  income  tax  returns  as  evidence  in  courts  of 
justice  to  a  limited  extent,  but  only  with  the  approval  of  the 
high  officers  of  the  Treasury  department,  and  not  on  the  initia- 
tive of  collectors  of  internal  revenue,  and  not  in  obedience  to 
the  writ  of  subpoena.  For  the  regulations  provide  for  the  fol- 
lowing three  cases :  First,  if  the  return  of  a  corporation  (not 
of  an  individual  taxpayer)  is  desired  to  be  used  in  any  legal 
proceedings  other  than  those  to  which  the  United  States  is  a 
party  (that  is,  in  private  litigation  or  proceedings  by  a  state  or 
municipality),  or  to  be  used  in  any  manner  by  which  any  infor- 
mation contained  in  the  return  could  be  made  public,  the  appli- 
cation for  permission  to  inspect  such  return  or  to  furnish  a 
certified  copy  thereof  shall  be  referred  to  the  Attorney  Gen- 
eral, and  if  recommended  by  him  transmitted  to  the  Secretary 
of  the  Treasury.  Second,  all  returns,  whether  of  persons  or 
corporations,  may  be  furnished,  either  in  the  original  or  by 
certified  copies,  for  use  in  any  legal  proceedings  before  any 
United  States  grand  jury  or  in  the  trial  of  any  cause  to  which 
both  the  United  States  and  the  person  or  corporation  render- 
ing the  return  are  parties,  either  as  plaintiff  or  defendant,  pro- 
viding such  return  would  constitute  material  evidence  in  the 
proceeding  or  trial;  but  this  can  be  done  only  with  the  ap- 
proval of  the  Secretary  of  the  Treasury.  Third,  in  any  case 
arising  in  the  collection  of  the  income  tax,  the  Commissioner 
of  Internal  Revenue  may  furnish  for  use  to  the  proper  officer 
either  the  original  or  certified  copies  of  returns,  without  the 
approval  of  the  Secretary  of  the  Treasury.  Further  it  is 
provided  that  "in  no  case  shall  any  collector,  or  any  other 

813;  In  re  Weeks,  82  Fed.  729;  In  re  Huttman,  70  Fed.  699;  In  re 
Comingore,  96  Fed.  552.    Contra,  see  In  re  Hirsch,  74  Fed.  928. 
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internal  revenue  officer  outside  of  the  Treasury  Department 
in  Washington,  permit  to  be  inspected  any  return,  or  furnish 
any  information  whatsoever  relative  to  any  return  or  any 
information  secured  by  him  in  his  official  capacity  relating  to 
such  return,  except  in  answer  to  a  proper  subpcEna  in  a  case  to 
which  the  United  States  is  a  party."  And  "returns  of  indi- 
viduals are  under  no  conditions  to  be  made  public,  except 
where  such  publicity  shall  result  through  the  use  of  such  re- 
turns in  any  legal  proceedings  in  which  the  United  States  is  a 
party."  °' 

§  324.     Penalties  for  Divulging  Information 

To  encourage  frank  and  full  disclosures  by  taxpayers,  and 
to  remove  as  far  as  possible  the  inquisitorial  features  of  such 
a  law,  the  income  tax  statutes  denounce  very  heavy  penalties 
upon  the  officers  charged  with  the  assessment  and  collection  of 
the  tax  if  they  shall  divulge  or  make  known  (except  to  the 
limited  extent  authorized  by  the  statute)  the  return  of  any 
taxpayer  or  its  items  or  details.  The  act  of  Congress  also 
forbids  these  officers  to  permit  any  person  to  see  or  examine 
any  return  or  any  copy  thereof  or  any  book  containing  any  ab- 
stract or  particulars  thereof ;  and  also  provides  that  it  shall  be 
unlawful  for  any  perspn  to  print  or  publish  in  any  manner 
whatever  not  provided  by  law,  any  income  return  or  any  part 
thereof,  or  the  amount  or  source  of  income,  profits,  losses,  or 
expenditures  appearing  in  any  income  return.  Any  violation 
of  these  provisions  is  declared  a  misdemeanor,  and  the  punish- 
ment prescribed  is  a  fine  not  exceeding  $1,000,  or  imprison- 
ment not  exceeding  one  year,  or  both,  and  in  addition,  if  the 
offender  is  an  officer  or  employe  of  the  United  States,  dis- 
missal from  office  and  perpetual  incapacity  for  holding  any 
office  under  the  government.^ °  In  Wisconsin,  the  prohibition 
is  substantially  the  same,  except  that  the  penalty,  though  of 
the  same  character,  is  not  so  severe,  and  except  that  it  applies 

6  8  See  §  170,  supra,  wbere  the  regulations  are  set  forth  at  length. 
5  9  Rev.   Stat.  XJ.   S.,   §  3167,  as  amended  by  Income  Tax  Act  of 
1913  (Comp.  St.  1913,  §  5887).    And  see,  supra,  §§  59,  148. 
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only  to  the  officers  and  employes  of  the  state  or  the  assessment 
districts,  so  that,  if  they  violate  their  duty  and  disclose  the  con- 
tents of  returns,  there  is  apparently  nothing  to  forbid  any  per- 
son from  printing  and  publishing  such  information.^"  In  Okla- 
homa, on  the  other  hand,  the  provision  is  that  "it  shall  be  un- 
lawful for  any  person  to  print  or  pubhsh  in  any  manner  what- 
ever any  income  tax  return,  or  any  part  thereof,  or  the  taxes 
due  thereon,  unless  the  tax  herein  becomes  delinquent,  and  any 
person  violating  the  provisions  of  this  section  shall  be  deemed 
guilty  of  a  misdemeanor  and  shall  be  fined  not  to  exceed  fifty 
dollars  and  imprisoned  in  the  county  jail  not  more  than  thirty 
days  for  each  offense."  "^  And  in  North  Carolina,  the  provi- 
sion is  substantially  the  same  as  in  Oklahoma,  except  that  no 
permission  is  given  for  the  publication  of  the  tax  returns  in 
case  of  delinquency."^ 

§  325.     Proceedings  in  Case  of  Refusal  or  Neglect  to  File 
Return 

As  a  general  rule,  where  a  taxable  person  or  corporation 
refuses  or  omits  to  make  the  required  return,  it  is  made  the 
duty  of  the  assessor  or  collector  to  make  and  compile  the 
return  on  the  best  information  he  can  obtain.  Thus,  under 
the  act  of  Congress,  the  return  in  such  cases  is  to  be  made  by 
the  collector  or  deputy  collector  of  internal  revenue  according 
to  the  best  information  which  he  can  obtain,  including  that 
elicited  on  his  examination  of  witnesses  and  of  books  and 
papers,  and  on  his  own  view  and  information.  And  when 
duly  certified  by  the  collector  the  return  so  prepared  shall  be 
the  return  of  the  taxable  person."'  But  if  any  person  liable  to 
pay  an  income  tax,  and  failing  to  make  the  required  return, 
shall  consent  to  disclose  the  particulars  of  any  business  or 
occupation  liable  to  pay  such  tax,  it  shall  be  the  duty  of  the 

6  0  Wisconsin   Income  Tax  Law  1911,   §   1087m,   subsec.   24,  pars. 

61  Oklahoma  Income  Tax  Law,  §  6;   Laws  Oklahoma  1907,  p.  730. 
6  2  Acts  North  Carolina  1907,  c.  256,  §  23. 

6  3  Supra,   §  65.     And  see  Internal  Revenue  Regulations   No.  33, 
art.  21,  supra,  §  178. 
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collector  or  deputy  collector  to  make  up  the  return,  which 
being  distinctly  read  and  consented  to,  and  verified  by  oath 
or  affirmation  by  the  person  liable  to  make  such  return,  the 
same  may  be  received  as  the  list  or  return  of  such  person."* 
There  is  also  another  provision  of  the  act  of  Congress,  appli- 
cable, it  would  seem,  to  cases  where  a  taxable  person  has 
attempted  to  evade  the  law  by  omitting  to  make  any  return, 
and  where  the  collector,  at  the  time  the  return  was  due,  had 
no  knowledge  of  the  case  or  suspicion  as  to  the  proposed  eva- 
sion. This  clause  provides  that  in  case  of  the  refusal  or  neg- 
lect to  make  a  return  "the  Commissioner  of  Internal  Revenue 
shall,  upon  the  discovery  thereof,  at  any  time  within  three 
years  after  said  return  is  due,  make  a  return  upon  information 
obtained  as  provided  for  in  this  section  or  by  existing  law, 
and  the  assessment  made  by  the  Commissioner  of  Internal 
Revenue  thereon  shall  be  paid  by  such  person  or  persons  upon 
notification  of  the  amount  of  such  assessment."  °° 

In  Wisconsin,  while  penalties  are  prescribed  for  the  neglect 
or  refusal  to  make  a  return,  there  is  no  provision  for  the  mak- 
ing of  the  return  by  the  taxing  officers,  except  that,  if  it  is 
discovered  that  any  taxable  person  or  corporation  has  failed 
to  make  a  return  in  any  one  of  the  three  next  previous  years, 
the  proper  officer  may  "make  such  additions  or  corrections  to 
the  assessment  as  is  deemed  true  and  just,  such  correction  to 
be  made  in  the  next  tax  levy."  In  South  Carolina,  any  person 
or  corporation  failing  to  make  the  required  return  "shall  be 
assessed  by  the  auditor  on  account  of  the  income-tax,  in  such 
amount  as  appears  to  him  from  the  best  information  obtain- 
able by  him  either  by  examination  of  the  defaulting  taxpayer 
or  any  other  evidence,  that  such  taxpayer  is  liable  for."  In 
Hawaii,  the  provision  of  the  statute  is  that,  in  such  cases,  "the 
assessor  may  make  such  assessments  as  he  may  consider  just, 
and  the  same  shall  be  binding  and  conclusive  upon  all  parties, 
and  shall  not  be  subject  to  appeal." 

6*  Supra,  §  62.    And  see  Internal  Revenue  Regulations  No.  33,  art. 
20,  supra,  §  178. 
66  Supra,  §  20. 
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As  a  general  principle  of  law,  it  is  held,  if  the  taxpayer  re- 
fuses to  give  in  his  income  to  the  assessor,  it  is  the  duty  of 
the  assessor  to  ascertain  its  amount  by  inquiry  or  otherwise, 
to  the  best  of  his  information  and  judgment;  and  if,  in  dis- 
charging this  duty,  acting  in  good  faith,  the  assessor  fixes 
the  amount  of  such  income  at  a  larger  sum  than  it  in  fact 
amounted  to,  and  assesses  it  at  the  sum  thus  ascertained  by 
him,  such  assessment  is  legal,  notwithstanding  the  mistake 
or  overstatement,  and  the  collection  of  the  tax  so  assessed, 
by  the  tax  collector,  is  also  legal.''^  And  in  making  his  es- 
timate of  the  value  of  property  for  the  purpose  of  the  income 
tax  (as,  for  instance,  in  determining  the  rental  value  of  the 
taxpayer's  residence)  the  assessor  is  not  bound  to  accept  and 
follow  the  valuation  placed  on  the  same  property  by  any  other 
assessor  for  the  purposes  of  any  other  tax.°'  It  should  also 
be  observed  that  an  assessment  for  the  income  tax  cannot 
be  impeached  collaterally  or  re-examined  in  any  collateral 
proceeding.  It  may  be  subject  to  appeal  or  review,  but  can- 
not be  revised  in  any  other  mode  than  the  special  statutory 
mode  provided  for  that  purpose.  Hence  a  proof  in  bank- 
ruptcy by  a  collector  of  taxes,  in  respect  of  arrears  due  un- 
der an  assessment  for  the  income  tax,  cannot  be  expimged 
on  the  ground  that  the  debtor  had  not  received  the  income 
or  made  the  profits  so  assessed.  °' 

§  326.  Same;  Examination  of  Books,  Papers,  and  Wit- 
nesses 
It  is  provided  in  the  Revised  Statutes,  as  amended  by  the 
act  of  Congress  of  1913,  that  if  any  person  shall  refuse  or 
neglect  to  make  the  required  return,  on  notice  and  demand, 
or  shall  render  a  return  which,  in  the  opinion  of  the  collector, 
is  false  or  fraudulent  or  contains  any  undervaluation  or  un- 
derstatement, "it  shall  be  lawful  for  the  collector  to  summon 
such  person,  or  any  other  person  having  possession,  custody, 
or  care  of  books  of  account  containing  entries  relating  to  the 

6  8  Lott  V.  Hubbard,  44  Ala.  593. 

6  7  Walker  v.  Brisley,  4  Tax  Cas.  254. 

6  8  Calvert  v.  "Walker  [1899]  2  Q.  B.  145,  4  Tax.  Oas.  79. 
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business  of  such  person,  or  any  other  person  he  may  deem 
proper,  to  appear  before  him  and  produce  such  books,  at  a 
time  and  place  named  in  the  summons,  and  to  give  testimony 
or  answer  interrogatories,  under  oath,  respecting  any  objects 
liable  to  tax  or  the  returns  thereof.  The  collector  may  sum- 
mon any  person  residing  or  found  within  the  state  in  which 
his  district  Hes;  and  when  the  person  intended  to  be  sum- 
moned does  not  reside  and  cannot  be  found  within  such  state, 
he  may  enter  any  collection  district  where  such  person  may 
be  found  and  there  make  the  examination  herein  authorized. 
And  to  this  end,  he  may  there  exercise  all  the  authority  which 
he  might  lawfully  exercise  in  the  district  for  which  he  was 
commissioned."  And  in  another  part  of  the  statute,  it  is 
provided  that  "jurisdiction  is  hereby  conferred  upon  the  dis- 
trict courts  of  the  United  States  for  the  district  within  which 
any  person  summoned  under  this  section  to  appear  to  testify 
or  to  produce  books  shall  reside,  to  compel  such  attendance, 
production  of  books,  and  testimony  by  appropriate  pro- 
cess." '"'  And  another  federal  statute  provides  that  "every 
collector,  deputy  collector,  and  inspector  is  authorized  to  ad- 
minister oaths  and  to  take  evidence  touching  any  part  of  the 
administration  of  the  internal  revenue  laws  with  which  he  is 
charged,  or  where  such  oaths  and  evidence  are  authorized  by 
law  to  be  taken."  ''" 

§  327.     Same ;  Constitutional  Validity 

The  courts  have  sustained  the  constitutionality  of  provisions 
in  former  internal  revenue  laws  closely  similar  to  those  just 
cited.'' ^  In  one  of  the  cases  the  court  remarked  that  both  acts 
of  congress  and  of  state  legislatures  conferred  not  only  upon 
legislative  committees,  but  also  upon  various  officers,  the  high 
power  to  send  for  persons  and  papers  to  be  examined  in  fur- 
therance of  a  stated  purpose,  and  this  had  been  for  so  long  a 

oi>  Rev.  Stat.  XJ.  S.,  §  3173  and  Income  Tax  Act  1913,  subdivisions 
"I"  and  "L"  amending  the  same,  Comp.  St.  1913,  §  5896  supra,  §§ 
64,  67. 

TO  Rev.  Stat.  tJ.  S.,  §  3165  (Comp.  St.  1913,  §  5885). 

71  In  re  Phillips,  10  Int.  Kev.  Eec.  107,  Fed.  Cas.  No.  11,097. 
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time  acquiesced  in  that  it  was  now  scarcely  worth  while  to 
debate  the  question  seriously ;  and  whereas  it  may  be  conceded 
that  no  extraordinary  power  is  granted  by  our  law  for  any 
other  reason  than  necessity,  the  court  thought  there  was  both  a 
necessity  and  a  propriety  in  the  provision  here  made  for  the 
proper  enforcement  of  the  internal  revenue  laws.''^  This  view 
derives  considerable  support  also  from  the  decision  of  the 
Supreme  Court  sustaining  the  validity  of  that  part  of  the 
Interstate  Commerce  Act  which  gives  to  the  Interstate  Com- 
merce Commission  the  power  to  require  the  attendance  of 
witnesses  and  the  production  of  books  and  papers/^  Also 
there  are  decisions  of  the  state  courts  to  the  effect  that  there 
is  no  violation  of  the  constitutional  provision  against  unrea- 
sonable searches  and  seizures  by  a  statute  giving  to  revenue 
officers  the  right  to  examine  books  and  papers  of  taxpayers 
for  the  purpose  of  properly  listing  and  assessing  their  taxable 
property.''*  It  is  true  that  if  such  compulsory  submission  to 
interrogation,  or  compulsory  production  of  books  and  papers, 
were  required  directly  in  a  criminal  prosecution  or  in  a  quasi- 
criminal  proceeding  to  forfeit  property  or  collect  penalties,  it 
might  be  regarded  as  an  invasion  of  the  person's  constitutional 
right  to  avoid  criminating  himself.  There  is  no  lack  of  author- 
ities so  holding.'^  But  these  cases  are  probably  to  be  dis- 
tinguished on  the  ground  that  an  investigation  merely  to  de- 
termine the  extent  of  a  person's  taxable  income  is  not  criminal 
or  penal,  nor  even,  when  conducted  by  a  collector  of  taxes,  a 
judicial  investigation  at  all.  And  whereas  it  may  be  contended 
that  information  elicited  by  this  investigation  might  be  used 

72  Perry  v.  Newsome,  10  Int.  Rev.  Rec.  20,  Fed.  Gas.  No.  11,009. 

73  Interstate  Commerce  Commission  v.  Brimson,  154  U.  S.  447,  14 
Sup.  Ct.  1125,  38  L.  Ed.  1047. 

74  Co-operative  Bldg.  &  Loan  Ass'n  v.  State,  156  Ind.  463,  60  N.  E. 
146;  Washington  Nat.  Bank  v.  Dailj',  166  Ind.  631,  77  N.  E.  53;  In 
re  Conrades,  112  Mo.  App.  21,  85  S.  W.  150. 

7  5  Boyd  V.  United  States,  116  U.  S.  616,  6  Sup.  Ct.  524,  29  L.  Ed. 
746;  In  re  Pacific  Railway  Com'n,  32  Fed.  241;  People  v.  Reardon, 
197  N.  Y.  236,  90  N.  E.  829,  27  L.  R.  A.  (N.  S.)  141,  134  Am.  St.  Rep. 
871;  Robson  v.  Doyle,  191  111.  566,  61  N.  E.  435;  Weeks  v.  United 
States,  232  U.  S.  383,  34  Sup.  Ct.  341,  58  L.  Ed.  652. 
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against  the  person  in  a  subsequent  prosecution,  as,  for  instance, 
for  perjury,  it  must  be  answered  that,  even  in  a  proceeding  of 
this  kind,  it  is  the  privilege  of  the  witness  to  refuse  to  answer 
any  question  on  the  ground  that  it  might  criminate  him.  It 
was  so  held  in  the  case  concerning  the  powers  of  the  Inter- 
state Commerce  Commission  in  this  regard.' °  And  in  an 
earlier  case  under  the  internal  revenue  law,  where  a  person 
liable  for  taxes  refused  to  produce  his  books  of  account,  when 
summoned  to  do  so,  on  the  ground  that  a  criminal  proceeding 
had  been  commenced  against  him  for  making  a  false  return, 
and  that  he  could  not  produce  the  books  or  give  evidence 
without  criminating  himself,  it  was  held  that  he  must  bring 
the  books  containing  entries  relating  to  his  business  before 
the  assessor,  and  must  then  be  asked  to  exhibit  any  entry 
relating  to  a  particular  point  to  be  named,  and  if  he  should 
then  say  that  he  could  not  do  so  without  criminating  himself, 
he  would  be  protected  from  exhibiting  it.''' 

§  328.     Same ;  Jurisdiction  of  Courts  to  Enforce  Obedience 

The  provision  of  the  income  tax  law  giving  to  the  federal 
district  courts  jurisdiction  to  compel  the  attendance  of  wit- 
nesses before  the  collector,  or  the  production  of  books,  or  the 
giving  of  testimony,  by  appropriate  process,  is  not  unconsti- 
tutional as  imposing  on  the  judicial  tribunals  duties  which  are 
not  judicial  in  their  nature.'*  For  the  object  of  the  proceeding 
in  court  under  this  provision  is  not  to  punish  the  witness  for 
contempt  of  the  order  of  the  collector  summoning  him  to 
appear  and  testify,  because  there  is  no  such  thing  as  contempt 
of  an  administrative  officer.  But  the  object  is  to  make  an 
order,  on  cause  shown,  or  in  the  absence  of  cause  shown 
against  it,  requiring  the  witness  to  obey  the  summons  of  the 
collector,  and  then  he  may  be  punished,  if  he  still  refuses,  not 

T6  Interstate  Commerce  Commission  v.  Brimson,  154  TJ.  S.  447,  14 
Sup.  Ct.  1125,  38  L.  Ed.  1047. 

77  In  re  Lippman,  3  Ben.  95,  Fed.  Cas.  No.  8,382.  Compare  In  re 
PhUUps,  10  Int.  Rev.  Rec.  107,  Fed.  Cas.  No.  11,097. 

7  8  Interstate  Commerce  Commission  v,  Brimson,  154  U.  S.  447,  14 
Sup.  Ct.  1124,  38  L.  Ed.  1047. 
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for  disobeying  the  order  of  the  collector  but  for  disobeying 
the  order  of  the  court/* 

§  329.     Same;    Authority  of  Officers;    Scope  of  Examina- 
tion 

The  provision  of  the  statute  that  "it  shall  be  lawful"  for 
the  collector  to  summon  witnesses  before  him  or  require  the 
production  of  books  and  papers  does  not  make  it  obligatory 
on  him  to  take  this  course.  If  he  can  obtain  the  necessary 
information  in  other  ways,  he  is  at  liberty  to  do  so.*"  It  should 
be  observed  that  a  deputy  collector  may  exercise  this  power 
as  well  as  the  collector;  his  authority  is  the  same.*^  But 
whereas  the  collector  is  given  authority  to  "summon"  persons 
before  him  to  give  evidence,  Congress,  in  using  this  term, 
"did  not  contemplate  it  to  be  of  the  legal  dignity  of  a  writ  or 
other  judicial  process,  but  simply  a  notice,  and  similar  in  its 
nature  to  a  summons  issued  by  an  overseer  of  roads  requiring 
persons  to  attend,  with  the  necessary  implements,  and  to  work 
on  the  public  highway."  ^^  This  notice  or  summons  may  be 
delivered  personally,  but  it  should  in  all  cases  give  the  person 
concerned  a  reasonable  time  to  comply.  In  one  of  the  cases, 
a  supervisor  of  internal  revenue  entered  a  bank  conducted  by  a 
firm  and  demanded  to  see  their  books  and  papers.  The  mem- 
bers of  the  firm,  doubting  his  right  to  such  inspection,  asked 
time  to  consult  their  counsel.  This  was  refused,  and  on  their 
failure  to  produce  their  books,  the  supervisor  served  them  with 
a  summons  requiring  them  to  appear  before  him  at  his  office 
in  that  city  instanter  on  the  same  day.  He  had  no  regular 
office  in  that  city,  and  no  place  was  specified  in  the  summons. 

7  9  In  re  Kinney,  102  Fed.  468. 

so  Bailey  v.  New  York  Cent.  &  H.  R.  R.  Co.,  22  Wall.  604,  22  L. 
Ed.  840. 

81  Landram  v.  United  States,  16  Ct.  CI.  74.  As  to  the  powers  of 
the  deputy  collector,  see  Act  Cong.  Feb.  8,  1875  (Comp.  St.  1913,  § 
5849),  which  provides  that  "each  such  deputy  shall  have  the  like  au- 
thority in  every  respect  to  collect  the  taxes  levied  or  assessed  with- 
in the  portion  of  the  district  assigned  to  him  which  is  by  law  vested 
in  the  collector  himself." 

82  Matter  of  Meador,  1  Abb.  U.  S.  317,  326,  Fed.  Cas.  No.  9,375. 
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The  firm  then  consulted  their  counsel,  and  though  he  was 
somewhat  in  doubt,  he  advised  them  to  submit  to  the  inspec- 
tion. They  then  sought  the  supervisor  to  apprise  him  of  their 
consent,  but  were  unable  to  find  him,  and  he  left  the  town  the 
same  night.  It  Avas  held  that  the  firm  were  not  unreasonable 
in  asking  a  short  time  to  consult  their  counsel,  that  a  compli- 
ance with  the  summons  according  to  its  terms  was  manifestly 
impossible,  and  that  they  should  not  be  punished  as  for  a 
contempt. ^^ 

It  appears  to  be  the  intention  of  the  act,  though  the  language 
is  far  from  clear,  that  the  taxpayer  may  be  interrogated  by 
the  collector  concerning  every  point  relating  to  the  sources  and 
extent  of  his  income,  or  as  to  exemptions  or  deductions  claimed 
by  him,  and  that  the  mere  production  and  submission  of  his 
books  and  accounts  will  not  necessarily  end  the  investigation 
if  the  collector  is  not  satisfied  with  what  he  finds  there.  In- 
deed such  examinations  may  be  chiefly  necessary  in  the  case 
of  persons  who  have  kept  no  books  at  all,  or  whose  accounts 
are  fragmentary  and  uninforming.  It  has  been  decided  that 
the  person  summoned  must  not  only  produce  his  books,  but 
must  submit  to  an  examination  and  testify  concerning  entries 
in  them.**  But  since  the  language  of  the  act  of  Congress  gives 
the  collector  power  to  require  persons  to  attend  before  him 
"to  give  testimony  or  answer  interrogatories  under  oath  re- 
specting any  objects  liable  to  tax  or  the  returns  thereof,"  it 
certainly  seems  to  be  within  the  lawful  power  of  the  collector 
to  put  the  taxpayer  through  an  examination  as  grilling  and 
complete  as  an  examination  in  bankruptcy  or  in  proceedings 
supplementary  to  execution.  But  all  this  does  not  deprive  the 
witness  of  his  constitutional  rights.  He  may  offer  proper  ob- 
jections to  any  question  or  to  the  examination  of  any  book  or 

8  3  United  States  v.  Fordyce,  13  Int.  Rev.  Eec.  77,  Fed.  Cas.  No. 
15,130. 

84  In  re  Strouse,  1  Sawy.  605,  Fed.  Cas.  No.  13,548 ;  Matter  of 
Meador,  1  Abb.  U.  S.  317,  Fed.  Cas.  No.  9,375.  As  to  the  right  of  the 
collector  to  enter  premises  for  the  purpose  of  examining  articles 
claimed  to  be  therein  subject  to  the  tax,  see  United  States  v.  Mann, 
95  U.  S.  580,  24  L.  Ed.  531. 
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paper,  either  on  constitutional  grounds,  on  the  ground  that 
the  matter  is  beyond  the  powers  of  the  collector  to  inquire 
into,  or  On  the  ground  of  a  lack  of  relevancy  or  materiality.* ° 
And  after  an  assessment  has  been  made  and  the  tax  paid,  the 
collector  has  no  power  to  summon  the  taxpayer  before  him 
for  this  purpose.  This  is  only  to  be  done  before  the  assess- 
ment is  made,  and  is  in  aid  of  the  making  of  a  correct  assess- 
ment.*" 

Under  former  internal  revenue  laws,  it  was  held  that  the 
only  books  which  the  collector  had  the  right  to  examine  were 
those  of  the  person  whose  assessment  was  in  question,  not 
those  of  third  persons  who  had  had  dealings  with  him.  Thus, 
a  corporation  was  not  bound  to  produce  and  submit  its  books 
to  the  collector  on  an  inquiry  into  the  income  of  one  of  its 
stockholders.*'  But  the  terms  of  the  present  statute  are  so 
broad  that  it  is  believed  this  rule  could  not  now  apply.  The 
collector  is  now  given  power  to  summon,  not  only  the  person 
whose  return  is  in  question,  but  "any  other  person  having 
possession,  custody,  or  care  of  books  of  account  containing 
entries  relating  to  the  business  of  such  person,  or  any  other 
person  he  may  deem  proper."  It  appears  that,  he  has  practi- 
cally unlimited  power  to  interrogate  all  persons  who  have  had 
business  dealings  with  the  taxpayer,  or  made  payments  to 
him,  or  who  are  supposed  to  have  any  information  about  his 
income,  or  its  origin  or  amount,  and  also  to  inspect  the  books 
of  any  person  if  they  contain  entries  relating  to  the  disputed 
income. 

The  fact  that  national  banks  are  subject  to  inspection  and 
examination  by  the  bank  inspectors  does  not  exempt  them  from 
being  called  upon  to  allow  inspection  of  their  books  on  the 
part  of  revenue  officers.** 

86  Interstate  Commerce  Commission  v.  Brimson,  154  U.  S.  447,  14 
Sup.  Ct.  1125,  38  L.  Ed.  1047. 

88  In  re  Brown,  3  Int.  Rev.  Rec.  134,  Fed.  Cas.  No.  1,977. 

8  7  In  re  Chadwick,  1  Low.  439,  Fed.  Cas.  No.  2,570. 

88  United  States  v.  Rbawn,  11  PMla.  521,  Fed.  Cas.  No.  16,150. 
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§  330.     Same;    Examination  and  Inspection  Under  State 
Income  Tax  Laws 

In  Wisconsin  there  are  stringent  provisions  for  requiring 
the  delinquent  taxpayer  or  corporation  to  furnish  the  infor- 
mation necessary  to  make  or  complete  the  return,  but  none 
for  the  examination  of  witnesses  or  of  books  and  papers, 
except  when  an  appeal  is  taken  to  the  board  of  review.  In 
South  Carolina,  the  law  seems  to  authorize  an  "examination 
of  the  defaulting  taxpayer,"  though  it  makes  no  expHcit  pro- 
vision for  compelling  his  attendance.  In  Oklahoma  the  state 
auditor  "may  take  such  steps  as  he  may  deem  necessary" 
to  compel  any  delinquent  to  make  a  proper  return  of  his  in- 
come, and  "to  enable  him  to  obtain  such  information,  he  or 
anyone  designated  by  him  to  obtain  such  information  shall 
have  the  power  to  summon  witnesses  within  the  county  in 
which  such  persons  live,"  and  may  invoke  the  aid  of  the 
courts  to  compel  their  attendance.  In  Hawaii,  "it  shall  be 
lawful  for  the  assessor  to  summon  such  person,  or  any  of  the 
officers  of  such  corporation,  or  any  person  having  possession, 
custody,  or  care  of  books  of  account  containing  entries  relat- 
ing to  the  business  of  such  person  or  corporation,  or  any  oth- 
er person  he  may  deem  proper,  wherever  residing  or  found, 
to  appear  before  him  and  produce  such  books  at  a  time  and 
place  named  in  the  summons,  and  to  give  testimony  or  an- 
swer interrogatories  under  oath,  respecting  any  income  liable 
to  tax  or  the  returns  thereof."  '°  But  as  to  the  production  of 
records  or  other  documents  by  public  officeijs,  the  law  is  not 
very  clear,  and  the  question  has  not  often  arisen.  There  is, 
however,  a  Scotch  decision  in  reference  to  compelling  the 
production  of  documents  for  the  purpose  of  discovering  tax- 
able income,  holding  that  a  public  department  cannot  be  com- 
pelled by  a  court  of  law  to  produce  confidential  documents  in 
its  possession  coming  from  third  parties,  if  so  to  compel  it 
would  be  to  discourage  similar  communications  being  made 
in  the  future.'"    In  the  statute  of  Hawaii  we  find  the  following 

89  Session  Laws  Hawaii  1901,  Act  No.  20,  §  6,  p.  31. 
8  0  Brown's   Trustees   v.   Hay,   35    Scotcli   Law   Kep.   340,   3    Tax 
Cas.  598. 
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severe  and  extraordinary  provision :  "It  shall  be  the  duty  of 
every  person  or  corporation  doing  business  for  profit  to 
keep  full,  regular,  and  accurate  books  of  accounts  upon  which 
all  its  transactions  shall  be  entered  from  day  to  day  in  regu- 
lar order,  which  books  shall  be  open  to  the  inspection  of  the 
assessor  of  the  division  or  any  person  authorized  by  him  to 
inspect  the  same,  during  business  hours."  It  is  perhaps 
fortunate  that  no  penalty  for  the  violation  of  this  provision 
has  been  prescribed. 

§  331.     Penalties  for  Failure  to  Make  Return 

Under  the  federal  income  tax  law,  penalties  for  the  neg- 
lect or  refusal  to  make  and  file  the  required  returns  are  pre- 
scribed as  follows : 

Neglect  or  refusal  to  make  a  return,  or  to  verify  a  re- 
turn, subjects  the  individual  taxpayer  to  a  fine  of  from  $20  to 
$1,000,  and  the  Commissioner  of  Internal  Revenue  will  add 
fifty  per  cent  to  the  amount  of  the  tax  as  assessed  by  him. 
But  if  the  omission  to  make  a  return  at  the  proper  time  was 
due  to  the  "sickness  or  absence"  of  the  taxpayer,  this  addition 
to  the  assessment  will  not  be  made,  provided  a  return  is  made 
within  the  further  time  allowed  by  the  collector,  not  exceed- 
ing thirty  days.'^ 

Certain  persons  and  corporations,  having  the  manage- 
ment of  another  person's  property,  or  having  fixed  and  deter- 
minable payments  to  make  to  such  person  at  stated  intervals, 
exceeding  $3,000  for  any  taxable  year,  are  required  to  make 
a  return  for  such  person  and  to  withhold  and  pay  over  to 
the  government  the  amount  of  the  income  tax  thereon ;  as,  for 
example  mortgagors,  employers  paying  salaries,  testamentary 
and  other  trustees,  executors,  receivers,  conservators,  and  dis- 
bursing officers  of  the  United  States.  And  if  any  one  sub- 
ject to  this  provision,  whether  it  be  a  "person,  corporation, 
joint  stock  company,  association,  or  insurance  company," 
shall  refuse  or  neglect  to  make  a  return  at  the  proper  time, 

»i  Supra,  §§  31,  142. 
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a  penalty  is  imposed  of  not  less  than  $20  nor  more  than 
$1,000.^^ 

If  a  corporation,  joint  stock  company  or  association,  or 
insurance  company,  liable  to  the  tax,  shall  neglect  or  refuse 
to  make  its  own  return  at  the  appointed  time,  it  is  liable  to  a 
penalty  of  not  more  than  $10,000,  and  in  addition  is  liable  to 
have  its  assessment  increased  fifty  per  cent."' 

§  332.     Penalties  for  False  or  Fraudulent  Returns 

For  false  or  fraudulent  income  tax  returns,  the  United 
States  statute  prescribes  the  following  penalties: 

If  an  individual  taxpayer  "makes  any  false  or  fraudulent 
return  or  statement  with  intent  to  defeat  or  evade  the  assess- 
ment required"  by  the  statute,  he  shall  be  guilty  of  a  mis- 
demeanor, and  be  punished  by  a  fine  not  exceeding  $2,000,  or 
imprisonment  for  not  more  than  one  year,  or  both,  in  the  dis- 
cretion of  the  court,  with  the  costs  of  prosecution.  And  in 
addition,  the  amount  of  the  tax  assessed  upon  him  shall  be 
increased  by  the  addition  of  one  hundred  per  cent."* 

If  the  return  made  by  or  on  behalf  of  a  corporation  is 
false  or  fraudulent,  as  above  defined,  the  officers  of  the  cor- 
poration signing  and  verifying  it  are  liable  to  the  same  pun- 
ishment as  above  prescribed  for  individuals,  and  the  assess- 
ment shall  likewise  be  increased  by  the  addition  of  one  hun- 
dred per  cent  of  its  amount,  and  further,  by  the  explicit  lan- 
guage of  the  statute,  the  corporation  itself  shall  be  liable  to  a 
penalty  of  not  more  than  $10,000."° 

In  regard  to  the  validity  of  these  various  penalties,  there 
can  be  little  room  for  dispute.  Courts  have  often  sustained 
them  in  the  case  of  general  taxes,  and,  specifically  with  ref- 
erence to  an  income  tax,  it  has  been  held  that  the  imposition 
of  an  addition  of  100  per  cent  as  a  penalty  for  making  a  false 
or  fraudulent  return  is  not  unconstitutional.""  It  has  also 
been  held  that  an  assessor  of  internal  revenue,  on  ascertaining 


92  Supra,  §§  31,  142.  »*  Supra,  §§  31,  65. 

93  Supra,  i§  56,  142.  95  Supra,  §§  31,  56,  65. 
»6  Doll  V.  Evans,  9  PhUa.  364,  Fed.  Gas.  No.  3,969. 
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that  the  return  made  by  a  taxpayer  was  false  and  fraudulent, 
has  power  to  reassess  the  tax  and  add  the  penalty,  notwith- 
standing that  the  taxpayer  has  already  paid  the  amount  first 
assessed  against  him  on  his  original  return.'"'  But  the  penalty 
of  100  per  cent  cannot  be  lawfully  collected  if  the  reassessment 
of  the  tax  includes  any  sum  not  legally  taxed,  and  there  must 
first  be  an  inquiry  and  a  determination  that  the  omission  was 
false  and  fraudulent.*^ 

In  regard  to  the  meaning  of  the  terms  employed  in  this 
part  of  the  statute,  there  is  a  distinction  to  be  taken  between 
"false"  and  "fraudulent"  returns.  Fraud  implies  an  intention 
to  deceive  or  mislead.  But  a  return  which  is  simply  incorrect 
is  "false,"  though  made  in  good  faith  and  under  a  mistake  of 
law.^"  And  under  the  former  income  tax  laws  it  was  held 
that  the  addition  of  100  per  cent  to  the  tax  was  authorized 
for  an  untrue  return,  although  the  return  was  not  willfully 
false.^""  But  the  language  of  the  present  statute  apparently 
reverses  this  rule,  and  authorizes  the  imposition  of  penalties 
only  in  cases  where  the  return  is  both  "false"  and  "fraudu- 
lent." For,  as  to  the  penalty  for  false  swearing,  it  is  de- 
nounced against  any  person  who  "makes  any  false  or  fraudu- 
lent return  with  intent  to  defeat  or  evade  the  assessment," 
and  a  false  return  made  with  intent  to  defeat  or  evade  the 
assessment  is  necessarily  fraudulent  also.  And  as  to  the 
addition  of  the  penalty  of  100  per  cent,  this  is  authorized  "in 
the  case  of  any  return  of  a  false  or  fraudulent  list  or  valua- 
tion intentionally,"  and  of  course  a  false  return  made  inten- 
tionally is  fraudulent  also.  It  may  be  stated,  therefore,  that 
no  penalty  attaches  to  the  making  of  a  return  which  is  incor- 
rect in  fact,  but  made  in  good  faith  and  with  no  fraudulent 
intention,  except  that  the  amount  of  taxable  income  shown,  if 

9  7  Doll  V.  Evans,  9  Phlla.  364,  Fed.  Cas.  No.  3,969. 

9  8  Michigan  Cent.  R.  Co.  v.  Slack,  Holmes,  231,  Fed.  Cas.  No. 
9,527. 

9  9  Eliot  Nat.  Bank  v.  Gill,  210  Fed.  933. 

100  German  Sav.  Bank  v.  Arehbold,  15  Blatchf.  398,  Fed.  Cas.  No. 
5,364. 
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understated,  may  be  increased  by  the  collector  to  the  proper 
figure  on  notice,  hearing,  and  proof. 

In  regard  to  the  manner  of  enforcing  the  penalties,  it  is 
ruled  that  the  penalty  imposed  on  a  corporation  for  failing  to 
make  the  required  return  is  to  be  recovered  by  a  civil  action 
(not  by  indictment  in  a  criminal  proceeding),  in  which  the 
amount  of  the  penalty  will  be  determined  by  the  court,  within 
the  limits  stated,  after  a  verdict  for  the  plaintiff.^"^  But  it  is 
not  within  the  jurisdiction  of  a  court  to  modify  a  penalty 
prescribed  for  making  a  false  return,  its  discretion  being  con- 
fined to  the  limits  marked  out  for  it  by  the  law.^°^ 

Intentional  falsehood  in  the  verified  return  is  also  a  criminal 
offense.  It  is  believed  that  the  penalties  of  perjury  as  at  com- 
mon law  would  attach  to  such  false  swearing,  unless  the  stat- 
ute expressly  declares  the  offense  to  be  a  misdemeanor  or 
expressly  prescribes  a  punishment  in  the  nature  of  a  fine.  For 
it  has  been  decided  that,  although  an  act  imposing  a  tax  on 
incomes  makes  no  provision  for  compelling  a  person  to  make 
oath  to  his  return,  yet  if  it  permits  him  to  do  so,  and  he  avails 
himself  of  the  privilege,  and  makes  a  false  return,  he  is  guilty 
of  perjury.^"^  But  the  present  act  of  Congress  explicitly 
declares  this  offense  to  be  a  misdemeanor,  and  prescribes  the 
punishment,  viz.,  a  fine  not  to  exceed  $2,000  or  imprisonment 
for  not  more  than  one  year,  or  both  in  the  discretion  of  the 
court. ^"^  Where  two  persons  composing  a  partnership  make 
and  sign,  in  their  partnership  name,  a  false  return  to  the 
collector  of  internal  revenue,  they  may  be  jointly  indicted 
therefor.^"" 

§  333.     Penalties  Under  State  Income  Tax  Lavtrs 

Under  the  Wisconsin  statute,  any  individual  taxpayer  who 
fails  or  refuses  to  make  the  required  return,  or  who  makes 

101  Treasury  Decisions,  No.  1740. 

102  Lord  Advocate  v.  McLaren,  42  Scotch  Law  Rep.  762,  5  Tax 
Cas.  110. 

103  United  States  v.  Smith,  1  Sawy.  277,  Fed.  Cas.  No.  16,341. 

104  Supra,  §  .SI. 

105  United  States  v.  MoGinnis,  1  Abb.  U.  S.  120,  Fed.  Cas.  No. 
15,678. 
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a  false  or  fraudulent  return,  is  liable  to  a  fine  of  not  more  than 
$500,  or  imprisonment  for  not  more  than  one  year,  or  both. 
In  the  case  of  a  corporation,  a  penalty  is  denounced  of  not 
less  than  $100  nor  more' than  $5,000,  at  the  discretion  of  the 
court,  for  either  failing  to  make  its  return  or  for  rendering  a 
false  or  fraudulent  return,  and  in  the  latter  case,  the  officers 
of  the  corporation  signing  and  verifying  the  return  are  liable 
to  the  same  penalty  as  above  prescribed  for  individuals.  Fur- 
thermore, both  in  the  case  of  an  individual  and  in  that  of  a 
corporation,  and  whether  there  was  a  failure  to  make  the  re- 
turn or  a  false  or  fraudulent  return  was  filed,  if  the  revenue 
officers  discover  an  additional  amount  of  taxable  income, 
"the  amount  so  discovered  shall  be  subject  to  twice  the  orig- 
inal rate."  In  South  Carolina,  if  the  taxpayer  neglects  or 
refuses  to  make  a  return,  the  auditor  is  to  add  fifty  per  cent 
as  a  penalty  to  the  amount  of  tax  due,  and  one  hundred  per 
cent  in  the  case  of  a  false  or  fraudulent  return  having  been 
made.  In  Oklahoma,  non-payment  of  the  income  tax  when 
due  subjects  the  taxpayer  to  the  same  penalties  as  are  pro- 
vided in  the  case  of  ad  valorem  taxes,  and  false  swearing 
in  a  return  is  declared  to  be  perjury.  In  Hawaii,  "in  case  of 
any  false  or  fraudulent  return  or  valuation  by  any  taxpayer, 
the  assessor  shall  add  200  per  cent  to  the  just  valuation  of  the 
income  of  such  taxpayer,  and  the  amount  of  the  tax  assessed 
on  such  increase  shall  become  part  of  the  tax  on  the  said 
income." 

§  334.     Returns  of  Withholding  Agents 

The  persons  and  corporations  who  are  described  in  the 
Treasury  regulations  as  "debtors"  and  "withholding  agents" 
are  required  to  make  monthly  and  annual  list  returns.  These 
terms  do  not  include  fiduciaries,  such  as  trustees,  guardians, 
executors,  or  the  like,  nor  do  they  include  employers,  lessees, 
mortgagors  and  others  who  are  required  to  deduct  the  income 
tax  from  fixed  periodical  payments  to  be  made  by  them.  Both 
of  these  classes  of  persons  are  required  to  make  annual  re- 
turns, but  separate  regulations  have  been  prescribed  for  them 
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and  forms  provided  for  their  use.^"'  "Debtors,"  as  the  term 
is  used  by  the  Internal  Revenue  officers  with  reference  to  the 
income  tax,  are  corporations  and  other  similar  organizations 
which  are  required  by  the  statute  to  deduct  and  pay  over  the 
income  tax  on  interest  due  on  their  bonds  or  other  similar 
obligations,  and  the  term  "withholding  agents"  is  applied 
either  generally  to  those  who  are  described  as  "debtors,"  or 
more  particularly  to  banks  or  other  collecting  agencies  which 
are  required  by  the  regulations  to  deduct  and  pay  over  the 
income  tax  on  coupons  or  orders  for  registered  interest  on 
such  bonds  or  similar  obligations,  when  they  are  not  accom- 
panied by  certificates  of  ownership,  and  on  foreign  interest 
or  dividends.  The  monthly  returns  are  required  to  contain  a 
list  of  all  coupon  or  interest  payments  made  on  which  the 
income  tax  was  deducted  and  withheld,  and  also  the  name 
and  address  in  full  of  the  owners  of  the  bonds,  the  amount  of 
the  income,  amount  of  exemption  claimed,  amount  of  income 
on  which  the  withholding  agent  is  liable  for  the  tax,  and  the 
amount  of  tax  withheld.  The  annual  returns  are  summaries 
of  the  monthly  returns.  Instructions  and  regulations  for  the 
preparation  and  return  of  these  monthly  and  annual  lists  have 
been  prescribed  by  the  Treasury  department  and  special  forms 
provided  for  them.^"^  It  should  be  noted  that  whereas  the 
regulations  originally  directed  that  the  monthly  returns  should 
be  verified  by  affidavit,  and  the  forms  were  drawn  accordingly, 
this  requirement  has  since  been  indefinitely  "waived"  as  to 
the  monthly  list,  though,  not  as  to  the  annual  returns.^"*  No 
penalties  are  prescribed  for  the  neglect  or  failure  to  render 
these  returns.  They  are  not  required  or  even  mentioned  in 
the  act  of  Congress  itself,  and  although  the  general  authority 
given  to  the  officers  of  the  Treasury  department  to  make  reg- 
ulations for  the  collection  of  the  tax  would  undoubtedly  cover 
this  case,  yet  those  officers  would  not  have  authority  to  pre- 

106  Supra,  §  316. 

i»7  See,  supra,  §  123.     And  see  Forms  numbered  1012,  1013,  and 
1042  to  1044a,  printed  in.  full  in  the  Appendix  to  tbis  volume. 
10  8  Supra,  §  161. 
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scribe  penalties  not  included  in  the  statute.  For  it  is  a  general 
principle  of  constitutional  law  that,  while  the  legislative  body 
may  secure  obedience  to  the  rules  and  regulations  made  by 
administrative  officers  under  such  a  grant  of  authority,  by 
declaring  their  violation  to  be  a  punishable  offense,  yet  no 
such  power  resides  in  the  officers  who  make  the  rules. ^'"' 

100  Johnson  v.  United  States,  26  App.  D.  C.  128. 
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CHAPTER  Xni 

ASSESSMENT,  PAYMENT,  AND  COLLECTION  OF  TAX 

§  335.  Assessment  of  Tax. 

336.  Increasing  Amount  of  Taxable  Income  Returned. 

337.  Assessment  on  Discovery  of  Delinquency  or  of  Fraud, 

338.  Impeaching  and  Contesting  Assessment. 

339.  Appeal  and  Review  of  Assessment. 

340.  Notice  of  Assessment. 

341.  Time  for  Payment  of  Tax. 

342.  Demand  for  Payment  of  Tax. 

343.  Payment  and  Receipt. 

344.  Penalty  for  Delinquency. 

345.  Rate  of  Tax. 

346.  Lien  of  Income  Tax. 

347.  Collection  by  Suit. 

348.  Collection  by  Distraint. 

349.  Sale  of  Real  Estate  for  Delinquent  Taxes. 

350.  Remedies  of  Taxpayer  Illegally  Assessed. 

351.  Compromise  of  Litigation. 

§  335.     AsEessment  of  Tax 

All  income  tax  returns  filed  with  the  collectors  of  internal 
revenue  are  directed  to  be  forwarded  by  those  officers  to  the 
Commissioner  of  Internal  Revenue  at  Washington,^  and  the 
act  of  Congress  prescribes  that  all  assessments  of  the  income 
tax,  both  in  the  case  of  individual  taxpayers  and  of  corpora- 
tions, shall  be  made  by  the  Commissioner,^  acting  primarily,  of 
course,  on  the  basis  of  the  returns  so  placed  before  him.  The 
assessment  lists  are  then  sent  to  the  several  collectors,  in  their 
respective  districts,  that  they  may  proceed  with  the  collection 
of  the  tax.  It  is  not  within  the  duty  or  the  authority  of  a  col- 
lector to  ascertain  whether  the  conclusions  of  the  assessor  in 
any  given  case  are  correct,  nor  can  he  revise  the  assessments  in 
any  way,  nor  refuse  to  enforce  an  assessment  regularly  made 
by  the  assessor  in  the  exercise  of  the  latter's  jurisdiction.  The 
duties  of  the  collector  in  the  enforcement  of  a  tax  assessed  are 

1  Internal  Revenue  Regulations  No.  33,  art.  24,  supra,  §  178,  art.  24. 

2  Supra,  §§  19,  53. 
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purely  ministerial.  He  has  the  right  to  assume  that  the  taxes 
assessed  are  due,  and  that  all  proper  steps  have  been  taken  to 
ascertain  this  fact.  The  assessment,  duly  certified  to  him,  is 
his  authority  to  proceed  and  constitutes  his  protection.  For  the 
assessor  acts  judicially  in  determining  what  persons  and  things 
are  subject  to  taxation,  and  if  the  subject-matter  is  within  his 
jurisdiction,  a  mistake  as  to  the  person  or  thing  taxed,  or  an 
irregularity  in  the  proceedings  on  his  part,  will  not  invalidate 
his  action  as  assessor  so  far  as  to  make  the  collector,  who  pro- 
ceeds on  a  warrant  in  proper  form  to  collect  the  tax  a  tres- 
passer.^ 

Under  the  Wisconsin  statute,  the  assessment  of  the  income 
tax  upon  corporations,  joint  stock  companies,  and  associations 
is  to  be  made  by  the  state  tax  commission,  but  upon  individual 
taxpayers  by  the  county  assessor  of  incomes.  In  South  Car- 
olina, the  income  tax  "shall  be  assessed,  levied,  and  collected 
in  the  same  manner,  at  the  same  time,  as  other  taxes,  and  by 
the  same  county  officials  as  are  now  charged  with  the  assess- 
ment, levy,  and  collection  of  state  and  county  taxes."  In 
Oklahoma,  the  returns  are  to  be  forwarded  to  the  state  au- 
ditor who  "shall  certify  the  amount  of  the  tax  due  upon  the  in- 
come so  reported  to  the  county  clerk,"  and  the  latter  shall  ex- 
tend the  same  on  the  tax  rolls  and  deliver  them  to  tiie  county 
treasurer.  In  North  Carolina,  the  lists  are  to  be  forwarded  to 
the  Corporation  Commission,  which  "shall  certify  the  amount 
of  the  tax  due  upon  the  income  so  reported  to  the  chairman 
of  the  board  of  county  commissioners  of  the  county  in  which 
said  taxpayer  resides,  and  the  same  shall  be  paid  to  the  sher- 
iff of  said  county,  together  with  other  taxes  for  that  year." 

§  336.     Increasing  Amount  of  Taxable  Income  Returned 

The  federal  income  tax  law  provides  that  "if  the  collector 
or  deputy  collector  have  reason  to  believe  that  the  amount  of 
any  income  returned  is  understated,  he  shall  give  due  notice 
to  the  person  making  the  return  to  show  cause  why  the  amount 

3  Haffln  V.  Mason,  15  Wall.  671,  21  L.  Ed.  196;  Erskine  v.  Hohn- 
bach,  14  Wall.  613,  20  L.  Ed.  745;  Delaware  K.  Co.  v.  Prettyman. 
17  Int.  Rev.  Rec.  99,  Fed.  Gas.  No.  3,767. 
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of  the  return  should  not  be  increased,  and  upon  proof  of  the 
amount  understated  may  increase  the  same  accordingly."  *  In 
order  to  understand  the  force  of  this  provision,  it  is  permis- 
sible to  recur  to  the  earlier  acts  of  Congress  on  the  same  sub- 
ject, where  the  idea  was  more  clearly  expressed.  In  the  act 
of  1864,  it  was  provided  that  "if  the  list  or  return  of  any 
party  shall  have  been  increased  by  the  assistant  assessor,  such 
party  may  exhibit  his  books  and  accounts,  and  be  permitted  to 
prove  and  declare,  under  oath  or  affirmation,  the  amount  of 
annual  income  liable  to  be  assessed,  but  such  oaths  and  evi- 
dence shall  not  be  considered  as  conclusive  of  the  facts." 
This  was  repeated  in  the  act  of  1870.  Under  these  earlier 
statutes,  the  assessor  (or  collector)  was  to  increase  a  return 
which,  according  to  his  information  and  judgment,  was  under- 
stated, after  which  the  taxpayer  might  appear  before  him  and 
prove  the  true  amount  of  his  income.  But  under  the  present 
act,  the  increase  is  not  to  be  made  until  after  a  hearing.  The 
collector  is  first  to  give  notice  to  the  taxpayer  and  summon 
him  to  show  cause  why  his  assessment  should  not  be  increased. 
Apparently  the  burden  of  proof  in  such  cases  is  upon  the 
government,  that  is,  the  collector.  For  although  the  taxpayer 
is  called  upon  to  "show  cause  why  the  amount  of  the  return 
should  not  be  increased,"  yet  the  increase  can  only  be  made 
"upon  proof  of  the  amount  understated."  Under  earlier  in- 
ternal revenue  laws  it  was  held  that,  if  the  books  and  accounts 
of  the  taxpayer  correspond  with  and  justify  the  return  he  has 
made,  then  the  burden  is  on  the  government  to  establish  any 

*  Supra,  §  18.  Note  that  this  provision  applies  only  when  a  re- 
turn has  been  made.  Other  parts  of  the  act  of  Congress  prescribe 
■what  is  to  be  done  when  the  taxpayer  has  neglected  or  refused  to 
make  any  return.  See,  supra,  §§  20,  53,  65.  The  authority  to  sum- 
mon the  taxpayer  to  show  cause,  and  to  increase  the  return  on 
proof  of  understatement,  is  here  expressly  given  to  deputy  collectors, 
as  well  as  to  the  collectors  themselves.  But  the  powers  specifically 
conferred  on  collectors  and  deputy  collectors  cannot  be  exercised 
by  mere  clerks  employed  by  the  collectors.  United  States  v.  Rhawn, 
11  Phila.  521,  Fed.  Cas.  No.  16,150.  In  regard  to  the  authority  of 
the  officers  and  the  procedure  under  a  similar  clause  in  the  earlier 
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deficiency  or  understatement."  But  on  the  other  hand,  while 
the  taxpayer  may  present  his  affidavit  to  the  collector  stating 
the  amount  of  his  assessable  income,  and  exhibit  his  books  and 
accounts  in  support  thereof,  neither  the  affidavit  nor  the  exhib- 
its will  be  so  far  conclusive  as  to  prevent  the  collector  from 
taking  other  evidence  if  he  is  not  convinced  of  their  correct- 
ness.* 

§  337.     Assessment   on   Discovery   of   Delinquency   or   of 
Fraud 

The  act  of  Congress  provides  that  "in  cases  of  refusal  or 
neglect  to  make  such  return,  and  in  cases  of  false  or  fraudulent 
returns,  the  Commissioner  of  Internal  Revenue  shall,  upon 
discovery  thereof,  at  any  time  within  three  years  after  said  re- 
turn is  due,  make  a  return  upon  information  obtained  as  pro- 
vided for  in  this  section  or  by  existing  law."  ^  In  another  part 
of  the  act  it  is  provided  that  "when  any  person,  corporation, 
company,  or  association  refuses  or  neglects  to  render  any  re- 
turn or  list  required  by  law,  or  renders  a  false  or  fraudulent 
return  or  list,  the  collector  or  any  deputy  collector  shall  make, 
according  to  the  best  information  which  he  can  obtain,  includ- 
ing that  derived  from  the  evidence  elicited  by  the  examination 
of  the  collector,  and  on  his  own  view  and  information,  such  list 
or  return,  according  to  the  form  prescribed."  *  The  duplica- 
tion of  authority  and  duty  resulting  from  these  concurrent  pro- 
visions probably  arises  from  the  fact  that  the  latter  provision 
was  found  in  a  section  of  the  Revised  Statutes  which  was 
slightly  amended  and  then  incorporated  in  the  income  tax  law, 
without  adverting  to  the  inconsistencies  thereby  introduced. 
On  the  principle  of  construction  which  requires  that  effect 
shall  be  given,  if  possible,  to  all  the  different  parts  and  clauses 
of  a  statute,  it  must  probably  be  held  that  the  authority  to  take 

income  tax  laws,  see  United  States  v.  Hodson,  14  Int.  Rev.  Eec.  100, 
Fed.  Gas.  No.  15,376. 

B  Dandelet  v.  Smith,  18  Wall.  642,  21  L.  Ed.  758. 

6  Pablman  v.  Raster,  20  Wall.  189,  22  L.  Ed.  342, 

T  Supra,  §  20. 

8  Supra,  §  65. 
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the  action  here  described  is  concurrent  in  the  Commissioner 
and  the  several  collectors.  But  whereas  the  Commissioner  is 
expressly  bound  by  the  limitation  of  three  years,  it  may  be  a 
serious  question  wliether  collectors  are  so  bound,  that  part  of 
the  act  which  relates  to  them  containing  no  such  limitation. 

When  the  Commissioner  undertakes  thus  to  make  a  return 
for  a  delinquent  taxpayer,  or  to  correct  a  return  suspected  to 
be  false  or  fraudulent,  the  law  makes  no  provision  for  notice  to 
the  person  or  corporation  affected  nor, for  an  opportunity  to 
satisfy  the  Commissioner  of  the  truth  of  the  matter  or  contest 
his  proposed  return  or  assessment.  But  it  is  a  general  principle 
of  law  that  a  proceeding  for  the  assessment  of  property  for 
taxation  is  judicial  in  its  character,  and,  in  order  to  its  validity, 
the  law  authorizing  it  must  provide  some  kind  of  notice  and 
an  opportunity  to  be  heard  respecting  it,  before  the  proceeding 
becomes  final,  or  it  will  want  the  essential  ingredient  of  due 
process  of  law."  The  action  of  the  Commissioner  is  to  be 
based  upon  "information  obtained  as  provided  for  in  this  sec- 
tion or  by  existing  law."  As  the  whole  of  the  income  tax  law 
constitutes  one  section  of  the  tariff  act  of  1913,  any  reference 
to  "this  section"  means  the  income  tax  law  as  a  whole.  We 
are  therefore  to  conclude  that  the  "information"  is  to  be  ob- 
tained by  the  Commissioner  by  an  examination  of  the  taxpayer 
(and  of  other  witnesses  if  he  desires  to  call  them)  and  a  scru- 
tiny of  his  books  and  papers,  together  with  "his  own  view  and 
information,"  if  that  affords  him  any  light.^"  But  in  any  event 
there  must  be  proof  or  some  kind  of  evidence,  obtained  by  the 
Commissioner  or  produced  before  him,  to  warrant  him  in  fix- 
ing the  amount  of  the  taxable  income  of  the  person  or  corpora- 
tion affected.^^  Under  former  income  tax  laws,  it  was  held 
that  a  reassessment  might  be  made  although  the  return  of  the 
taxpayer  was  correct,  and  the  error  in  the  original  assessment 

8  Santa  Clara  County  v.  Southern  Pae.  E.  Co.,  18  Fed.  385,  9 
Sawy.  165;  Eaton  v.  Union  County  Nat.  Bank,  141  Ind.  159,  40  N.  E. 
693;  Central  of  Georgia  Ry.  Co.  v.  Wright,  207  U.  S.  127,  28  Sup.  Ot. 
47,  52  L.  Ed.  134,  12  Ann.  Gas.  463. 

10  Supra,  §§  64,  65. 

11  Barker  v.  White,  11  Blatchf.  445,  Fed.  Cas.  No.  996. 
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was  due  to  the  mistake  of  the  revenue  officers.^^  But  the  lan- 
guage of  the  present  act  could  hardly  be  stretched  to  this  ex- 
tent, since  assuming  a  return  to  have  been  made,  the  Commis- 
sioner cannot  correct  it  unless  it  was  "false  or  fraudulent." 

The  fact  that  a  return  was  made  and  that  the  tax  assessed 
thereon  was  punctually  paid  by  the  taxpayer  does  not  estop  the 
Commissioner  from  taking  the  action  contemplated  in  this  pro- 
vision of  the  law ;  but  the  discovery  that  the  return  was  false 
or  fraudulent  opens  up  the  whole  matter  and  warrants  him  in 
fixing  the  correct  amount  of  the  tax.^^  But  he  is  strictly  limit- 
ed as  to  time,  and  can  do  nothing  under  this  provision  when 
more  than  three  years  have  elapsed  since  the  date  when  the  re- 
turn in  question  was  due.^*  But  the  corrected  assessment  is 
not  required  to  be  made  within  the  three  years.  The  limita- 
tion'is  not  on  the  making  of  the  assessment,  but  on  the  discov- 
ery of  the  failure  to  make  a  return  or  of  the  falsity  of  the  re- 
turn made,  within  the  three-year  period.^" 

§  338.     Impeaching  and  Contesting  Assessment 

An  assessment  of  taxes  made  by  the  Commissioner  of  In- 
ternal Revenue  is  prima  facie  valid  and  correct,  but  it  is  not 
conclusive  or  unimpeachable  in  any  proceeding  where  it  is  di- 
rectly involved.  On  the  contrary,  in  a  suit  by  the  government 
for  the  amount  of  the  tax  or  in  any  similar  proceeding,  it  is 
open  to  the  taxpayer  to  challenge  the  validity  of  the  assessment 
and  show  illegality,  want  of  jurisdiction,  or  that  the  assessment 
is  excessive  or  incorrect,  though  he  must  assume  the  burden 
of  proving  these  matters  in  order  to  overcome  the  presumption 


12  Barker  v.  White,  11  Blatchf.  445,  Fed.  Gas.  No.  996;  United 
States  V.  Black,  11  BlatcM.  538,  Fed.  Cas.  No.  14,600. 

13  Eliot  Nat.  Bank  v.  Gill,  210  Fed.  933;  The  Collector  v.  Beggs, 
17  Wall.  182,  21  L.  Ed.  624 ;  United  States  v.  Little  Miami,  C.  &  X. 
K.  Co.,  1  Fed.  700;  Doll  v.  Evans,  Fed.  Cas.  No.  3,969.  Compare 
In  re  Brown,  Fed.  Cas.  No.  1,977;    Commonwealth  v.  Pennsylvania, 

.Co.,  145  Pa.  St.  266,  23  Atl.  549. 

14  In  re  Archer,  9  Ben.  427,  Fed.  Cas.  No.  506.  See  United  States 
V.  O'Neill,  19  Fed.  567. 

15  Eliot  Nat.  Bank  v.  Gill,  210  Fed.  933. 
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which  supports  the  assessment.^"  And  if  any  indistinguish- 
able or  inseparable  part  or  proportion  of  an  assessment  of  in- 
ternal revenue  taxes  is  illegal,  the  whole  assessment  is  illegal. ^^ 
But  when  the  taxpayer  has  produced  sufficient  evidence  to 
rebut  the  presumption  of  law  as  to  the  validity  of  the  assess- 
ment, then  the  burden  of  proof  is  shifted  on  the  government 
to  establish  its  validity. '^^  When  the  validity  of  the  assessment 
comes  into  question  only  collaterally,  as,  for  instance,  in  a  suit 
against  a  collector  to  recover  the  value  of  property  sold  by  him 
to  enforce  its  collection,  the  rule  is  different.  In  these  circum- 
stances, the  assessment  cannot  be  impeached  collaterally  on  ac- 
count of  mere  mistakes,  errors,  or  irregularities,"^"  but  a  want 
of  jurisdiction  over  the  person  or  subject-matter,  or  an  entire 
want  of  authority  in  the  officer  to  make  the  assessment,  may  be 
shown  against  it  even  collaterally.'^" 

§  339.     Appeal  and  Review  of  Assessment 

Under  the  federal  income  tax  law,  when  the  collector  be- 
lieves that  the  amount  of  income  disclosed  by  any  return  filed 
with  him  has  been  understated,  he  may,  on  notice,  hearing,  and 
proof,  increase  the  amount  returned  to  the  figure  which  he  is 
satisfied  is  correct.  But  his  decision  is  not  final,  and  provision 
for  an  appeal  to  a  higher  officer  is  made  in  the  following  terms ; 
"If  dissatisfied  with  the  decision  of  the  collector,  such  person 
may  submit  the  case,  with  all  the  papers,  to  the  Commissioner 
of  Internal  Revenue  for  his  decision,  and  may  furnish  sworn 
testimony  of  witnesses  to  prove  any  relevant  facts."  ^^  This 
evidently  contemplates  a  hearing  de  novo  before  the  Commis- 

16  Clinkenbeard  v.  United  States,  21  Wall.  65,  22  L.  Ed.  477;  Unit- 
ed States  V.  Thurber,  28  Fed.  56;  United  States  v.  Bank  of  America, 
15  Fed.  730;  United  States  v.  Rindskopf,  8  Biss.  507,  Fed.  Cas.  No. 
16,166;  Eunkle  t.  Citizens'  Ins.  Co.,  6  Fed.  143;  United  States  v. 
Myers,  3  Hughes,  239,  Fed.  Cas.  No.  15,846 ;  Schmitt  v.  Trowbridge, 
Fed.  Cas.  No.  12,468. 

17  Hubbard  v.  Brainard,  35  Conn.  563. 

18  United  States  v.  Rindskopf,  8  Biss.  507,  Fed.  Cas.  No.  16,166. 

19  Kensett  v.  Stivers,  10  Fed.  517,  18  Blatchf.  397;  Milan  Distil- 
ling Co.  V.  Tillson,  26  Int.  Rev.  Rec.  5,  Fed.  Cas.  No.  9,539. 

20  Runkle  v.  Citizens'  Ins.  Co.,  6  Fed.  143. 

21  Supra,  §  18. 
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sioner.  In  similar  cases  under  general  revenue  laws,  that  is, 
where  an  appeal  is  allowed  from  an  assessor  or  collector  to  a 
commissioner  or  a  board  of  equalization  or  review,  it  is  usual 
to  provide  that  the  decision  of  the  latter  shall  be  final.  This 
has  not  been  done  in  the  statute  under  consideration,  but  it  is 
the  evident  meaning  of  Congress  that  the  decision  of  the  Com- 
missioner shall  be  final  in  so  far  as  to  preclude  any  further  in- 
vestigation by  the  officers  acting  in  the  assessment  and  collec- 
tion of  the  tax.  But  such  provisions  in  the  tax  laws  are  not 
understood  so  as  to  make  the  proceeding  final  in  the  sense  of 
debarring  an  aggrieved  party  from  the  privilege  of  prosecuting 
or  defending  his  rights  in  the  courts. ^^ 

Under  the  law  in  Wisconsin,  the  assessment  of  corporations, 
joint  stock  companies  and  associations  is  made  by  the  state 
tax  commission,  and  it  is  provided  that  any  such  company, 
"feeling  aggrieved  by  the  decision  of  said  commission  regard- 
ing the  assessment  of  its  income,  shall  be  granted  the  same 
rights  of  hearing  and  appeal  as  are  now  granted  corporations 
assessed  by  said  commission."  And  the  commission  explains 
that  the  remedy  here  referred  to  is  found  in  a  statute  which 
provides  that  any  company  claiming  to  be  aggrieved  by  the 
levy  of  a  tax,  and  alleging  facts  showing  substantial  injustice 
in  the  determination  of  the  commission,  may,  within  six 
months  from  the  payment  of  the  tax,  bring  an  action  against 
the  state  in  the  circuit  court  of  Dane  county  to  recover  such 
part  of  the  tax  as  shall  exceed  the  amount  the  company  should 
have  paid.^^  But  as  to  the  review  of  assessments  of  income 
tax  upon  individuals,  as  distinguished  from  corporations,  the 
provision  is  entirely  different.  For  this  purpose  a  board  of 
review  is  created  in  each  county,  to  hold  stated  meetings,  of 
which  notice  is  given,  and  having  power  to  enforce  the  attend- 
ance of  witnesses  and  the  exhibition  of  books,  to  hear  com- 

22  See  McGehee  v.  Mathis,  21  Ark.  40;  Milan  Distilling  Co.  v.  Till- 
son,  26  Int.  Rev.  Rec.  5,  Fed.  Gas.  No.  9,539 ;  Corning  &  Co.  v.  United 
States,  34  Ct.  CI.  271. 

23  Wisconsin  Income  Tax  Law  1911,  edition  published  by  State 
Tax  Commission,  p.  38,  citing  Laws  Wis.  1903,  c.  315,  §  20,  as  amend- 
ed by  Laws  Wis.  1905,  c.  216,  §  5. 
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plaints  preferred  by  persons  aggrieved  or  other  persons,  and 
to  increase  or  lessen  the  amount  of  any  assessment  of  income. 
Any  person  dissatisfied  with  the  decision  of  the  board  of  review 
may  appeal  to  the  state  tax  commission  within  twenty  days. 
But,  as  is  usually  the  case  where  statutes  provide  a  special 
tribunal  for  the  review  of  tax  assessments,  the  taxpayer  must 
exhaust  his  remedy  thus  provided  before  questioning  the 
amount  of  the  assessment  in  any  proceeding  in  a  court  of  jus- 
tice.2* 

The  only  other  income  tax  law  making  explicit  provision 
for  a  review  of  the  assessment  is  that  of  Hawaii.  Herein  it 
is  provided  that,  if  any  person  or  corporation  refuses  or  neg- 
lects to  make  the  required  return,  or  refuses  to  verify  it,  the 
assessor  shall  make  such  an  assessment  as  he  deems  just,  and 
there  shall  be  no  appeal  therefrom.  But  any  person  or  cor- 
poration which  has  made  a  legal  return  as  required  may  ap- 
peal, in  respect  to  the  amount  assessed,  to  the  Tax  Appeal 
Court,  having  first  given  the  assessor  written  notice  of  his  in- 
tention to  appeal  and  of  the  grounds  of  appeal,  and  having 
deposited  the  costs  of  appeal."' 

§  340.     Notice  of  Assessment 

Under  the  federal  income  tax  law,  all  persons  and  corpora- 
tions against  whom  assessments  have  been  made  "shall  be  noti- 
fied of  the  amount  for  which  they  are  respectively  liable  on  or 
before  the  first  day  of  June  of  each  successive  year."  "'  As- 
sessment lists  are  made  in  duplicate  in  the  office  of  the  Com- 
missioner of  Internal  Revenue,  and  one  copy  sent  to  each  col- 
lector of  internal  revenue,  covering  the  persons  and  corpora- 
tions assessed  in  his  district.  Thereupon  the  collector  carries 
out  the  provision  of  the  statute  quoted  above,  by  sending  to 
each  taxable  person  and  corporation  in  his  district  a  notice  of 
the  amount  of  income  tax  assessed  against  him  or  it,  and  that 
the  same  will  be  due  and  payable  on  or  before  the  thirtieth  day 
of  June  ensuing.    This  is  a  preliminary  notice  of  assessment, 

24  Wisconsin  Income  Tax  law  1911,  §  1087m,  subds.  14^19. 

25  Session  Laws  Hawaii  1901,  Act  No.  20,  p.  31,  §§  8,  9. 

26  Supra,  §§  19,  53. 
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and  is  not  to  be  confused  with  the  formal  demand  for  payment 
of  the  tax  which  must  follow  if  it  is  not  paid  by  the  appointed 
day,  and  which  is  necessary  to  fix  the  liability  for  the  penalty 
and  added  interest,  nor  with  the  third  notice  (a  general  demand 
for  the  tax,  penalty,  and  interest)  which  issues  if  payment  is 
not  made  within  ten  days  after  service  of  the  second  demand, 
and  which  is  necessary  to  create  a  lien  in  favor  of  the  United 
States." 

§  341.     Time  for  Payment  of  Tax 

Corporations  which  exercise  the  privilege  granted  them  by 
the  federal  statute  of  designating  a  fiscal  year  differing  from 
the  calendar  year  are  required  to  pay  their  income  taxes  within 
one  hundred  and  twenty  days  after  the  date  upon  which  they 
are  required  to  file  their  lists  or  returns  of  income  for  assess- 
ment.^* And  "debtors"  or  "withholding  agents,"  that  is  to  say, 
those  persons,  firms,  and  corporations  who  are  required  to  de- 
duct and  withhold  the  income  tax  from  interest  payments, 
rents,  salaries,  etc.,  disbursable  by  them,  are  directed  to  remit 
the  sums  so  withheld  by  them  for  the  income  tax  to  the  collect- 
or of  internal  revenue  with  their  annual  returns,  but  these  re- 
turns are  not  to  be  made  until  the  persons  as  against  whom  the 
income  tax  was  so  withheld  shall  have  had  time  to  file  their 
clainjs  for  exemptions  and  deductions,  which  they  are  allowed 
to  do  not  later  than  thirty  days  before  the  first  day  of  March. ^^ 
But  aside  from  these  exceptional  cases,  and  as  establishing 
the  general  rule  for  individuals  and  corporations  alike,  the  act 
of  Congress  provides  that  "all  persons  shall  be  notified  of  the 
amount  for  which  they  are  respectively  liable  on  or  before  the 
first  day  of  June  of  each  successive  year,  and  said  assessments 
shall  be  paid  on  or  before  the  thirtieth  day  of  June."  But  the 
penalty  for  delinquency  applies  only  to  "sums  due  and  unpaid 

2  7  As  to  the  second  and  third  demands  mentioned  in  the  text,  see, 
infra,  §§  342,  346. 

2  8  Supra,  §  53.  As  to  the  privilege  of  designating  a  fiscal  year, 
and  the  procedure  thereon,  see,  supra,  §§  43,  112,  163,  175. 

28  Supra,  §  150.  And  see,  supra,  §  179,  arts.  33,  34.  As  to  the  an- 
nual returns  of  debtors  and  withholding  agents,  see  supra,  §§  123, 
334. 
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after  the  thirtieth  day  of  June  in  any  year,  and  for  ten  days 
after  notice  and  demand  thereof  by  the  collector."  '"  Under  a 
similar  provision  in  the  corporation  tax  law  of  1909,  it  was 
ruled  that  the  taxes  are  due  and  payable  ten  days  after  the  date 
of  the  a9tual  mailing  of  the  notice  and  demand.  But  where  a 
notice  so  sent  is  not  delivered  in  due  time,  by  reason  of  delay 
in  the  mail,  and  satisfactory  evidence  of  that  fact  is  furnished, 
the  penalty  will  not  be  collected,  provided  the  full  tax  due  is 
paid  to  the  collector  within  ten  days  after  the  actual  receipt  of 
the  notice.'^  But  if  a  notice  from  the  collector  was  mailed  to 
a  delinquent  taxpayer  in  a  franked  envelope,  properly  address- 
ed, bearing  the  return  address  of  the  collector,  and  was  not  re- 
turned by  the  post  office  department,  the  presumption  is  that  it 
was  duly  received.'^  Where  a  check  is  tendered  in  payment  of 
the  tax,  which  is  not  accepted  as  payment  by  the  collector,  and 
he  deposits  it  in  a  bank  for  collection,  the  penalty  for  non-pay- 
ment must  be  exacted,  unless  the  collection  is  made  and  the  tax 
turned  over  to  the  collector  within  ten  days  after  mailing  notice 
to  the  taxpayer.  It  is  immaterial  that  the  check  was  deposited 
in  due  time  for  the  collection  to  have  been  made'  if  the  bank  had 
been  diligent.  And  the  fact  that  the  particular  bank  is  a  gov- 
ernment depository  does  not  make  it  an  agency  for  the  collec- 
tion of  internal  revenue  taxes,  and  therefore  laches  on  its  part 
in  the  performance  of  business  duties,  outside  of  its  functions 
as  such  depository  cannot  be  imputed  to  the  government  or 
affect  its  interests. '' 

Under  the  laws  of  the  states,  income  taxes  are  generally 
made  payable  at  the  same  time  with  the  general  taxes  for  the 
year  on  real  and  personal  property. 

§  342.     Demand  for  Payment  of  Tax 

The  act  of  Congress  provides  for  the  addition  of  a  percent- 
age in  the  way  of  a  penalty,  and  of  interest,  to  "any  sum  or 
sums  due  and  unpaid  after  the  thirtieth  day  of  June  in  any 

30  Supra,  §§  19,  20,  53. 

SI  Treasury  Decisions,  No.  1659. 

32  United  States  v.  General  Inspection  &  Loading  Co.,  204  Fed.  657. 

33  Treasury  Decisions,  No.  1651. 
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year,  and  for  ten  days  after  notice  and  demand  thereof  by  the 
collector."  **  This  is  construed  by  the  Treasury  department  as 
meaning  that,  while  the  taxpayer  is  supposed  to  have  been  al- 
ready notified  of  the  amount  of  his  tax  and  of  the  day  when  it 
is  due,  and  may,  if  he  chooses,  make  payment  at  any  time  after 
receiving  such  notice,  yet  if  the  tax  is  not  paid  at  the  close  of 
the  day  of  June  30th,  it  then  becomes  necessary  for  the  collect- 
or to  send  him  a  formal  demand  for  payment,  and  thereupon 
the  taxpayer  has  ten  days  after  service  of  such  demand  in 
which  to  make  his  payment,  and  he  does  not  become  "delin- 
quent" in  the  sense  of  being  subject  to  any  penalty  until  the  ex- 
piration of  the  ten  days.^°  It  will  be  observed  that  this  is  sup- 
plementary or  additional  to  the  "preliminary  notice  of  assess- 
ment," of  which  mention  was  made  in  an  earlier  section  (supra, 
§  340.)  That  preliminary  notice  is  sufficient  to  inform  the  tax- 
payer of  the  amount  assessed  against  him  and  of  the  date  for 
payment,  and  if  he  makes  his  payment  before  the  expiration  of 
the  day  appointed,  nothing  further  will  be  required.  But  the 
demand  now  under  consideration  is  to  follow  in  case  of  a  de- 
fault and  as  a  means  of  establishing  delinquency. 

Provisions  of  this  kind  in  a  revenue  law,  designed  for  the 
information  and  protection  of  the  citizen,  and  prescribed  as  a 
preliminary  to  the  imposition  of  penalties  upon  him,  are  man- 
datory in  the  strictest  sense,  and  must  be  strictly  construed  and 
literally  followed,  and  if  any  prescribed  notice  or  demand  is 
omitted,  the  government  cannot  enforce  its  claims  to  any  addi- 
tional tax  or  interest.^"  Nor  can  any  substitution  be  permit- 
ted. Thus,  for  instance,  the  issuance  of  a  warrant  to  the  col- 
lector of  internal  revenue  taxes  is  not  an  equivalent  for  the  de- 
mand which  he  is  required  by  law  to  make,  at  least  where  the 
person  taxed  has  had  no  notice  of  it.''  And  while  the  pre- 
scribed notice  and  demand  may  not  be  a  part  of  the  assessment, 
nor  a  condition  precedent  to  a  valid  assessment,  yet  it  is  neces- 
sary by  the  terms  of  the  statute  before  the  taxpayer  can  be 

s4  Supra,  §§  21,  54. 
SB  Supra,  §§  159,  164. 

30  United  States  v.  Allen,  14  Fed.  263;   Eastman  v.  Little,  5  N.  H. 
290;   Dow  v.  Chandler,  85  Mo.  245. 

37  Brown  v.  Goodwin,  1  Abb.  New  Cas.  (N.  Y.)  452. 
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charged  with  the  penalty  and  interest  for  delinquency,  and  it  is 
also  necessary  before  the  collector  can  distrain  for  the  taxes/ ^ 
and  to  create  and  bring  into  operation 'a  lien  in  favor  of  the 
government.'*  ' 

§  343.     Payment  and  Receipt 

Payment  of  internal  revenue  taxes  may  be  made  in  any 
money  which  is  a  legal  tender  for  that  purpose.  Also,  by  an 
act  of  Congress,  collectors  are  authorized  to  receive  in  pay- 
ment of  internal  revenue  taxes  certified  checks  drawn  on  na- 
tional and  state  banks  and  trust  companies  during  such  time 
and  under  such  regulations  as  the  Secretary  of  the  Treasury 
may  prescribe.*"  The  regulations  permit  the  acceptance  of 
certified  checks  drawn  on  banks  and  trust  companies  in  the 
place  where  the  collector  has  his  office,  and  also  of  "out  of 
town"  checks,  provided  the  latter  can  be  collected  without  any 
expense  to  the  government;  but  collectors  are  warned  that  if 
they  accept  any  other  form  of  exchange  or  security  they  do  so 
at  their  own  peril,  except  perhaps  in  cases  where  the  bank  in 
which  they  make  their  deposits  will  accept  such  paper  indorsed 
by  the  collector  "without  recourse."  *^ 

Where  a  tax  past  due  to  the  United  States  has  been  paid  to 
the  collector,  he  and  his  sureties  are  liable  therefor,  although 
the  amount  so  paid  had  not  then  been  returned  to  the  assessor's 
office  or  passed  upon  by  him  nor  had  a  sworn  statement  of  the 
taxpayer  been  delivered.*^  And  where  an  internal  revenue  tax 
is  required  to  be  paid  by  the  "owner"  of  the  property,  it  need 
not  necessarily  be  paid  by  the  owner  in  person.  It  is  enough  if 
the  payment  is  made  by  him  acting  through  some  friend  or 
agent,  whether  compensated  or  not,  or  by  any  person  who  will 
act  in  his  behalf,  and  whose  act  is  not  disavowed  by  the  own- 


38  United  States  v.  Bristow,  20  Fed.  378;  United  States  v.  Pennsyl- 
vania Co.,  27  Fed.  539. 

39  United  States  v.  Pacific  R.  B.,  4  DUl.  71,  Fed.  Oas.  No.  15,984. 
*oAct  Cong.  Mar.  2,  1911,  36  Stat.  963. 

*i  Supra,  §  149. 

42  King  V.  United  States,  99  U.  S.  229,  25  L.  Ed.  373. 

43  Bennett  v.  Hunter,  9  Wall.  326,  19  L.  Ed.  672;    United  States 
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Upon  payment  of  an  income  tax,  it  is  made  the  duty  of  the 
collector  to  "give  to  the  person  making  such  payment  a  full 
written  or  printed  receipt,  expressing  the  amount  paid  and  the 
particular  account  for  which  such  payment  was  made;  and 
whenever  such  payment  is  made,  such  collector  shall,  if  requir- 
ed, give  a  separate  receipt  for  each  tax  paid  by  any  debtor,  on 
account  of  payments  made  to  or  to  be  made  by  him  to  separate 
creditors  in  such  form  that  such  debtor  can  conveniently  pro- 
duce the  same  separately  to  his  several  creditors  in  satisfaction 
of  their  respective  demands  to  the  amounts  specified  in  such 
receipts ;  and  such  receipts  shall  be  sufficient  evidence  in  favor 
of  such  debtor  to  justify  him  in  withholding  the  amount  therein 
expressed  from  his  next  payment  to  his  creditor."  ** 

§  344.     Penalty  for  Delinquency 

Failure  to  pay  the  federal  income  tax  when  due,  and  for  ten 
days  after  notice  and  demand  thereof  by  the  collector,  will  sub- 
ject the  taxpayer,  whether  an  individual  or  a  corporation,  to  a 
penalty  of  five  per  cent  of  the  amount  of  the  tax  unpaid,  which 
is  to  be  added  to  that  amount,  together  with  interest  at  the  rate 
of  one  per  cent  a  month  from  the  time  the  tax  became  due  until 
it  is  paid.  But  an  exception  is  made  in  favor  of  the  estates  of 
insane,  deceased,  and  insolvent  persons.*"  Also  an  indulgence 
has  been  granted  to  persons  absent  in  foreign  countries  at  the 
time  for  paying  the  tax,  the  provision  being  that  the  penalty 
and  interest  will  not  be  enforced  against  them  if  they  make  pay- 
ment within  ten  days  (or  place  their  remittance  in  the  mails) 
subsequent  to  the  time  when  the  notice  and  demand  should  be 
received  by  them  in  the  ordinary  course  of  the  mails. *° 

There  is  no  constitutional  objection  to  adding  a  penalty  to 
a  tax  for  failing  to  pay  it  at  or  within  the  appointed  time.*' 
And  when  the  addition  of  a  penalty  follows  automatically  and 

V.  Lee,  106  U.  S.  196,  1  Sup.  Ct.  240,  27  L.  Ed.  171;  Tracey  v.  Irwin-, 
18  Wall.  549,  21  L.  Ed.  786. 

44  Supra,  §  66. 

45  Supra,  §§  21,  54. 

46  Supra,  §  174. 

4  7  De  Trevllle  v.  Smalls,  98  U.  S.  517,  25  L.  Ed.  174.  See  Sav- 
ings Bank  v.  Archbold,  104  U.  S.  708,  26  L.  Ed.  901. 
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as  a  mere  matter  of  computation,  upon  the  failure  to  pay  at  the 
proper  time,  its  imposition  is  not  a  judicial  proceeding,  and  if 
the  taxpayer  had  notice  and  a  hearing  on  the  question  of  fix- 
ing the  amount  of  his  assessment,  it  is  immaterial  that  the  pen- 
alty' is  added  without  further  notice  or  an  opportunity  to  be 
heard,  and  he  cannot  complain  that  he  is  deprived  of  his  prop- 
erty without  due  process  of  law.^^  But  penalties  are  never 
extended  by  implication,  and  unless  expressly  imposed,  they 
cannot  be  enforced.*" 

Whether  the  interest  on  the  unpaid  tax  begins  to  run  from 
the  end  of  the  ten  days  allowed  for  payment  in  the  collector's 
demand,  or  relates  back  to  the  day  when  the  tax  should  ordi- 
narily have  been  paid  (June  30th  in  most  cases)  is  an  unsettled 
question.  It  is  a  general  rule  that  interest  cannot  be  claimed 
on  unpaid  taxes  until  after  a  demand  for  them,'"'  and  that  a 
taxpayer  is  not  technically  in  default  until  the  expiration  of 
any  period  of  time  allowed  him  to  make  payment.^^  But  the 
statute  makes  the  interest  run  from  "the  time  the  tax  became 
due,"  and  explicitly  provides  that  assessments  "shall  be  paid 
on  or  before  the  thirtieth  day  of  June.'' 

In  the  case  of  corporations  going  out  of  existence  in  the 
course  of  the  year,  and  leaving  no  assets,  the  Treasury  depart- 
ment has  ruled  that  the  former  officers  of  the  corporation  can- 
not be  held  individually  liable  for  the  penalty  prescribed  by  law, 
nor  are  the  individual  assets  of  the  stockholders  liable.  But  if 
the  corporation  left  assets  which  have  been  distributed  among 
the  stockholders,  such  assets  are  available  for  the  collection  of 
the  tax,  though  not  for  the  penalty.''^  It  should  also  be  ob- 
served that  a  pardon  for  offenses  against  the  revenue  laws  can- 
not relieve  the  offenders  from  the  payment  of  taxes."' 


4  8Passavant  v.  United  States,  148  U.  S.  214,  13  Sup.  Ct.  572,  37 
L.  Ed.  426. 

4  0  Elliott  V.  Railroad  Co.,  99  U.  S.  573,  25  L.  Ed.  292. 

so  Second  &  Third  Street  Passenger  Ry.  Co.  v.  Philadelphia,  51 
Pa.  St.  465. 

51  Harrison  v.  United  States,  20  Ct.  CI.  175. 

62  Treasury  Decisions  No.  1852. 

i!3  United  States  v.  Eoelle,  Fed.  Cas.  No.  16,186. 
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§  345.     Rate  of  Tax 

In  two  states  and  one  territory  the  laws  levy  a  "flat"  tax 
on  incomes.  That  is,  the  rate  of  the  tax  remains  the  same 
whatever  be  the  amount  of  the  taxable  income.  In  Virginia, 
the  rate  of  the  tax  is  one  per  cent,  as  it  is  also  in  North  Caro- 
lina. In  Hawaii,  it  is  two  per  cent.  The  act  of  Congress  of 
1913  also  imposes  a  flat  tax  of  one  per  cent  upon  the  income 
of  corporations.  But  as  concerns  individuals,  it  is  graded 
or  progressive,  the  rate  of  taxation  increasing  as  the  amount' 
of  taxable  income  increases,  within  or  beyond  certain  fixed 
limits.  This  progressive  feature  is  also  found  in  the  income 
tax  laws  of  South  Carolina,  Wisconsin,  and  Oklahoma.  The 
act  of  Congress  (as  to  individuals  only)  first  levies  a  "normal 
income  tax"  of  one  per  cent  on  all  incomes  in  excess  of  the 
statutory  exemption,  and  then  provides  that  there  shall  also 
be  levied  an  "additional  income  tax"  at  the  rate  of  "one  per 
centum  per  annum  upon  the  amount  by  which  the  total  net 
income  exceeds  $20,000,  and  does  not  exceed  $50,000,  and 
two  per  centum  per  annum  upon  the  amount  by  which  the 
.total  net  income  exceeds  $50,000  and  does  not  exceed  $75,000, 
and  three  per  centum  per  annum  upon  the  amount  by  which 
the  total  net  income  exceeds  $75,000  and  does  not  exceed 
$100,000,  and  four  per  centum  per  annum  upon  the  amount  by 
which  the  total  net  income  exceeds  $100,000  and  does  not 
exceed  $250,000,  and  five  per  centum  per  annum  upon  the 
amount  by  which  the  total  net  income  exceeds  $250,000  and 
does  not  exceed  $500,000,  and  six  per  centum  per  annum  upon 
the  amount  by  which  the  total  net  income  exceeds  $500,000." 
In  Wisconsin,  the  rate  for  individuals  is  one  per  cent  upon 
the  first  thousand  dollars  of  taxable  income  or  part  thereof, 
and  from  this  point  the  rate  increases  with  each  successive 
thousand  dollars  of  taxable  income,  advancing  first  by  quar- 
ters of  one  per  cent  and  after  the  fifth  thousand  by  halves 
of  one  per  cent,  to  the  twelfth  thousand,  on  which  the  rate 
is  five  and  one-half  per  cent,  with  a  rate  of  six  per  cent  on 
any  sum  in  excess  of  twelve  thousand  dollars.  As  to  corpo- 
rations, under  the  Wisconsin  statute,  the  rate  is  determined 
by  the  ratio  between  the  taxable  income  of  the  company  and 
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the  "assessed  value  of  the  property  used  and  employed  in 
the  acquisition  of  such  income."  If  this  ratio  is  one  per  cent 
or  less,  the  rate  of  the  tax  is  one-half  of  one  per  cent  of 
such  income.  From  this  point  it  advances  "until  the  rate  of 
profits  equals  twelve  per  cent  of  such  assessed  value  of  the 
property  used  and  employed  in  the  acquisition  of  such  in- 
come, when  such  rate  shall  continue  as  a  proportional  rate 
of  six  per  cent  of  such  taxable  income.  In  South  Carolina, 
the  tax  is  at  the  rate  of  one  per  cent  on  incomes  over  and 
above  $2,500  and  up  to  $5,000;  one  and  one-half  per  cent 
on  $5,000  and  over,  up  to  $7,500;  two  per  cent  on  $7,500 
and  over,  up  to  $10,000;  two  and  one-half  per  cent  on  $10,000 
and  over,  up  to  $15,000;  and  three  per  cent  on  $15,000  and 
over.  In  Oklahoma,  the  rate  is  five  mills  on  the  dollar  on 
the  excess  of  income  over  $3,500  and  less  than  $5,000;  seven 
and  one-half  mills  on  the  excess  of  $5,000  and  less  than  $10,- 
000;  twelve  mills  on  the  excess  over  $10,000  and  less  than 
$20,000 ;  fifteen  mills  on  the  excess  over  $20,000  and  less  than 
$50,000 ;  twenty  mills  on  the  excess  over  $50,000  and  less  than 
$100,000;  and  thirty-three  and  one-third  mills  on  all  amounts 
over  $100,000. 

For  purposes  of  comparison  a  table  is  appended,  showing  the 
amount  of  the  tax  payable  by  individuals  and  by  corporations 
under  the  federal  statute  and  also  the  amount  of  the  tax  un- 
der the  progressive  income  tax  laws  of  the  three  states  men- 
tioned. The  reader  will  notice  that  the  "amount  of  taxable 
income"  in  the  first  column  does  not  mean  gross  income,  but 
the  net  income  on  which  the  tax  will  be  payable  after  de- 
ducting all  exemptions  and  allowances.  A  glance  at  the  table 
will  show  that  the  progressive  feature  of  the  tax  is  applied 
with  the  greatest  severity  under  the  act  of  Congress,  but 
with  Wisconsin  a  close  second  in  its  application  to  very  large 
incomes.  Attention  may  also  be  called  to  the  striking  dis- 
parity between  the  taxes  payable  by  individuals  and  those 
payable  by  corporations  under  the  federal  statute,  when  the 
income  reaches  large  figures,  which  is  entirely  due  to  the  fact 
that  the  tax  on  corporations  is  flat,  while  that  on  individuals 
is  progressive. 
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§  346.     Lien  of  Income  Tax 

An  act  of  Congress,  amending  a  section  of  the  Revised  Stat- 
utes, provides :  "If  any  person  liable  to  pay  any  tax  neglects 
or  refuses  to  pay  the  same  after  demand,  the  amount  shall  be 
a  Hen  in  favor  of  the  United  States  from  the  time  when  the  as- 
sessment list  was  received  by  the  collector,  except  when  other- 
wise provided,  until  paid,  with  the  interest,  penalties,  and  costs 
that  may  accrue  in  addition  thereto  upon  all  property  and  rights 
to  property  belonging  to  such  person :  Provided,  however,  That 
such  lien  shall  not  be  valid  as  against  any  mortgagee,  pur- 
chaser, or  judgment  creditor  until  notice  of  such  lien  shall  be 
filed  by  the  collector  in  the  office  of  the  clerk  of  the  district 
court  of  the  district  within  which  the  property  subject  to  such 
lien  is  situated :  Provided  further,  Whenever  any  state  by  ap- 
propriate legislation  authorizes  the  filing  of  such  notice  in  the 
office  of  the  registrar  or  recorder  of  deeds  of  the  counties  of 
that  state,  or  in  the  state  of  Louisiana  in  the  parishes  thereof, 
then  such  lien  shall  not  be  valid  in  that  state  as  against  any 
mortgagee,  purchaser,  or  judgment  creditor,  until  such  notice 
shall  be  filed  in  the  office  of  the  registrar  or  recorder  of  deeds 
of  the  county  or  counties,  or  parish  or  parishes  in  the  state  of 
Louisiana,  within  which  the  property  subject  to  the  lien  is  sit- 
uated." °*  An  opinion  was  given  by  the  Attorney  General  that 
this  statute  was  applicable  to  the  special  tax  on  corporations 
imposed  by  the  act  of  1909,  and  if  so,  it  would,  for  the  same 
reasons,  be  applicable  under  the  income  tax  law  of  1913. 

It  will  be  observed  that  the  lien  for  unpaid  income  taxes  is  to 
date  "from  the  time  when  the  assessment  list  was  received  by 
the  collector,"  but  is  created  only  by  a  negleqt  or  refusal  to  pay 
"after  demand."  The  explanation  is  that  an  unpaid  income  tax 
is  and  continues  a  mere  personal  liability  of  the  taxpayer  until 
its  payment  is  demanded.  A  demand  in  due  form,  stating  the 
amount  of  the  tax,  is  necessary  to  create  and  bring  into  opera- 
tion the  lien.  But  when  such  a  demand  has  been  made,  and 
payment  is  thereafter  neglected  or  refused,  the  lien  of  the  tax 

B*Act  Cong.  March  4,  1913,  amending  Rev.  Stat.  TJ.  S.,  §  3186 
(Oomp.  St.  1913,  §  5908). 
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relates  back  to  the  time  when  the  assessment  list  was  received 
by  the  collector,  though  it  attaches  only  to  the  property  belong- 
ing to  the  taxpayer  at  the  time  when  the  demand  was  made.^' 
The  preliminary  notice  of  assessment  referred  to  in  an  earlier 
section  (supra,  §  340)  is  not  such  a  demand  as  to  lay  a  founda- 
tion for  the  lien,  nor  is  the  demand  of  payment  of  the  tax 
which  is  issued  upon  non-payment  of  the  tax  on  the  day  when 
due  (supra,  §  342),  for  this  last  must  give  the  taxpayer  ten  days 
after  service  to  make  his  payment  before  delinquency  is  estab- 
lished, and  because  it  cannot  include  any  demand  for  penalty  or 
interest,  liability  for  which  does  not  attach  until  delinquency. 
Accordingly  it  is  the  custom  of  the  revenue  officers,  in  case  of 
non-payment  after  the  ten  days,  to  follow  with  a  general  de- 
mand for  payment  of  the  tax,  penalty,  and  interest,  which  es- 
tablishes the  lien."' 

Prior  to  the  act  of  Congress  amending  the  Revised  Statutes 
in  this  particular,  it  was  held  that  a  state  law  requiring  that  all 
liens  on  real  property  must  be  recorded  in  order  to  affect  third 
parties  did  not  apply  to  tax  liens  in  favor  of  the  United  States, 
and  though  such  tax  liens  were  not  recorded,  they  might  be  en- 
forced against  the  lands  in  the  hands  of  purchasers  for  value 
without  notice,  mortgagees,  and  judgment  creditors."'  This  is 
expressly  changed  by  the  amendatory  act  recited  above.  And 
after  its  enactment,  collectors  of  internal  revenue  were  given 
general  instructions  to  file  notices  of  such  liens  in  the  proper 
offices  "when  deemed  advisable  in  order  to  protect  the  interests 
of  the  government,"  and  particularly  "where  the  collector  ap- 
prehends that  attempts  will  be  made  to  defeat  collection  by 
transfer  of  property  or  placing  incumbrances  thereon,  or 
where,  from  the  size  of  the  assessment  or  for  any  other  rea- 

5  5  United  States  v.  Pacific  R.  R.,  1  Fed.  97,  1  McCrary,  1;  Brown 
V.  Goodwin,  1  Abb.  New  Cas.  (N.  Y.)  452;  United  States  v.  Pacific 
R.  R.,  4  Dill.  71,  Fed.  Cas.  No.  15,984. 

6  6  Internal  Revenue  Regulations  No.  33,  art.  197,  supra,  §  186,  art. 
197.    And  see,  supra,  §  159. 

5  7  United  States  v.  Snyder,  149  U.  S.  210,  13  Sup.  Ct.  846,  37  L. 
Ed.  705 ;  Hartman  v.  Bean,  99  U.  S.  393,  25  L.  Ed.  455 ;  United  States 
V.  Turner,  Fed.  Cas.  No.  16,548;  Alkan  v.  Bean.  8  Biss.  83,  Fed.  Cas. 
No.  202;  United  States  v.  Black,  3  Brewst.  (Pa.)  167. 
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son,  the  collector  is  of  the  opinion  that  such  action  is  advisable 
to  protect  the  government,"  and  "when  the  tax  has  been  paid, 
notice  should  in  like  manner  be  filed,  showing  satisfaction  of 
the  claim  and  removal  of  lien."  °" 

A  lien  for  taxes  does  not  stand  upon  the  footing  of  an  ordi- 
nary incumbrance,  and  is  not  displaced  by  a  sale  of  the  proper- 
ty under  a  pre-existing  judgment  or  decree,  unless  otherwise 
directed  by  statute.^'  But  it  is  the  practice  in  some  of  the 
state  courts  that  when  property  incumbered  by  a  tax  lien  in 
favor  of  the  United  States  is  sold  on  execution  issuing  out  of 
the  state  court,  the  government's  lien  must  first  be  paid  out  of 
the  proceeds  of  the  execution  sale,  and  its  priority  will  be  rec- 
ognized in  the  state  court.  °''  The  lien,  however,  does  not  come 
into  existence  unless  all  the  prescribed  steps  in  connection  with 
the  making  of  the  assessment  and  whatever  else  is  declared  by 
the  statute  to  be  necessary  to  the  fixing  of  liability  have  been 
duly  and  properly  taken. °^  But  the  lien,  once  attached,  can- 
not be  waived  or  released  by  any  disclaimer  on  the  part  of 
the  collector."^ 

Under  the  corporation  tax  law  of  1909,  it  was  ruled  that  the 
assets  of  a  corporation  are  subject  to  the  lien  for  the  payment 
of  the  tax,  provided  that  the  corporation  has  not  been  dissolved 
and  all  its  assets  distributed  prior  to  the  time  when  the  list  of 
assessments  came  into  the  hands  of  the  collector.  And  even  if 
a  corporation  is  dissolved  before  the  tax  falls  due,  so  that  the 
government  cannot  claim  a  lien  on  its  assets,  still  the  tax  im- 
posed may  be  collected  by  the  government  by  pursuing  the 
assets  into  the  hands  of  the  stockholders,  in  the  same  manner 
as  any  other  creditor  might  obtain  satisfaction  of  his  debt.°^ 

As  to  tax  liens  under  the  laws  of  the  states,  it  may  be  ob- 


6  8  Treasury  Decisions  No.  1841. 

5  9  Osterberg  v.  Union  Trust  Co.,  93  U.  S.  424,  23  L.  Ed.  964. 

60  Appeal  of  Dungan,  68  Pa.  St.  204,  8  Am.  Rep.  169.    But  com- 
pare Bosset  V.  Miller,  2  Woodw.  Dec.  (Pa.)  40. 

61  United  States  v.  Pacific  R.  R.,  1  Fed.  97,  1  McCrary,  1. 
82  Alkan  v.  Bean,  8  Biss.  83,  Fed.  Cas.  No.  202. 

63  28  Opin.  Atty.  Gen.  241. 
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served  that,  in  Oklahoma,  it  is  expressly  provided  by  statute 
that  the  amount  due  for  income  tax  shall  be  a  lien  upon  the  real 
and  personal  property  of  the  taxpayer.  But  elsewhere  the 
matter  is  left  to  be  regulated  by  the  laws  relating  to  taxes  in 
general. 

§  347.     Collection  by  Suit 

The  rule  is  thoroughly  well  established  that  an  action  of  debt 
or  any  other  proper  form  of  proceeding  may  be  maintained  in 
the  name  of  the  United  States  for  the  recovery  of  any  sum 
due  from  the  defendant  for  internal  revenue  taxes."*  Special- 
ly with  reference  to  the  income  tax  law,  it  must  be  remembered 
that  it  contains  a  provision  that  "all  administrative,  special,  and 
general  provisions  of  law,  including  the  laws  in  relation  to  the 
assessment,  remission,  collection,  and  refund  of  internal  reve- 
nue taxes  not  heretofore  specifically  repealed,  and  not  incon- 
sistent with  the  provisions  of  this  section,  are  hereby  extended 
and  made  applicable  to  all  the  provisions  of  this  section  and  to 
the  tax  herein  imposed."  "^  And  an  almost  identical  provision, 
inserted  in  the  War  Revenue  Act  of  1898,  was  held  to  confer 
express  statutory  authority  for  the  maintenance  of  an  action  by 
the  United  States  to  recover  the  stamp  tax  thereby  imposed."" 
The  reasoning  of  the  case  cited  is  of  course  equally  applicable 
to  the  case  of  the  income  tax.  Likewise  in  Wisconsin  it  is  held 
that  the  special  remedies  provided  for  the  collection  of  the  in- 
come tax  are  not  exclusive,  but  there  is  an  additional  remedy  in 

64  Billings  v.  TJnlted  States,  232  U.  S.  261,  34  Sup.  Ct.  421,  58 
L.  Ed.  596;  United  States  v.  Chamberlin,  219  U.  S.  250,  31  Sup.  Ct. 
155,  55  L.  Ed.  204;  Dollar  Sav.  Bank  v.  United  States,  19  Wall.  227, 
22  L.  Ed.  80;  United  States  v.  Bristow,  20  Fed.  378;  United  States 
V.  Little  Miami,  C.  &  X.  E.  Co.,  1  Fed.  700;  United  States  v.  Pacific 
R.  R.,  4  Dill.  66,  Fed.  Oas.  No.  15,983;  United  States  v.  Halloran,  14 
Blatchf.  1,  Fed.  Cas.  No.  15,286;  United  States  v.  Washington  Mills, 
2  ClifC.  601,  Fed.  Cas.  No.  16,647;  United  States  v.  Tilden,  9  Ben. 
368,  Fed.  Cas.  No.  16,519.  And  see  Rev.  Stat.  U.  S.  §  3213  (Comp. 
St.  1913,  §  5937). 

6  5  Supra,  §  68. 

6  6  United  States  v.  Chamberlin,  219  U.  S.  250,  31  Sup.  Ct.  155,  55 
L.  Ed.  204. 
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the  form  of  an  action  of  debt  in  the  name  of  the  town,  city  or 
village.'^ 

Jurisdiction  of  such  actions  by  the  United  States  is  given 
to  the  federal  district  courts.  The  Judicial  Code  provides  that 
these  courts  shall  have  "original  jurisdiction  of  all  suits  of  a 
civil  nature,  at  common  law  or  in  equity,  brought  by  the  United 
States,  or  by  any  officer  thereof  authorized  by  law  to  sue,"  and 
specifically  "of  all  cases  arising  under  any  law  providing  for  in- 
ternal revenue."  '*  And  "taxes  accruing  under  any  law  pro- 
viding internal  revenue  may  be  sued  for  and  recovered  either 
in  the  district  where  the  liability  for  such  tax  occurs  or  in  the 
district  where  the  delinquent  resides."  °'  But  a  suit  will  not 
lie  to  recover  such  a  tax  in  a  district  other  than  those  mention- 
ed, although  the  defendant  may  be  found  there  and  served 
with  process  there.'"  It  is  immaterial  in  these  cases  that  the 
amount  in  controversy  does  not  equal  or  exceed  $3,000;  that 
limitation  upon  the  jurisdiction  of  the  federal  courts  is  not  ap- 
plicable in  internal  revenue  cases. '^  It  may  be  doubted  wheth- 
er the  courts  of  the  states  would  have  jurisdiction  of  suits  for 
the  recovery  of  these  taxes.  It  is  provided  that  the  jurisdiction 
of  the  federal  courts  shall  be  exclusive  of  that  of  the  state 
courts  in  "all  suits  for  penalties  and  forfeitures  incurred  under 
the  laws  of  the  United  States."  '^  But  a  reasonable  construc- 
tion of  this  provision  might  lead  to  the  conclusion  that  it  was 


87  City  of  Superior  v.  Allouez  Bay  Dock  Co.,  156  Wis.  177,  145  N. 
W.  656. 

6  8  Federal  Judicial  Code,  1911,  §  24  (Comp.  St.  1913,  §  991).  And 
see  Coffey  v.  United  States,  116  U.  S.  427,  6  Sup.  Ct.  432,  29  L.  Ed. 
6S1.  As  to  the  courts  of  the  District  of  Columbia  being  "courts  of 
the  United  States,"  see  James  v.  United  States,  202  U.  S.  401,  26 
Sup.  Ct.  685,  50  L.  Ed.  1079.  As  to  the  jurisdiction  of  the  district 
court  of  Alaska,  see  McAllister  v.  United  States,  141  U.  S.  174,  11 
Sup.  Ct.  949,  35  L.  Ed.  693. 

09  Federal  Judicial  Code,  1911,  §  44  (Comp.  St.  1913,  §  1026). 

70  United  States  v.  New  York,  N.  H.  &  H.  R.  Co.,  10  Ben.  144,  Fed. 
Cas.  No.  15,874. 

71  Ames  V.  Hager,  36  Fed.  129,  1  L.  R.  A.  377. 

72  Federal  Judicial  Code,  1911,  §  256  (Comp.  St.  1913,  §  1233).  See 
United  States  v.  Mooney,  116  U.  S.  104,  6  Sup.  Ct.  304,  29  L.  Ed. 
550. 
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the  intention  of  Congress  to  grant  exclusive  jurisdiction  to  the 
federal  courts  in  cases  where  the  suit  was  brought  solely  for  a 
penalty  or  forfeiture,  and  not  to  include  cases  where  the  action 
was  for  the  recovery  of  a  tax,  though  it  might  incidentally  in- 
clude a  claim  for  a  penalty. 

By  way  of  defense  to  such  an  action,  the  defendant  may 
allege  and  show  want  of  jurisdiction  in  the  assessing  officers,  or 
that  the  assessment  was  erroneous,  illegal,  or  excessive.'^  But 
the  government  is  not  estopped  or  debarred  from  maintaining 
a  suit  to  recover  income  taxes  by  the  fact  that  the  taxpayer 
made  a  return,  on  which  a  tax  was  assessed  against  him,  and 
that  he  paid  the  amount  of  the  tax,  when  the  suit  is  based  on 
the  claim  of  the  government  that  the  amount  so  assessed  and 
paid  was  incorrect  and  too  small  in  amount.'*  But  on  the  oth- 
er hand,  the  defendant  is  entitled  to  a  deduction  of  any  amount 
admitted  by  the  government  to  have  been  previously  overpaid, 
even  though  there  is  no  plea  of  set-off. ''° 

It  is  a  well-established  principle  that  the  United  States  is  not 
bound  by  any  statute  of  limitations,  nor  barred  by  any  laches  or 
delay  of  its  officers,  however  gross,  in  a  suit  brought  by  it  as  a 
sovereign  government  to  enforce  a  public  right  or  to  assert  a 
public  interest.'^  And  this  rule  has  been  applied  to  suits  for 
the  recovery  of  taxes.'''  But  very  long  delay  in  demanding  a 
tax  or  instituting  proceedings  for  its  recovery  may  bar  an  ac- 
tion by  the  government,  if  it  is  shown  that  the  delay  has  prej- 
udiced the  defendant  by  the  disappearance  or  loss  of  evidence 

73  Clinkenbeard  v.  United  States,  21  Wall.  65,  22  L.  Ed.  477;  Unit- 
ed States  V.  Thurber,  28  Fed.  56;  United  States  v.  Nebraska  Dis- 
tilling Co.,  80  Fed.  285,  25  C.  C.  A.  418. 

Ti  United  States  v.  Tilden,  9  Ben.  368,  24  Int.  Kev.  Eec.  99,  Fed. 
Cas.  No.  16,519;  United  States  v.  Philadelpbia  &  R.  R.  Co.,  123  V. 
S.  113,  8  Sup.  Ct.  77,  31  L.  Ed.  138;  United  States  v.  Little  Miami, 
C.  &  X.  R.  Co.,  1  Fed.  700 ;  United  States  v.  Hazard,  Fed.  Cas.  No. 
15,337;  United  States  v.  New  York  Guaranty  &  Indemnity  Co.,  8 
Ben.  269,  Fed.  Cas.  No.  15,872. 

7  6  Missouri  R.,  F.  S.  &  G.  R.  Co.  v.  United  States,  19  Fed.  66. 

7  6  United  States  v.  Beebe,  127  U.  S.  338,  8  Sup.  Ct.  1083,  32  L.  Ed. 
121;  United  States  v.  Insley,  130  U.  S.  263,  9  Sup.  Ct.  485,  32  L.  Ed. 
968. 

7  7  United  States  v.  Tilden,  9  Ben.  368,  Fed.  Cas.  No.  16,519. 
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essential  to  his  defense.'*  And  in  a  case  where  the  amount  of 
taxes  assessable  against  a  corporation  was  settled  by  agreement 
between  the  company  and  the  assessor,  and  accordingly  assess- 
ed and  the  amount  paid,  and  nearly  twelve  years  afterwards  a 
suit  was  brought  by  the  government  on  the  allegation  that  the 
assessment  was  too  low  and  that  a  further  sum  was  due,  it  was 
held  that  the  fact  of  the  assessment,  the  payment  of  the  tax 
under  it,  and  the  acquiescence  of  the  government,  for  so  long 
a  period  afterwards,  raised  a  presumption  that  the  assessment 
was  correct,  and  that  the  money  paid  covered  the  defendant's 
entire  liability,  and  that  the  burden  was  thus  cast  upon  the  gov- 
ernment of  proving,  by  evidence  such  as  fully  to  satisfy  the 
mind,  that  the  assessment  was  erroneous.'" 

The  assessment  list,  regular  in  form,  makes  a  prima  facie 
case  for  the  government,  and  it  is  not  necessary  for  it,  in  the 
first  instance,  to  go  into  the  particulars  of  the  assessment,  or  to 
show  that  it  was  properly  made.*"  But  the  assessment  is  not 
conclusive  evidence.  It  may  be  attacked  and  controverted  as 
excessive  or  illegal,  in  defense  to  the  action.*^  In  regard  to 
the  particulars  of  the  income  alleged  to  have  been  received  by 
the  defendant  and  to  be  subject  to  the  tax,  the  burden  of  proof 
is  on  the  government  to  show  their  existence  and  amount,  and 
also,  it  would  appear,  that  the  exemptions  and  deductions 
claimed  by  the  taxpayer  are  fictitious,  exaggerated,  or  not  al- 
lowable.*^ But  when  evidence  for  this  purpose  has  been  ad- 
duced, it  is  for  the  taxpayer  to  controvert  it  by  proper  proof, 
and  if  he  fails  to  do  so,  a  finding  in  favor  of  the  United  States 


78  United  States  v.  Alarquette,  H.  &  O.  E.  Co.,  17  Fed.  719. 

7  0  rnited  States  v.  Philadelphia  &  R.  R.  Co.,  123  U.  S.  113,  8  Sup. 
Ct.  77,  31  L.  Ed.  138. 

80  Western  Express  Co.  v.  United  States,  141  Fed.  28.  72  C.  C.  A. 
516;  United  States  v.  Butler,  Fed.  Cas.  No.  14,702;  United  States  v. 
Cole,  134  Fed.  697. 

81  United  States  v.  Bank  of  America,  15  Fed.  730;  United  States 
V.  Eindskopf,  8  Biss.  507,  Fed.  Cas.  No.  16,166;  Runkle  v.  Citizens' 
Ins.  Co.,  6  Fed.  143. 

8  2  Little  Miami,  C.  &  X.  R.  Co.  v.  United  States,  108  U.  S.  277,  2 
Sup.  Ct.  627,  27  L.  Ed.  724;  United  States  v.  Central  Nat.  Bank,  15 
Fed.  222. 
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is  justified.^'  But  it  should  be  observed  that  internal  revenue 
regulations  prescribed  by  the  Treasury  department,  for  the 
guidance  of  officers  in  the  administration  of  the  law,  have  not| 
the  force  of  rules  of  evidence  in  actions  by  the  government  to 
enforce  payment  of  the  tax.** 

§  348.     Collection  by  Distraint 

The  laws  of  the  United  States,  made  applicable  to  the  collec- 
tion of  income  taxes,  provide  that  "if  any  person  liable  to  pay 
any  tax  neglects  or  refuses  to  pay  the  same  within  ten  days  aft- 
er notice  and  demand,  it  shall  be  lawful  for  the  collector  or  his 
deputy  to  collect  the  said  taxes,  with  five  per  centum  additional 
thereto,  and  interest  as  aforesaid,  by  distraint  and  sale,  in  the 
manner  hereafter  provided,  of  the  goods,  chattels,  or  effects, 
including  stocks,  securities  and  evidences  of  debt,  of  the  per- 
son delinquent  as  aforesaid."  *'  Distraint  is  not  a  judicial 
process  by  which  the  property  of  a  debtor  can  be  taken  for  the 
satisfaction  of  a  debt,  but  it  is  an  executive  process  by  which 
the  right  to  seize  and  take  property  for  the  payment  of  taxes  is 
exercised ;  its  use  does  not  deprive  the  citizen  of  his  property 
without  due  process  of  law,  nor  otherwise  contravene  the  con- 
stitution ;  summary  remedies  for  the  collection  of  debts  due  to 
a  government  have  always  existed.*"  And  the  right  and  duty 
of  the  collector  to  distrain  is  not  suspended  or  in  any  way  af- 
fected by  the  commencement  of  an  action  by  the  government  to 
recover  the  same  taxes. '^  A  distress  warrant  from  the  Treas- 
ury is  conclusive  evidence  of  the  facts  recited  in  it  and  of  the 
authority  to  make  the  levy,  so  far  as  to  justify  the  marshal  in 
acting  under  it,  but  the  question  of  indebtedness  may  be  the 

83  United  States  v.  Cole,  134  Fed.  697. 

84  United  States  v.  Cole,  134  Fed.  697. 

85  Rev.  Stat.  U.  S.,  §  3187  (Comp.  St.  1913,  §  5908).  For  the  pro- 
cedure on  distraint  and  sale,  see  §§  3188  to  3195.  These  sections 
may  be  seen  printed  In  full  in  the  appendix  to  this  volume. 

86  Murray  v.  Hoboken  Land  &  Imp.  Co.,  18  How.  272,  15  L.  Ed. 
372;  Allen  v.  Sheridan,  145  Fed.  963;  Mason  v  Rollins,  2  Biss.  99, 
Fed.  Gas.  No.  9,252;  Marshall  v.  Wadsworth,  64  N.  H.  386,  10  Atl. 
685. 

87  Harding  v.  "Woodcock,  137  U.  S.  43,  11  Sup.  Ct.  6,  34  L.  Ed.  580. 
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subject  of  litigation,  the  levy  providing  security  for  the  event 
of  the  suit.**  It  is  necessary,  however,  to  the  validity  of  a  sale 
made  on  distress  that  the  collector  should  strictly  comply  with 
the  directions  of  the  statute  in  regard  to  notice  and  demand, 
advertisement  of  the  sale,  and  whatever  else  is  intended  for  the 
benefit  or  protection  of  the  taxpayer.*"  State  exemption  laws 
are  not  applicable  to  debts  due  by  a  citizen  to  the  United  States ; 
and  as  concerns  the  exemption  of  property  from  distraint  for 
internal  revenue  taxes,  the  provision  of  the  Revised  Statutes 
which  authorizes  the  use  of  this  process  also  enumerates  the 
property  which  shall  be  exempt,  and  this  alone  applies,  without 
regard  to  the  laws  of  the  particular  state. °''  In  the  execution 
of  a  distraint,  stock  in  a  corporation  may  be  seized  or  levied  on 
by  the  simple  service  of  a  notice  on  the  proper  officer  of  the 
corporation."^  It  should  be  added  that  property  seized  and 
sold  by  a  collector,  in  the  enforcement  of  the  internal  revenue 
laws,  cannot  be  replevied  from  the  purchaser  by  the  former 
owner  under  process  from  a  state  court,  and  such  a  proceeding 
will  not  be  tolerated  by  a  federal  court,  the  remedy  for  a 
wrongful  seizure  given  by  the  statute  being  exclusive."^  More- 
over, severe  penalties  are  denounced  against  persons  who  for- 
cibly obstruct  or  hinder  collectors  in  the  performance  of  their 
duty,  or  who  forcibly  rescue  property  seized  by  a  collector  for 
non-payment  of  taxes. °° 

§  349.     Sale  of  Real  Estate  for  Delinquent  Taxes 

The  federal  statutes  also  provide  that  "when  goods,  chattels, 
or  effects  sufficient  to  satisfy  the  taxes  imposed  upon  any  per- 
son are  not  found  by  the  collector  or  deputy  collector,  he  is  au- 


8  8  Murray  v.  Hoboken  Land  &  Imp.  Co.,  18  How.  272,  15  L.  Ed. 
3T2. 

8  9  State  Nat.  Bank  v.  Morrison,  1  McCrary,  204,  Fed.  Cas.  No. 
13,325;  Blake  v.  Johnson,  1  N.  H.  91;  Parker  v.  Rule,  9  Crancti,  64, 
3  L.  Ed.  658. 

00  United  States  v.  Howell,  9  Fed.  674. 

01  Miller  v.  United  States,  11  Wall.  268,  20  L.  Ed.  135. 

02  Allen  V.  Sheridan,  145  Fed.  963. 

03  Rev.  Stat.  U.  S.,  §  3177  (Comp.  St.  1913,  §  5900).  See  United 
States  T.  Ford,  34  Fed.  26. 
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thorized  to  collect  the  same  by  seizure  and  sale  of  real  es- 
tate." "*  So  far  as  regards  this  provision,  it  is  probably  cor- 
rect to  say,  as  some  of  the  decisions  have  maintained,  that  no 
right  to  seize  and  sell  land  exists  until  there  has  been  a  failure 
to  find  sufficient  personal  estate,,  and  this  fact  is  essential  to  the 
validity  of  the  sale,  and  must  be  proved,  if  challenged,  by  evi- 
dence outside  the  collector's  deed.°°  But  the  statutes  also  pro- 
vide that  the  Commissioner  of  Internal  Revenue  "may  direct 
a  bill  in  chancery  to  be  filed,  in  a  district  or  circuit  court  of 
the  United  States  to  enforce  the  lien  of  the  United  States  for 
tax  upon  any  real  estate,  or  to  subject  any  real  estate  owned  by 
the  delinquent,  or  in  which  he  has  any  right,  title,  or  interest, 
to  the  payment  of  such  tax."  °*  And  it  is  held  that  the  remedy 
thus'  provided  is  cumulative,  and  that  it  is  not  necessary  to  ex- 
haust the  possible  remedy  against  the  goods  and  chattels  of  the 
taxpayer  before  resorting  to  a  bill  in  equity  to  subject  his  real 
estate.'^  But  when  the  United  States  has  foreclosed  a  lien 
on  realty  for  delinquent  internal  revenue  taxes,  and  bid  in  the 
property,  and  seeks  to  maintain  its  title  as  against  a  vendee  of 
the  former  owner,  the  remedy  is  by  an  action  at  law  to  recover 
possession,  and  not  by  a  bill  in  equity  to  remove  cloud  on 
title." 

The  Revised  Statutes  contain  detailed  and  specific  directions 
as  to  the  procedure  to  be  followed  on  a  seizure  and  sale  of 
land,  the  allowance  of  a  right  of  redemption,  and  the  deed  to 
be  given  by  the  collector.""  In  general  it  may  be  said,  accord- 
ing to  the  rule  applicable  to  all  sales  for  taxes,  that  the  collector 
must  proceed  strictly  in  accordance  with  the  directions  of  the 

0*  Rev.  Stat.  TJ.  S.,  §  3196  (Comp.  St.  1913,  §  5918). 

95  Brown  v.  Goodwin,  75  N.  Y.  409.  And  see  Mansfield  v.  Excel- 
sior Refinery  Co.,  135  V.  S.  326,  10  Sup.  Ct.  825,  34  L.  Ed.  162. 

96  Rev.  Stat.  U.  S.,  §  3207  (Comp.  St.  1913,  §  5929). 

9  7  Mansfield  v.  Excelsior  Refinery  Co.,  135  U.  S.  326,  10  Sup.  Ct. 
825,  34  L.  Ed.  162 ;  Blacklock  v.  United  States,  208  U.  S.  75,  28  Sup. 
Ct.  228,  52  L.  Ed.  396;  United  States  v.  Curry,  201  Fed.  371;  Alkan 
V.  Bean,  8  Biss.  83,  Fed.  Cas.  No.  202. 

98  United  States  v.  Wilson,  118  U.  S.  86,  6  Sup.  Ct.  991,  30  L. 
Ed.  110. 

99  See  Rev.  Stat.  U.  S.,  §§  3196-3208  (Comp.  St.  1913,  §§  5918-5930). 
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Statute,  at  least  in  so  far  as  regards  all  steps  to  be  taken  for  ad- 
vising the  taxpayer  of  the  proceedings  or  otherwise  intended 
for  his  benefit.^"''  And  the  general  doctrine  is  that  the  col- 
lector's deed  is  prima  facie  evidence  of  the  facts  required  by 
the  statute  to  be  stated  in  it  (such  being  the  provision  of  the 
statute  itself),  but  not  of  any  other  recitals  nor  of  any  facts  not 
included  in  the  deed,^"^  although,  under  certain  earlier  statutes 
levying  direct  taxes,  it  was  held  that  the  collector's  deed  was 
prima  facie  evidence  of  the  regularity  of  the  sale  and  of  all 
antecedent  facts  essential  to  its  validity  and  to  that  of  the  pur- 
chaser's title  thereunder,  and  could  only  be  affected  by  proof 
that  the  lands  were  not  subject  to  the  tax,  that  it  had  been  paid 
prior  to  the  sale,  or  that  the  property  had  been  redeemed.  ^"^ 

§  350.     Remedies  of  Taxpayer  Illegally  Assessed 

If  there  are  any  circumstances  under  which  an  individual  or 
corporation  complaining  of  his  or  its  assessment  for  the  income 
tax  can  succeed  in  procuring  an  injunction  to  restrain  its  as- 
sessment or  collection,  they  must  be  very  rare  and  exceptional. 
The  general  rule  in  such  cases  has  been  thus  set  forth  by  the 
United  States  Supreme  Court :  When  a  court  of  equity  is  ask- 
ed tp  enjoin  the  collection  of  taxes,  it  is  essential  that  the  case 
be  brought  within  some  of  the  recognized  rules  of  equity  juris- 
diction, and  neither  illegality  nor  irregularity  in  the  proceed- 
ings, nor  error  or  excess  in  the  valuation,  nor  the  hardship  and 
injustice  of  the  law,  provided  it  be  constitutional,  nor  any 
grievance  which  can  be  remedied  by  a  suit  at  law,  either  before 
or  after  the  payment  of  the  tax,  will  authorize  an  injunction 
against  its  collection;  and  no  injunction  can  be  granted  until 
it  is  shown  that  all  the  taxes  conceded  to  be  due,  or  which  the 
court  can  see  ought  to  be  paid,  or  which  can  be  shown  to  be  due 

100  Allen  v.  Smith,  1  Leigh  (Va.)  231. 

101  Fox  V.  Stafford,  90  N.  C.  296;  Stewart  v.  Pergusson,  133  N.  C. 
276,  45  S.  E.  585;  Brown  v.  Goodwin,  75  N.  T.  409.  And  see  Wil- 
liams V.  Peyton,  4  Wheat.  77,  4  L.  Ed.  518. 

102  De  TrevlUe  v.  Smalls,  98  U.  S.  517,  25  L.  Ed.  174;  Keely  v. 
Sanders,  99  U.  S.  441,  25  L.  Ed.  327;  Sherry  v.  McKinley,  99  U. 
S.  496,  25  L.  Ed.  380. 
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by  affidavits,  have  been  paid  or  unconditionally  tendered.^" ^ 
But  besides  this,  it  is  explicitly  provided  by  a  law  of  the  United 
States  that  "no  suit  for  the  purpose  of  restraining  the  assess- 
ment or  collection  of  any  tax  shall  be  maintained  in  any 
court."  ^"^  Hence  it  is  held  that  a  bill  in  equity  will  not  lie  to 
enjoin  a  collector  of  internal  revenue  taxes  from  proceeding 
by  distraint  or  otherwise  to  collect  a  tax  assessed  by  the  Com- 
missioner of  Internal  Revenue,  although  the  tax  is  alleged  in 
the  bill  to  have  been  illegally  assessed.^""  And  a  bill  in  equity 
filed  in  the  Supreme  Court  of  the  District  of  Columbia,  to  en- 
join the  Commissioner  from  assessing  the  complainant  for  the 
"additional  tax"  or  surtax,  on  the  ground  that  that  feature  of 
the  income  tax  law  was  unconstitutional,  was  dismissed  on  the 
ground  that  the  complainant  had  an  adequate  remedy  at  law, 
by  paying  the  amount  of  the  tax  under  protest  and  suing  for 
its  recovery.  ^"^  In  other  cases  also  it  has  been  held  that  even 
the  alleged  unconstitutionality  of  an  act  of  Congress  levying 
taxes  furnishes  no  ground  to  enjoin  their  collection.^"^  And 
the  fact  that  a  particular  collector  may  be  financially  unable 
to  respond  in  a  suit  to  recover  back  taxes  paid  to  him,  is  no 
justification  for  an  injunction,  since  the  government  will  as- 
sume his  responsibility.^"* 

As  to  the  case  where  the  injunction  is  not  asked  against  the 
officers  of  the  government,  but  against  a  corporation,  to  re- 
strain it  from  paying  an  internal  revenue  tax,  it  has  been  held 
that  such  a  suit,  brought  by  a  stockholder,  was  properly  dis- 

los  state  Railroad  Tax  Cases,  92  U.  S.  575,  23 'l.  Ed.  663;  Schul- 
enberg-Boeckeler  Lumber  Co.  v.  Town  of  Hayward,  20  Fed.  422 ; 
Lexington  v.  McQuillan's  Heirs,  9  Dana  (Ky.)  513,  35  Am.  Dee.  159. 

104  Rev.  Stat.  U.  S.,  §  3224  (Comp.  St.  1913,  §  5947). 

105  Snyder  v.  Marks,  109  U.  S.  189,  3  Sup.  Ct.  157,  27  L.  Ed.  901; 
Shelton  v.  Piatt,  139  U.  S.  591,  11  Sup.  Ct.  646,  35  L.  Ed.  273;  Wis- 
consin V.  Frear,  231  XJ.  S.  616,  34  Sup.  Ct.  272,  58  L.  Ed.  400;  Cut- 
ting V.  Gilbert,  5  Blatchf.  259,  Fed.  Cas.  No.  3,519;  Smith  v.  Com'rs 
of  Leavenworth,  9  Kan.  296.  See  Frayser  v.  Russell,  3  Hughes,  227, 
Fed.  Cas.  No.  5,067. 

106  Dodge  V.  Osborn,  Treasury  Decisions  No.  1983. 

107  Delaware  B.  Co.  v.  Prettyman,  17  Int.  Rev.  Rec.  99,  Fed.  Cas, 
No.  3,767. 

10  8  Cutting  V.  Gilbert,  5  Blatchf.  259,  Fed.  Cas.  No.  3,519. 
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missed  where  the  corporation  made  no  serious  defense,  and 
there  was  no  showing  of  irreparable  injury  or  of  any  effort  to 
secure  action  by  the  corporation  or  its  directors,  as  is  required 
by  Equity  Rule  94,  other  than  a  demand  on  the  resident  man- 
aging agent,  the  distance  of  the  directors  (in  Alaska)  from  the 
place  where  the  plaintiff  resided,  and  in  which  the  court  was 
held,  being  relied  on  as  an  excuse  for  not  making  any  further 
effort."' 

Likewise  it  is  held  that  a  bill  of  peace  will  not  lie,  on  the 
theory  that  all  persons  charged  with  an  internal  revenue  tax 
have  such  a  unity  of  interest  in  contesting  the  tax  that  they 
may  join  as  plaintiffs  in  a  bill  to  restrain  the  assessment  and 
collection  of  it,  and  that  a  determinate  number  of  such  persons 
may  appear  in  the  name  of  themselves  and  for  the  rest.^^° 

Certiorari  is  not  a  proper  remedy  to  review  an  assessment 
made  by  revenue  officers  in  so  far  as  their  proceedings  thereon 
have  been  purely  administrative,  nor  for  alleged  irregularities 
in  their  proceedings,  or  for  undue  or  excessive  assessment,  nor 
for  alleged  mistakes  in  the  manner  of  making  the  assess- 
ment.'^^' But  where  the  particular  matter  complained  of  in- 
volved a  determination  to  be  made  by  the  revenue  officers  in  a 
judicial  or  quasi- judicial  capacity,  as,  for  instance,  where  it 
was  necessary  for  them  to  decide  whether  the  particular  per- 
son, corporation, -property,  or  income  was  subject  to  the  tax  or 
exempt  from  it,  and  generally  where  it  is  alleged  that  the  as- 
sessment was  illegal  (not  merely  irregular  or  excessive),  then 
certiorari  may  issue  to  review  the  action  of  those  officers.''^ 

109  Corbus  V.  Alaska  Tread  well  Gold  Min.  Co.,  187  tJ.  S.  455,  23 
Sup.  Ct.  157,  47  L.  Ed.  256,  distinguishing  Pollock  v.  Farmers'  Loan 
&  T.  Co.,  157  V.  S.  429,  15  Sup.  Ct.  673,  39  L.  Ed.  759.  And  see 
Straus  V.  Abrast  Realty  Co.,  200  Fed.  327.  Compare  State  v.  Frear, 
148  Wis.  456,  184  N.  W.  673,  135  N.  W.  164,  Ann.  Cas.  1913A,  1147. 

110  Cutting  V.  Gilbert,  5  Blatchf.  259,  Fed.  Cas.  No.  3,519. 

111  State  V.  City  of  Elizabeth,  50  N.  J.  Law,  347,  13  Atl.  5. 

112  Ewing  V.  City  of  St.  Louis,  5  Wall.  413,  18  L.  Ed.  657;  Spears 
V.  League,  6  Cold.  (Tenn.)  420;  State  v.  City  of  Elizabeth,  50  N.  J. 
Law,  347,  13  Atl.  5;  Alexandria  Canal,  R.  &  B.  Co.  v.  District  of  Co- 
lumbia, 5  Mackey  (D.  C.)  376;  Wood  v.  District  of  Columbia,  6 
Mackey  (D.  C.)  142;  Le  Roy  v.  New  York,  20  Johns.  (N.  Y.)  430,  11 
Am.  Dec.  289;   Baldwin  v.  Calkins,  10  Wend.  (N.  Y.)  167.     See  Rex 
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The  principles  were  stated  in  a  recent  case  in  Iowa,  where  it 
was  remarked  that,  where  there  is  jurisdiction  to  assess,  and 
the  board  of  equalization  makes  an  erroneous  or  excessive  as- 
sessment, the  remedy  of  the  taxpayer  is  by  appeal  and  not  by 
certiorari ;  but  where  there  is  no  jurisdiction  to  make  any  as- 
sessment (as  in  the  case  where  the  board  assesses  a  person  on 
intangible  personal  property  after  he  has  left  the  state  and 
taken  up  a  domicile  elsewhere),  certiorari  is  the  proper  remedy. 
"There  is  a  clear  distinction  between  a  case  of  erroneous  or 
over  assessment,  and  a  case  of  assessment  without  authority, 
as  one  made  under  an  unconstitutional  law,  or  one  made  of 
property  exempt  from  taxation,  or  one  of  property  for  the  as- 
sessment of  which  the  law  has  made  no  provision."  ^^' 

It  has  been  ruled  in  some  of  the  cases  that  mandamus  will 
lie  on  behalf  of  a  person  illegally  assessed,  to  compel  the  reve- 
nue officers  to  strike  the  assessment  from  the  roU,^^*  and  that 
if  an  assessor  of  taxes  makes  an  erroneously  high  assessment 
on  given  property,  in  consequence  of  a  mistaken  view  of  the 
law,  and  refuses  to  reduce  it  to  the  proper  figures,  on  applica- 
tion made  to  him  for  that  purpose,  he  may  be  compelled  to  do 
so  by  mandamus.^  ^°  So,  where  the  amount  of  an  assessment 
has  been  fixed  by  the  revenue  officers  having  power  to  hear  ap- 
peals and  review'  assessments,  the  duty  of  those  charged  with 
the  collection  of  the  tax,  to  enter  the  assessment,  as  so  fixed,  is 
purely  ministerial,  and  if  they  assume  to  increase  it,  and  to 
enter  the  increased  assessment  on  the  books  they  may  be  com- 
pelled by  mandamus  to  restore  it  to  the  proper  amount.  ^^^  Al- 
so the  English  decisions  hold  that,  in  a  case  where  an  allowance 
which  ought  to  be  granted  is  refused,  mandamus  lies  to  the 
commissioners  of  taxes  requiring  them  to  grant  the  allowance 
and  to  give  a  certificate  of  the  allowance  with  an  order  for  the 

V.  Com'rs  of  Income  Tax,  91  Law  T.  94.  Compare  Degge  v.  Hitch- 
cock, 229  V.  S.  162,  33  Sup.  Ot.  639,  57  L.  Ed.  1135. 

113  Eemey  v.  Board  of  Equalization,  80  Iowa,  470,  45  N.  W.  899. 

114  People  V.  Assessors  of  Barton,  44  Barb.  (N.  Y.)  148;  Smith  v. 
King,  14  Or.  10,  12  Pac.  8. 

115  People  V.  Olmsted,  45  Barb.  (N.  X.)  644. 

lie  State  v.  Covington,  35  S.  0.    245,  14  S.  E.  499. 
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payment  thereof.^^'  But  where  it  is  claimed  that  a  board  of 
assessors  have  assessed  a  particular  piece  of  property  in  the 
name  of  the  wrong  person,  the  proper  remedy  is  by  certiorari 
to  review  their  proceedings,  and  not  by  mandamus  to  compel 
them  to  correct  or  change  the  assessment  list.^^°  As  to  the  al- 
lowance of  an  appeal  or  petition  for  review  of  an  assessment 
before  administrative  officers,  the  rule  is  that  they  may  be  com- 
pelled by  mandamus  to  grant  an  appeal  if  they  are  clearly 
wrong  in  refusing  it,  but  that  they  cannot  be  thus  constrained 
to  decide  the  appeal  in  a  particular  manner,  nor,  having  ren- 
dered a  decision,  to  revise  or  reverse  it.^^° 

As  to  the  common-law  writ  of  prohibition,  this  remedy  is 
given  to  arrest  a  proceeding  in  an  inferior  court  in  a  case 
which  is  not  within  its  jurisdiction  and  it  is  not  an  appropri- 
ate remedy  to  restrain  officers  charged  with  the  assessment  or 
collection  of  a  tax  from  proceeding  in  the  exercise  of  their 
duty,  though  it  be  alleged  that  the  tax  is  invalid  or  the  assess- 
ment illegal. ^^^  However,  in  a  case  in  South  Carolina,  a  cor- 
poration which  claimed  to  be  exempt  from  the  particular  tax 
in  question,  and  which  therefore  made  no  return  of  its  proper- 
ty, a  return  and  assessment  being  made  against  it  by  the  proper 
officer,  sued  for  and  obtained  a  writ  of  prohibition  forbidding 
the  revenue  officers  to  proceed  with  the  collection  of  the 
tax.i" 

§  351.     Compromise  of  Litigation 

An  unrepealed  act  of  Congress  provides  that  "the  Com- 
missioner of  Internal  Revenue,  with  the  advice  and  consent 

117  Commissioners  of  Income  Tax  v.  Pemsel  [1891]  A.  0.  531; 
Queen  v.  Com'rs  of  Income  Tax,  L.  R.  22  Q.  B.  Div.  296. 

lis  People  V.  Gilon,  56  Hun,  641,  9  N.  T.  Supp.  212. 

118  Gibbs  V.  Hampden  County  Com'rs,  19  Pick.  (Mass.)  298;  Peo- 
ple V.  Supervisors  of  Otsego  County,  51  N.  Y.  401. 

120  Coronado  v.  San  Diego,  97  Cal.  440,  32  Pac.  518;  Le  Conte  v. 
Town  of  Berkeley,  57  Cal.  269;  Hobart  v.  TlUson,  66  Cal.  210,  5 
Pac.  83;  Farmers'  Co-operative  Union  v.  Thresher,  62  Cal.  407; 
Camron  v.  Kenfleld,  57  Cal.  550;  Talbot  v.  Dent,  9  H.  Mon.  (Ky.)  526; 
Cody  v.  Lennard,  45  6a.  85.  See  State  v.  Commissioners  of  Roads,  1 
Mill,  Const.  (S.  C.)  55,  12  Am.  Dec.  596. 

121  State  v.  Hood,  15  Rich.  (S.  C.)  177. 
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of  the  Secretary  of  the  Treasury,  may  compromise  any  civil 
or  criminal  case  arising  under  the  internal  revenue  laws  in- 
stead of  commencing  suit  thereon;  and  with  the  advice  and 
consent  of  the  said  Secretary  and  the  recommendation  of  the 
Attorney  General,  he  may  compromise  any  such  case  after 
a  suit  thereon  has  been  commenced."  ^"^  This  was  held  ap- 
plicable to  the  penalties  imposed  by  the  corporation  tax  law 
of  1909  for  failure  to  file  the  return  required  of  corporations. 
But  the  Commissioner  of  Internal  Revenue  instructed  the 
collectors  on  this  point  as  follows :  "Particular  attention  is- 
called  to  the  fact  that  no  solicitation  of  an  offer  should  be 
made,  and  no  delinquent  should  be  induced  by  threats  to 
invoke  the  power  of  the  commissioner  to  compromise,  and 
no  assurance  should  be  given  of  the  probable  action  of  the 
commissioner  if  an  ofifer  is  made.  But  where  the  officers  of 
a  corporation  are  ignorant  of  a  provision  of  law  providing 
for  a  compromise  of  offenses  against  the  revenues,  and  they 
desire  to  make  an  appeal  for  clemency  in  the  manner  pro- 
vided, it  is  the  duty  of  the  collector  to  give  them  suitable 
instructions.  The  amount  to  be  offered  in  each  such  case 
must  be  left  to  the  discretion  of  the  corporation  making  the 
offer,  and  in  nowise  should  be  suggested  by  the  collector  or 
any  other  revenue  officer.  In  connection  with  the  corpora- 
tion tax  law,  this  right  of  compromise  extends  only  to  the 
penalty  prescribed  under  paragraph  8,  and  not  to  the  tax  it- 
self, nor  to  the  addition  of  fifty  per  cent  assessed."  ^^^  And 
on  the  application  of  this  subject  to  the  tax  imposed  by  an 
earlier  statute,  the  Supreme  Court  of  the  United  States 
said:  "The  power  intrusted  by  law  to  the  Secretary  was 
not  a  judicial  one,  but  one  of  mercy,  to  mitigate  the  severity 
of  the  law.  It  admitted  of  no  appeal  to  the  Court  of  Claims, 
or  to  any  other  court.     It  was  the  exercise  of  his  discretion 


122  Rev.  Stat.  TJ.  S.,  §  3229  (Comp.  St.  1913,  §  5952). 

12S  Treasury  Decisions,  No.  1692.  For  regulation  as  to  compro- 
mise of  penalties  for  failure  to  make  returns  under  tlie  income  tax 
law  of  1918,  and  the  minimum  amounts  wMch  will  be  accepted  see, 
supra,  §  169. 
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in  a  matter  intrusted  to  him  alone,  and  from  which  there 
could  be  no  appeal."  ^^* 

In  passing  upon  cases  submitted  to  him  for  compromise,  the 
Secretary  of  the  Treasury,  while  he  is  not  at  liberty  to  act  from 
motives  merely  of  compassion  or  charity,  may  consider  not 
only  the  pecuniary  interests  of  the  government,  but  also  take 
into  view  general  considerations  of  justice  and  equity  and  of 
public  policy.^^'^  But  collectors  of  internal  revenue  have  no 
power  to  make  any  compromise,  settlement,  or  commutation  of 
taxes,  so  as  to  bind  or  affect  the  government.^^' 

124  Dorsheimer  v.  United     States,  7  Wall.  166,  174. 

120  17  Opin.  Atty.  Gen.  p.  213. 

126  Martin's  Adm'r  v.  United  States,  4  T.  B.  Mon.  (Ky.)  487. 
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CHAPTER  XIV 

COLLECTION  AT  THE  SOUKCH 

§  352.  Explanation  of  Terms. 

353.  Applicable  to  Normal  Tax  Only. 

354.  To  What  Classes  of  Income  Applicable. 

355.  Coupons  from  Corporate  Bonds  and  Kegistered  Interest 

356.  Certificates  of  Ownership. 

357.  Same;    Certificates  by  Joint  Owners. 

3.58.  Substitute  Certificates  by  Bank  or  Collecting  Agency. 

359.  Certificates  Not  Required  to  be  Stamped. 

360.  Interest  on  Tax-Free  Bonds. 

361.  Rents,  Interest  on  Mortgages,  Salaries,  etc. 

362.  Note  Given  for  Interest. 

363.  Foreign  Interest  and  Dividends. 

364.  License  for  Foreign  Collections. 

365.  Fiduciaries. 

366.  Kinds  of  Income  Not  Taxable  at  Source. 

367.  Indeterminate,  Non-Periodical,  or  Fluctuating  Income. 

368.  Income  of  Partnerships  and  Corporations. 

369.  Interest  on  Bank  Deposits. 

370.  Claiming  Exemptions  and  Deductions. 

371.  Same;    Persons  Under  Disabilities  or  Absent. 

372.  Deducting  Source  Collections  from  Personal  Returns. 

373.  Personal  Liability  of  Debtors  or  Withholding  Agents. 

374.  Exempt  Corporations  Not  Required  to  Act  as  Withholding 

Agents. 

§  352.     Explanation  of  Terms 

The  theory  of  "collection  at  the  source"  is  that  the  govern- 
ment enforces  payment  of  the  income  tax  (in  certain  limited 
fields)  not  directly  from  the  person  who  receives  the  income 
and  is  therefore  liable  for  it,  but  indirectly,  by  exacting  its  pay- 
ment, before  the  income  reaches  his  hands,  from  the  person 
who  is  to  pay  it  to  him.  In  other  words,  if  A.  is  to  receive 
from  B.  a  payment  which  is  in  the  nature  of  income  and  is 
subject  to  the  tax,  the  government  does  not  leave  it  to  A. 
to  account  for  the  payment  in  his  annual  return,  and  there- 
after pay  the  tax  on  it  in  due  season,  but  requires  B.  to  deduct 
from  the  payment,  at  the  time  of  making  it,  the  amount  due 
as  income  tax  and  pay  it  directly  to  the  proper  revenue  offi- 
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cers.  Persons  who  are  in  the  position  of  B.  are  denominated 
by  the  Treasury  regulations  "debtors."  It  is  of  course  to 
be  understood  that  not  all  persons  who  are  debtors  to  others, 
or  who  have  payments  to  make  to  others,  are  within  this 
technical  designation.  It  applies  only  to  those  classes  of  per- 
sons who  are  described  in  the  statute  as  charged  with  the 
duty  of  deducting  and  paying  over  the  income  tax,  and  then 
only  in  respect  to  such  classes  of  payments  as  come  within 
its  terms.  But  the  word  "debtors"  is  applied  by  the  govern- 
ment officers  to  all  who  come  within  this  limited  description. 
The  term  "withholding  agents"  is  sometimes  synonymous  with 
"debtors,"  and  sometimes  has  a  wider  meaning.  For  a  "debt- 
or" may  appoint  a  fiscal  or  other  agent  to  perform  the  duties 
imposed  upon  him  with  respect  to  the  income  tax,  and  then 
the  latter  is  called  a  "withholding  agent."  The  "source"  is 
defined  as  the  place  where  the  income  originates  and  is  pay- 
able. 

§  353.     Applicable  to  Normal  Tax  Only 

In  the  federal  income  tax  law,  the  provision  for  collection 
at  the  source  applies  only  to  "the  normal  tax  hereinbefore  im- 
posed upon  individuals."  ^  That  is,  it  does  not  apply  at  all 
to  the  income  of  corporations,  and  in  regard  to  individuals, 
it  applies  only  to  the  tax  of  one  per  cent  imposed  upon  all  in- 
comes above  the  exempted  amount,  and  not  to  the  surtax  or 
"additional"  tax  on  incomes  exceeding  $20,000.  Hence  the 
"debtor," — for  instance,  an  employer  paying  a  salary,  a  mort- 
gagor paying  interest,  or  a  testamentary  trustee  paying  over 
the  annual  income  of  an  estate — is  required  and  authorized 
to  withhold  only  one  per  cent  on  the  amount,  no  matter  how 
great  the  income  may  be.  Further,  the  regulations  provide 
that  when  the  normal  tax  has  been  withheld  by  the  "debtor" 
or  his  authorized  agent,  "no  other  person,  firm,  or  corporation, 
in  whatever  capacity  acting,  having  the  receipt,  custody,  or 
disposal  of  any  income,  as  herein  provided,  shall  be  required 
to  again  deduct  and  withhold  the  normal  tax  of  one  per 
cent."  ^ 

1  Supra,  §  30.  «  Supra,  §  98. 
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§  354.     To  What  Classes  of  Income  Applicable 

Bringing  together  the  various  provisions  of  the  act  of  Con- 
gress which  relate  to  the  matter  of  collection  at  the  source, 
it  may  be  seen  that  this  feature  of  the  law  is  applied  to  three 
distinct  classes  of  income.  First,  "income  derived  from  in- 
terest upon  bonds,  and  mortgages,  and  deeds  of  trust,  and 
other  similar  obligations  of  corporations,  joint  stock  compa- 
nies or  associations  and  insurance  companies,  whether  pay- 
able annually  or  at  shorter  or  longer  periods,  although  such 
interest  does  not  amount  to  $3,000."  Second,  it  is  provided 
that  it  shall  apply  to  "all  persons,  firms,  copartnerships,  com- 
panies, corporations,  joint  stock  companies  or  associations, 
and  insurance  companies,  in  whatever  capacity  acting,  includ- 
ing lessees  or  mortgagors  of  real  or  personal  property,  trus- 
tees acting  in  any  trust  capacity,  executors,  administrators, 
agents,  receivers,  conservators,  employers,  and  all  officers  and 
employes  of  the  United  States  having  the  control,  receipt, 
custody,  disposal  or  payment  of  interest,  rent,  salaries,  wages, 
premiums,  annuities,  compensation,  remuneration,  emolu- 
ments, or  other  fixed  or  determinable  annual  gains,  profits,  and 
income  of  another  person,  exceeding  $3,000  for  any  taxable 
year,  other  than  dividends  on  capital  stock  or  from  the  net 
earnings  of  corporations  and  joint  stock  companies  or  as- 
sociations subject  to  like  tax."  Third,  "the  amount  of  such 
tax  shall  be  deducted  and  withheld  from  coupons,  checks,  or 
bills  of  exchange  for  or  in  payment  of  interest  upon  bonds 
of  foreign  countries  and  upon  foreign  mortgages  or  like  ob- 
ligations (not  payable  in  the  United  States),  and  also  from 
coupons,  checks,  or  bills  of  exchange  for  or  in  payment  of 
any  dividends  upon  the  stock  or  interest  upon  the  obligations 
of  foreign  corporations,  associations,  and  insurance  compa- 
nies engaged  in  business  in  foreign  countries ;  and  the  tax 
in  each  case  shall  be  withheld  and  deducted  for  and  in  be- 
half of  any  person  subject  to  the  tax  hereinbefore  imposed, 
although  such  interest,  dividends,  or  compensation  does  not 
exceed  $3,000." » 

3  Supra,  §§  22,  25,  26. 
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§  355.  Coupons  from  Corporate  Bonds  and  Registered  In- 
terest 
In  respect  to  the  first  of  the  three  classes  of  income  men- 
tioned in  the  preceding  section  (interest  on  corporate  bonds 
and  mortgages  and  similar  obligations),  the  Treasury  depart- 
ment defines  the  term  "similar  obligations"  as  including  equip- 
ment trust  agreements,  and  receivers'  certificates.*  When 
the  interest  is  evidenced  by  detachable  coupons,  the  income 
tax  is  to  be  deducted  when  these  are  presented  for  payment, 
unless  they  are  accompanied  by  a  certificate  of  ownership  (as 

■*  Supra,  §  73.  Obligations  of  corporations  similar  to  bonds,  mort- 
gages, deeds  of  trust,  etc.,  for  income  tax  purposes,  are  held  to  be 
those  obligations  of  corporations  which,  though  not  bonds,  mort- 
gages, or  deeds  of  trust,  are  similar  in  form,  purpose,  or  in  being 
extended  beyond  the  time  of  ordinary  bankable  commercial  paper. 
Interest  payments  on  ordinary  bankable  commercial  paper  of  cor- 
porations payable  to  individuals  are  subject  to  withholding  at  the 
source  only  when  the  payment  to  any  one  individual  within  a  tax- 
able year  exceeds  .¥3,000.  On  all  other  obligations  of  corporations 
payable  to  individuals,  interest  payments  are  subject  to  withholding 
regardless  of  the  amount  of  Interest  payment.  Equipment  trust 
notes  secured  by  mortgage  issued  by  a  corporation  are  subject  to 
withholding.  Temporary  receipts  issued  pending  preparation  and 
issue  of  the  notes  themselves  stand  in  the  place  of  the  notes,  and 
where  an  interest  period  Intervenes  and  receipts  are  to  be  presented 
for  indorsement  thereon  of  a  payment  of  interest,  the  requisite  cer- 
tificates of  ownership,  either  claiming  or  not  claiming  the  exemp- 
tion, should  be  filed.  A  simple  promissory  note,  not  exceeding  one 
year  in  time,  is  not  "similar  to  bonds,"  etc.,  and  the  interest  on  such 
a  note  is  not  subject  to  withholding,  except  when  the  amount  of 
interest  thereon  payable  to  an  individual  in  any  one  year  is  in  excess 
of  $3,000,  or  when  the  interest  thereon  is  payable  to  a  nonresident 
alien,  in  which  latter  case  the  tax  should  be  withheld  regardless  of 
the  amount  of  interest  payment.  Scrip  certificates  issued  by  a  cor- 
poration to  Its  stockholders  in  lieu  of  dividends,  such  scrip  certifi- 
cates bearing  interest  payable  semi-annually,  and  redeemable  at  a 
specified  time  not  longer  than  one  year  from  date  of  issue,  are  not 
corporate  obligations  similar  to  bonds,  mortgages,  or  deeds  of  trust, 
and  the  interest  payable  thereon  will  not  be  subject  to  withholding, 
except  when  the  amount  thereof  payable  to  an  individual  in  a  cal- 
endar year  exceeds  $3,000.  Payment  in  scrip  is  held  to  be  equivalent 
to  payment  in  cash,  and  when  the  amount  of  such  scrip  payment  to 
any  one  Individual  in  a  calendar  year  Is  in  excess  of  $3,000,  the  tax 
must  be  withheld  and  accounted  for  in  excess  of  exemption  claimed. 
Treasury  Decision  No.  2090,  December  14,  1914. 
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described  in  the  next  section)  in  which  a  claim  for  exemption 
is  made.*  When  the  interest  on  such  obligations  is  registered, 
the  following  ruling  of  the  Treasury  department  applies :  "A 
debtor  whose  bonds  may  be  registered,  both  as  to  principal 
and  interest,  shall  deduct  the  normal  tax  of  one  per  cent 
from  the  accruing  interest  on  all  bonds  before  sending  out 
checks  for  said  interest  to  registered  owners,  or  before  pay- 
ing such  interest  upon  interest  orders  signed  by  the  registered 
holders  of  said  bonds,"  unless  a  certificate  claiming  exemp- 
tion shall  be  filed  with  it.*"  It  will  be  observed  that  all  this 
applies  only  to  interest  on  bonds  or  similar  obligations  rpade 
by  corporations.  Where  interest,  whether  on  bond  and  mort- 
gage or  on  any  other  obligation,  is  payable  by  an  individual, 
it  does  not  come  within  this  class.f  Provision  is  elsewhere 
made  for  deducting  the  income  tax  from  interest  payments 
made  by  individuals.  But  there  is  this  important  difference, 
that  the  feature  of  deduction  at  the  source  does  not  apply 
to  interest  payments  made  by  an  individual,  unless  those 
made  to  any  one  person  exceed  $3,000  in  any  one  year,  where- 
as interest  on  the  obligations  of  corporations  is  subject  to 
deduction  at  the  source  irrespective  of  the  amount,  unless, 

*  When  bonds,  under  a  provision  to  tliat  effect  contained  in  them, 
are  retired,  not  on  an  interest  day,  but  within  an  interest  period, 
and  prior  to  the  expiration  of  the  full  term  of  the  bond,  ownership 
certificates  will  be  required,  and  they  should  cover  that  part  of  the 
interest  period  affected  between  the  beginning  of  such  period  and 
the  date  of  the  retirement  of  the  bonds.  Treasury  Decision  No.  2090, 
December  14,  1914, 

5  Supra,  §  77. 

t  Where  an  individual  Issues  coupon  bonds  secured  by  a  mortgage 
on  real  estate,  and  subsequently  a  co;rporatlon  purchases  the  real 
estate  and  assumes  (as  between  tlie  mortgagor  and  Itself)  the  pay- 
ment of  the  bonds  and  coupons,  it  is  held  that  the  situation  Is  not 
changed  by  the  purchase  by  the  corporation.  The  corporation  pur- 
chases only  the  mortgagor's  equity  of  redemption  and  his  possession ; 
the  property  is  the  security,  and  the  character  of  the  bond  obligation 
remains  unchanged  and  as  created,  even  though  the  corporation  is 
to  pay  all  interest  and  will  ultimately  pay  off  the  mortgage.  There 
will  therefore  be  no  withholding  of  the  income  tax  by  the  corporation 
(it  being  placed  in  the  stead  of  the  mortgagor)  until  the  interest  pay- 
ment to  any  one  person  in  any  year  exceeds  $3,000.  Treasury  De- 
cision No.  2090,  December  14,  1914. 
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as  above  stated,  exemption  is  claimed.  It  has  been  judicially 
declared  that  when  a  corporation  is  required  to  deduct  and 
pay  over  the  income  tax  on  its  interest  payments,  the  tax  is 
not  thereby  laid  on  the  corporation,  but  it  is  and  remains  a 
tax  on  the  creditor;  the  corporation  is  merely  made  use  of 
as  a  convenient  means  of  collecting  the  tax.' 

§  356.     Certificates  of  Ownership 

Though  individuals  subject  to  the  income  tax  are  entitled 
to  a  specific  exemption  of  $3,000  or  $4,000,  as  the  case  may 
be,  the  act  of  Congress  made  no  clear  provision  for  their 
claiming  or  obtaining  this  exemption  in  respect  to  income  de- 
rived from  interest  on  corporate  securities,  since,  as  to  such 
items,  the  tax  is  deductible  at  the  source  although  the  inter- 
est does  not  amount  to  $3,000.  But  the  regulations  of  the 
Treasury  department  have  covered  this  point  by  providing 
for  "certificates  of  ownership"  in  which  the  exemption  may 
be  claimed.  These  certificates  are  to  accompany  coupons  or 
orders  for  registered  interest  when  the  same  are  presented 
for  payment  or  deposited  in  bank  for  collection.  As  now 
framed  (see  Forms  1000  revised,  and  1000  B,  revised)  such  a 
certificate  sets  forth  the  name  of  the  corporation  paying  the 
interest,  a  description  of  the  bonds,  giving  name  of  the  is- 
sue and  the  rate  of  interest  (and  there  must  be  a  separate 
certificate  for  each  group  of  coupons,  whether  from  different 
issues  of  bonds  of  the  same  corporation,  or  from  bonds  of 
diflPerent  corporations),  also  the  date  of  the  maturity  of  the 
interest,  the  amount  of  interest,  the  total  exemption  to  which 
the  payee  or  depositor  is  entitled  under  the  act  of  Congress 
(that  is,  either  $3,000  or  $4,000)  and  the  "amount  of  ex- 
emption now  claimed"  or  else  a  statement  that  the  owner 
"does  not  now"  claim  the  exemption.  The  certificate  further 
sets  forth  that  the  signer  is  the  owner  of  the  bonds  described, 
and  bears  his  signature  and  address,  with  the  date.  It  was 
at  first  required  by  the  Treasury  department  that  these  cer- 
tificates should  be  signed  with  the  full  name  of  the  owner, 

6  United  States  v.  Kailroad  Co.,  17  Wall.  322,  21  L.  Ed.  597. 
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but  this  was  afterwards  modified  so  as  to  make  sufficient  a 
certificate  "signed  either  with  the  Christian  name  or  the  or- 
dinary or  usual  business  signature."  '  The  certificate  may 
also  be  signed  by  the  duly  authorized  agent  of  the  owner, 
whose  name  and  address,  as  well  as  that  of  the  owner,  shall 
be  given.  But  in  this  case,  the  bank  or  other  collecting  agency 
to  whom  the  certificate  thus  signed  is  first  presented  for  col- 
lection must  be  satisfied  as  to  the  identity  and  responsibility 
of  the  agent,  calling  upon  him  for  evidence  of  his  authority, 
if  necessary,  and  when  so  satisfied,  shall  write  or  stamp  a 
statement  to  that  effect  on  the  face  of  the  certificate.*  It 
was  also  at  first  required  that  the  serial  numbers  of  the  bonds 
should  be  written  out  in  the  certificate,  but  this  requirement 
has  been  waived  "until  further  notice."  ° 

These  certificates  are  meant  not  only  for  the  aid  of  the 
taxpayer  in  securing  his  exemption,  but  also  as  a  sure  and 
valuable  means  of  information  to  the  revenue  officers.  Hence 
two  forms  are  provided,  in  one  of  which  the  owner  claims 
his  exemption,  in  the  other  of  which  he  "does  not  now"  claim 
it.^"  The  use  of  the  latter  form  will  be  appropriate  for  one 
who  has  already,  in  successive  deposits  of  coupons  for  collec- 
tion, claimed  all  that  he  is  entitled  to  under  the  law  (that  is, 
$3,000  or  $4,000),  or  who  wishes  to  reserve  the  whole  amount 
of  his  exemption  for  some  special  collection.  And  it  should 
be  noticed  that  the  "exemption"  here  meant  is  only  the  specific 
exemption  of  a  fixed  amount  of  income,  not  including  such 
deductions  as  the  taxpayer  may  be  entitled  to  for  taxes  paid, 
interest  paid,  expenses  of  his  business,  or  the  like. 

Certificates  of  ownership  are  required  not  only  from  in- 
dividual owners  of  bonds,  but  also  from  "fiduciaries,"  that 
is  trustees,  guardians,  executors,  administrators,  receivers, 
and  others  holding  the  corpus  of  an  estate  in  trust,^^  and  like- 

7  Supra,  §  80.     See,  supra,  §  127. 

8  Supra,  §  116.  »  Supra,  §  113.  lo  Supra,  §  79. 

11  Supra,  §§  119,  146.  And  see  Forms  1015,  revised,  and  1019,  re- 
vised. Ttese  forms  may  be  adapted  so  that  but  one  certificate  will 
be  required  to  be  filed  with  coupons  from  the  same  issue  of  bonds, 
the  property  of  different  estates  or  trusts.    Supra,  §  146. 
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wise  from  partnerships  and  corporations  as  owners  of  the 
coupons  presented  or  collected,  though  these  are  not  sub- 
ject to  the  provisions  of  the  law  respecting  deduction  at  the 
source,  the  certificate  in  such  cases  specifically  claiming  ex- 
emption from  such  deduction.^^  It  is  also  provided  by  regu- 
lation that  coupons  and  interest  orders  payable  in  the  United 
States,  representing  the  interest  on  bonds  owned  by  non-res- 
ident aliens  must  be  accompanied  by  a  certificate  in  the  pre- 
scribed form  (Form  1004,  revised),  although  these  persons 
are  not  subject  to  the  income  tax.  This  certificate  may  be 
signed  either  by  the  owner,  or  on  his  behalf  by  a  responsi- 
ble bank  or  banker  in  the  United  States  or  in  a  foreign  coun- 
try,^^  and  while  it  is  required  that  the  certificate  shall  be 
printed  in  the  English  language,  it  is  also  provided  that,  "di- 
rectly under  each  line  of  the  English  text  on  each  of  the 
above-mentioned  certificates,  there  may  be  printed  the  text  of 
said  certificate  in  a  foreign  language."  ^* 

When  a  coupon  or  interest  order  is  thus  accompanied  by 
the  proper  certificate  of  ownership,  the  bank  or  collecting 
agency  receiving  it  for  collection  will  send  the  certificate 
with  it  through  the  channels  of  collection,  no  one  being  bound 
or  authorized  to  deduct  the  income  tax,  until  it  reaches  the 
"debtor,"  that  is,  the  corporation  whose  obligation  it  is.  The 
latter  will  then  deduct  and  withhold  the  income  tax,  and  pay 
the  same  over  to  the  government,  provided  exemption  is  not 
claimed  in  the  certificate.  If  exemption  is  claimed  to  an 
amount  equal  to  the  amount  of  interest  due,  the  debtor  will 
make  no  deduction  for  the  tax.  If  exemption  is  claimed,  but 
to  an  amount  less  than  the  amount  of  the  interest,  the  debtor 
will  deduct  the  tax  on  the  balance.-^  ° 

But  if  coupons  or  interest  orders  are'  not  accompanied  by 
certificates  of  ownership,  then  the  first  bank,  trust  company, 
or  other  collecting  agency  receiving  the  same  for  collection 
or  on  deposit  will  deduct  and  withhold  the  income  tax,  and 
will  attach  to  the  coupons  or  interest  orders  its  own  certificate 

12  Form  1001,  revised. 

13  Supra,  §  111.    And  see,  also,  supra,  §  154. 

14  Supra,  §  130.  le  Supra,  §§  75,  79. 
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(Form  1002,  revised),  giving  the  name  and  address  of  the 
person  from  whom  the  same  were  received,  also  the  name  and 
address  of  the  owner  of  the  coupons  if  known,  or,  if  not 
known,  a  statement  to  that  effect,  with  a  description  of  the 
coupons  or  orders,  and  an  acknowledgment  of  responsibility 
for  withholding  the  income  tax.  When  this  is  done,  the  debt- 
or corporation  will  not  deduct  the  tax,  but  will  deliver  to  the 
government  the  certificate  so  attached  by  the  bank  or  collect- 
ing agency.^" 

In  the  case  of  registered  interest,  the  holder  of  the  bonds 
may  file  a  cfertificate  claiming  exemption,  either  with  the  debt- 
or corporation  or  with  its  fiscal  agent  through  whom  the  in- 
terest is  customarily  paid,  five  days  before  the  date  on  which 
the  interest  is  due.  But  if  this  is  not  done,  the  debtor  will 
deduct  and  withhold  the  income  tax  before  sending  out  checks 
for  the  interest,  or,  as  the  case  may  be,  before  paying  such 
interest  on  orders  signed  by  the  registered  holder  of  the 
bonds. ^' 

All  these  certificates,  after  having  served  their  primary  pur- 
pose, are  to  be  sent  promptly  to  the  collector  of  internal  reve- 
nue of  the  proper  district,  where  they  are  further  useful  to 
the  government  as  furnishing  a  check  on  the  income  tax  re- 
turns made  by  the  owners  of  the  bonds  or  other  securities  re- 
ferred to.^* 

§  357.     Same ;   Certificates  by  Joint  Owners 

In  case  corporate  securities  are  owned  jointly  by  several 
persons,  they  should  be  accompanied  by  the  ordinary  certifi- 
cates of  ownership  provided  for  individual  owners  (Forms 
1000,  revised,  and  1000  B,  revised)  which  in  that  case  may  be 
signed  by  one»of  the  owners,  and  the  names,  addresses,  and 
proportion  of  ownership  of  each  of  the  joint  owners  will  be 
indorsed  on  the  back  of  the  certificate.  Where  the  securities 
belong  to  a  partnership,  it  is  not  regarded  by  the  revenue  of- 
ficers as  a  case  of  "joint  ownership,"  as  here  described,  since 
a  separate  form  (Form  1003)  has  been  provided  for  this  case. 

16  Supra,  §  76.  17  Supra,  §§  77,  153.  is  Supra,  §  83. 
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§  358.     Substitute    Certificates    by    Bank    or    Collecting 
Agency 

A  Treasury  regulation  provides  that  responsible  banks, 
bankers,  and  other  collecting  agents  receiving  coupons  for 
collection  with  certificates  of  ownership  attached  may  either 
present  the  coupons  with  the  certificates  of  ownership  at- 
tached to  the  debtor  corporation  (that  is,  send  them  through 
the  channels  of  collection  with  the  owner's  certificate  attached 
until  they  reach  the  place  of  payment),  or,  at  the  option  of  the 
bank  or  collecting  agent,  the  owners'  certificates  may  be  de- 
tached from  the  coupons  and  forwarded  to  the  Commissioner 
of  Internal  Revenue;  but  in  the  latter  case,  the  bank  or 
collecting  agent  will  substitute  for  the  owner's  certificate,  and 
attach  to  the  coupons  in  lieu  thereof,  its  own  certificate,  con- 
taining essentially  all  the  data  appearing  in  the  owner's  certifi- 
cate, except  the  name  of  the  owner.  It  is  understood  that 
this  permission  was  given  in  view  of  many  remonstrances 
made  by  persons  who  objected  to  giving  information  as  to 
their  ownership  of  bonds  to  all  the  chain  of  banks  through 
whose  hands  their  coupons  might  pass  in  the  ordinary  pro- 
cesses of  collection.  Banks  or  other  collecting  agents  who 
thus  substitute  their  own  certificates  for  the  owners'  certifi- 
cates are  required  to  keep  a  complete  record  of  all  such  trans- 
actions and  substitutions  of  certificates,  showing  all  the  origi- 
nal certificates  for  which  their  own  have  been  substituted.^" 
In  such  substitute  certificates,  the  name  of  the  bank  or  col- 
lecting agent  may  be  printed  or  stamped,  and  a  facsimile  of 
the  signature  of  the  person  authorized  to  sign  for  the  bank 
may  also  be  printed  or  stamped,  provided  that  the  bank  shall 
file  with  the  Commissioner  of  Internal  Revenue  a  specimen 
of  the  facsimile  signature  and  a  certificate  that  it  authorizes 
the  use  thereof,  until  revoked  by  written  notice  to  the  Com- 
missioner.^" 

To  meet  all  the  various  cases  which  may  grow  out  of  this 
provision,  in  view  of  the  various  classes  of  persons,  firms,  and 
corporations  which  may  own  the  bonds,  the  Treasury  de- 
is  Supra,  i§  115,  124.  20  Supra,  §  155. 
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partment  has  prescribed  a  set  of  forms,  numbered  as  below, 
and  to  be  used,  respectively,  in  the  cases  mentioned. 

1000  A,  in  case  of  individual  owners. 

1001  A,  in  case  of  domestic  corporations. 

1003  A,  in  case  of  domestic  partnerships. 

1004  A,  in  case  of  non-resident  aliens. 

1011  A,  in  case  of  partnership  claiming  deductions. 

1014  A,  in  case  of  foreign  partnerships. 

1015  A,  in  case  of  fiduciaries. 

1016  A,  in  case  of  foreign  corporations  not  subject  to  tax. 
1018  A,  in  case  of  foreign  corporations  engaged  in  business 

in  the  United  States. 

§  359.     Certificates  Not  Required  to  be  Stamped 

A  question  arose  as  to  whether  or  not  the  various  cer- 
tificates authorized  or  prescribed  by  the  Treasury  regulations 
with  respect  to  the  income  tax  (certificates  of  ownership,  cer- 
tificates claiming  exemption,  etc.)  were  required  to  bear  a 
documentary  stamp  under  the  Emergency  Revenue  Act  of 
October  22,  1914,  since  that  law  requires  the  stamping  of 
"other  certificates  required  by  law."  But  the  Treasury  de- 
partment ruled  that  income-tax  certificates  need  not  be 
stamped,  since  they  are  not  "required"  by  any  specific  stat- 
ute or  by  any  express  provision  of  law,  although  they  are 
required  by  the  regulations.^^ 

§  360.     Interest  on  Tax-Free  Bonds 

Bonds  of  many  corporations  are  issued  under  a  contract 
by  which  they  are  made  "tax  free,"  that  is,  a  contract  by  which 
the  obligor  undertakes  to  pay  all  taxes  which  may  be  assessed 
on  the  bonds.  But  apparently  such  a  covenant  does  not  bind 
the  obligor  to  pay  the  income  tax  on  the  interest,  unless  it 
includes  the  income  tax  by  name.  Under  a  similar  statute 
enacted  by  Congress  at  an  earlier  day,  it  was  held  that  a  pro- 
vision in  a  corporation  mortgage  requiring  the  company  to 
pay  the  debt  and  interest  "without  any  deduction,  defalca- 
tion, or  abatement  to  be  made  of  anything  for  or  in  respect 

21  Treasury  Decisions  No.  2049,  Nov.  12,  1914. 
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of  any  taxes,  charges,  or  assessments  whatsoever,"  relates  to 
taxes  on  the  property  mortgaged  or  on  the  mortgage  debt,  and 
does  not  refer  to  the  periodical  interest  payments  regarded 
as  income  of  the  bondholder,  and  hence  does  not  require  the 
company  to  pay  the  interest  clear  of  the  income  tax  (levied 
in  1864),  which  tax  companies  were  "authorized  to  deduct 
and  withhold  from  all  payments  on  account  of  any  interest 
or  coupons  due  and  payable."  On  the  contrary,  it  was  held, 
the  company  complies  with  its  contract  when  it  pays  the  in- 
terest less  the  tax  and  retains  the  tax  for  the  government.^^ 

The  position  of  the  Treasury  department  on  this  question 
is  one  of  indifference  as  between  the  bondholder  and  the  cor- 
poration. It  will  exact  payment  of  the  income  tax  on  corpo- 
rate interest,  in  the  usual  manner,  without  regard  to  the  ex- 
istence of  such  a  contract  or  covenant,  leaving  the  question 
of  ultimate  responsibility  to  be  settled  by  the  parties  them- 
selves. The  regulation  declares  that  "the  stipulation  in  bonds 
whereby  the  tax  which  may  be  assessed  against  them  or  the 
income  therefrom  is  guaranteed,  is  a  contract  wholly  between 
the  corporation  and  the  bondholder,  and  in  so  far  as  the  in- 
come tax  law  applies,  the  government  will  not  differentiate 
between  coupons  from  bonds  of  this  character  and  those  from 
bonds  carrying  no  such  guaranty.  The  debtor  corporation, 
or  its  duly  authorized  withholding  agent,  will  be  held  re- 
sponsible for  the  normal  tax  due  on  the  coupons  on  which  no 
tax  has  been  withheld  in  cases  wherein  no  exemption  is 
claimed."  ^^ 

§  361.     Rents,  Interest  on  Mortgages,  Salaries,  etc. 

The  act  of  Congress  provides  that  the  income  tax  shall  be 
deducted  and  withheld  by  certain  classes  of  persons  (includ- 
ing partnerships  and  corporations)  who  have  the  "control,  re- 
ceipt, custody,  disposal,  or  payment"  of  certain  kinds  of  in- 
come accruing  to  another  person  and  exceeding  $3,000  per 
annum.    The  persons  and  corporations  intended  are  described 

22  Haight  V.  Railroad  Co.,  6  Wall.  15,  18  L.  Ed.  818.  And  see  Bal- 
timore V.  Baltimore  Railroad,  10  Wall.  543,  19  L.  Ed.  1043. 

23  Supra,  §  138. 
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as  "including  lessees,  mortgagors  of  real  or  personal  prop- 
erty, trustees,  executors,  administrators,  agents,  receivers,  con- 
servators,, employers,  and  all  officers  and  employes  of  the 
United  States,"  the  last  phrase  meaning  disbursing  officers 
and  paymasters.  The  kinds  of  income  affected  are  described 
as  "interest  (except  on  corporate  bonds),  rents,  salaries,  wages, 
royalties,  taxable  annuities,  emoluments,  or  other  fixed  or 
determinable  annual  gains,  profits,  and  income,"  other  than 
dividends  of  corporations.^* 

From  this  it  appears  that  three  things  are  requisite  in  order 
to  require  or  authorize  the  deduction  of  the  income  tax  from 
a  payment  of  the  kind  mentioned.  First,  it  must  be  a  fixed 
or  determinable  payment;  that  is,  not  uncertain,  fluctuating, 
or  contingent,  but  definitely  settled  both  as  to  liability  and  as 
to  amount,  the  amount  being  either  stipulated  at  a  fixed  sum 
or  determinable  by  mere  calculation.  Second,  the  income 
must  be  "annual,"  that  is,  it  must  accrue  to  the  taxpayer  in 
pursuance  of  some  contract  or  engagement  made  for  a  yearly 
period  or  w^hich,  at  least,  may  extend  over  a  year,  and  il 
must  be  payable  periodically,  and  not  when  and  as  the  occa- 
sion may  arise  or  at  uncertain  intervals.  Third,  it  must  ex- 
ceed, not  merely  equal,  the  sum  of  $3,000.'  The  last  require- 
ment does  not  mean  that  the  payment  of  income  shall  exceed 
$3,000  at  any  one  time;  it  is  sufficient  if  payments  of  any  of 
the  kinds  mentioned,  made  monthly  or  at  other  periods,  shall 
aggregate  more  than  $3,000  before  the  end  of  the  year.  As 
to  this  the  Treasury  department  has  ruled  that  the  "withhold- 
ing agent"  (person  responsible  for  the  payment)  shall  not 
begin  deducting  the  income  tax  until  the  periodical  payments 
shall  have  reached  an  aggregate  in  excess  of  $3,000,  but  when 
that  amount  has  been  reached,  he  shall  deduct  the  tax  on  the 
whole  $3,000  and  excess,  unless  a  claim  for  exemption  is  filed 
as  elsewhere  provided.  ^°  Thus,  for  example,  an  employer 
paying  a  salaty  at  the  rate  of  $300  per  month,  will  not  deduct 
anything  for  the  income  tax  from  the  first  ten  monthly  pay- 
ments, but  from  the  eleventh  he  will  deduct  $33,  that  is,  one 

24  Supra,  §§  22,  96.  2  3  Supra,  §  102. 
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per  cent  on  $3,300,  and  from  the  twelfth  $3,  that  is,  one  per 
cent  on  $300,  thus  deducting  $36  in  all,  or  one  per  cent  on  the 
entire  salary  of  $3,600. 

Specifically  in  regard  to  rent,  it  appears  to  be  the  inten- 
tion of  the  statute  to  hold  the  tenant  alone  responsible  for 
the  deduction  of  the  income  tax,  so  that  a  real  estate  agent 
employed  in  collecting  rents  for  the  owner  of  property  need 
not  concern  himself  with  this  matter.  And  the  Treasury  de- 
partment has  explicitly  ruled  that  real  estate  agents  are  not 
required  to  deduct  and  withhold  the  normal  tax  from  rents 
collected,  even  though  the  amount  is  in  excess  of  $3,000.  "The 
agent  stands  in  the  place  of  the  landlord  and  receives  money 
from  tenants  in  exactly  the  same  capacity  as  the  landlord 
would  receive  such  money,  and  should  be  treated  as  such.  A 
real  estate  agent  does  not  act  as  an  agent  of  the  debtor.  There- 
fore the  duty  of  withholding  the  tax  cannot  be  transferred 
from  the  debtor  to  such  agent,  because  such  transfer  would 
simply  be  transferring  the  duty  of  withholding  to  the  land- 
lord himself."  Further  it  has  been  ruled  that,  "where  a  ten- 
ant rents  two  pieces  of  property  from  the  same  owner,  the 
tenant  should  combine  the  payments,  and  when  such  payments 
so  combined  aggregate  in  excess  of  $3,000,  the  normal  tax 
should  be  deducted  and  withheld,  subject  to  authorized  ex- 
emptions claimed.  Where  a  board  of  education  for  a  school 
district  rents  property  at  an  annual  rental  exceeding  $3,000, 
such  board  of  education  is  regarded  as  a  tenant,  and  should 
withhold  the  normal  tax,  subject,  however,  to  the  exemption 
claimed.  A  lessee  paying  rent  in  excess  of  $3,000  a  year,  un- 
der a  lease  from  two  or  more  individuals,  must  make  deduc- 
tion from  all  payments  to  individuals  in  excess  of  $3,000,  un- 
less certificates  of  exemption  are  filed.  He  should  ascertain 
in  what  proportion  the  rent  is  divided  by  the  use  of  office 
Form  lOOOB,  which  may  be  adapted  and  executed  by  one  of 
the  parties  in  interest,  the  others  executing  Form  1007.  The 
withholding  should  be  made  from  the  income  of  individuals, 
and  not  from  the  aggregate  amount  paid.  The  situation  is  not 
different  if  the  lessors  are  husband  and  wife,  if  their  individ- 
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ual  interests  are  separate.  The  situation  is  not  changed  if, 
by  instruction,  the  actual  payments  of  rent  are  made  to  one 
lessor,  the  payments  to  be  distributed  by  him.  Where  notes 
are  given  in  payment  of  rent,  the  lessee's  obligation  to  with- 
hold is  not  altered.  The  lessee's  obligation  is  the  same  as  in 
the  case  of  cash  rental,  withholding  occurring  at  the  time  the 
notes  are  given,  and  not  at  maturity.  When  rental  payments 
in  excess  of  $3,000  a  year  are  payable  to  a  fiduciary,  who  fails 
or  refuses  to  file  Form  1063,  agreeing  to  act  as  the  source, 
the  beneficiaries  are  not  entitled  to  file  exemption  certificates 
directly,  the  lease  having  been  taken  from  the  fiduciary.  If 
the  fiduciary's  certificate  is  not  filed,  the  lessee  should  with- 
hold 1  per  cent,  on  the  entire  amount.  The  lessee  is  not 
presumed  to  have  knowledge  of  the  beneficiaries  unless  they 
are  parties  to  the  lease.  (Treasury  Decision  No.  2090,  De- 
cember 14,  1914.)  But  if  rented  property  is  in  the  hands 
of  an  executor,  trustee,  or  receiver,  representing  the  estate 
which  owns  it,  another  rule  comes  into  play,  and  he  will 
be  chargeable  with  the  collection  of  the  income  tax  in  the 
character  of  a  fiduciary.  On  the  relative  rights  and  duties 
of  landlords  and  tenants  with  respect  to  the  income  tax,  some 
of  the  English  cases  are  instructive.^"  Thus,  in  an  action 
to  recover  rent  in  arrear,  the  tenant  may  deduct  or  offset 
the  amount  he  has  paid  for  taxes-  due  on  the  property,  and 
presumably  also  any  sum  he  has  paid  on  account  of  the  own- 
er's income  tax.^'  But  if  the  tenant  pays  the  tax  and  omits 
to  deduct  it  in  his  next  payment  of  rent,  he  cannot  after- 
wards recover  the  amount  as  money  paid  for  the  use  of 
the  landlord.^*  Thus,  where  a  tenant  of  land,  during  a 
course  of  twelve  years,  pays  to  the.  collector  of  taxes  the 
landlord's  property  tax,  and  also  the  full  rent  as  it  becomes 
due,  to  the  landlord,  without  claiming  any  deduction  on  ac- 
count of  the  tax  so  paid,  he  cannot  recover  back  from  the 
landlord  in  an  action  against  him  any  part  of  the  tax  so  paid, 

28  See,  for  example,  Hancock  v.  Gillard,  76  Law  J.  K.  B.  20. 

27  Philips  V.  Beer,  4  Camp.  266 ;   Tinckler  v.  Prentice,  4  Taunt.  549. 

2  8  Gumming  v,  Bedborough,  15  Mees.  &  W.  438. 
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both  because  his  paying  the  full  amount  when  he  might  have 
deducted  is  a  voluntary  payment,  and  because  such  an  ar- 
rangement smacks  of  fraud  on  the  revenue  laws,  since,  if 
the  tenant  had  deducted  each  year,  as  the  law  intends,  the 
landlord  would  probably  have  raised  the  rent.'°  But  an  agree- 
ment that  if  the  tenant  will  continue  to  pay  his  rent  in  full 
without  deduction  in  respect  of  the  landlord's  tax  paid  by  him, 
the  latter  will  (at  some  future  time)  repay  to  the  tenant  all 
sums  which  he  has  paid  or  shall  pay  for  the  taxes,  is  not  in- 
valid as  being  contrary  to  the  provisions  of  the  statute.^" 

As  to  the  deduction  of  the  income  tax  from  payments  made 
as  interest,  it  is  requisite,  under  this  part  of  the  statute,  that 
the  obligation  on  which  the  interest  accrues,  should  be^  that 
of  an  individual,  as  distinguished  from  a  corporation,  and  that 
it  should  exceed  $3,000  a  year.''  Under  the  English  law. 
the  income  tax  must  be  deducted  from  payments  of  "yearly 
interest."  But  it  is  held  that  where  a  banker  makes  a  short 
term  loan,  for  anything  less  than  a  year,  the  case  does  not 
come  within  the  statute  and  the  borrower  is  not  to  deduct 
for  the  income  tax.'^  And  interest  accruing  by  force  of  law 
on  a  judgment  is  not  "yearly  interest"  from  which  the  income 
tax  is  to  be  deducted.'^  But  interest  on  a  mortgage  which  is 
calculable  by  the  year  is  "yearly  interest,"  although  it  is  pay- 
able in  a  lump  sum  at  an  uncertain  date,  as,  on  the  death  of 
the  mortgagor,  so  that  when  it  is  paid,  the  mortgagor's  ex- 
ecutor is  to  deduct  the  income  tax.^*  When  interest  is  pay- 
able on  purchase  money  on  a  sale  by  order  of  court,  the  pur- 


28  Denby  v.  Moore,  1  Barn.  &  Aid.  123. 

30  Lamb  v.  Brewster,  L.  R.  4  Q.  B.  Dlv.  607. 

3 1  As  to  the  riglit  and  duty  to  deduct  and  withhold  Income  tax 
from  money  due  as  interest  on  bonded  debt,  in  general,  see  Attorney 
General  v.  London  County  Council,  76  Law  J.  K.  B.  454. 

32  Goslings  V.  Sharpe,  L.  R.  23  Q.  B.  Div.  324,  2  Tax  Cas.  450.  In 
England,  in  respect  to  dealings  between  merchants,  discounting  bills 
and  the  like,  and  in  loans  made  for  short  periods,  the  income  tax 
is  not  deducted  by  the  ohe  having  to  make  the  payment.  Mosse  v. 
Salt,  32  Beav.  269. 

33  In  re  Cooper  [1911]  2  K.  B.  550. 

34  In  re  Craven's  Mortgage  [1907]  2  Ch.  448. 
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chaser  must  pay  the  full  purchase  money  and  interest  into 
court,  without  deduction  for  the  income  tax ;  but  he  must  ap- 
ply for  the  deduction  when  the  money  is  paid  out  of  court, 
and  such  an  application  would  ordinarily  be  granted,  although 
of  course  the  court  could  not  be  subjected  to  any  penalty  for 
not  allowing  the  deduction.'''  In  paying  a  creditor  who  has 
proved  in  an  administration  proceeding  on  a  bill  of  exchange, 
the  practice  is  to  deduct  the  income  tax  from  the  interest.'" 
A  person  who  has  omitted  to  avail  himself  of  the  privilege 
conferred  upon  him  by  the  income  tax  law  of  deducting  and 
retaining  income  tax  out  of  payments  of  yearly  interest  on 
money  which  he  makes,  may  perhaps  recover  the  amount 
which  he  should  have  deducted,  from  the  person  on  whose 
behalf  the  income  tax  was  paid,  but  he  cannot  claim  a  return 
of  such  income  tax  from  the  revenue  officers.'^ 

Royalties  are  plainly  included  in  the  comprehensive  terms 
of  the  act  of  Congress,  and  are  specially  enumerated  in  the 
Treasury  regulations  as  being  subject  to  deduction  at  the 
source.  Payments  on  such  accounts  may  be  contingent  on 
the  amount  of  sales,  business  transacted,  etc.,  but  are  "fixed 
or  determinable"  if  the  amount  is  ascertainable  by  mere  com- 
putation. In  an  English  case  it  appeared  that,  by  an  agree- 
ment between  plaintiffs  and  defendants,  the  latter  had  the  ex- 
clusive right  of  manufacturing  and  selling  articles  made  by  a 
secret  process,  and  were  to  pay  to  the  plaintiffs  for  forty  years 
eight  per  cent  on  the  gross  receipts  from  such  sales.  The 
plaintiffs  resided  abroad  and  were  foreigners,  and  before  pay- 
ing the  amount  payable  to  them  under  the  agreement,  the 
defendants  deducted  the  income  tax  payable  in  respect  of 
the  amount  due  under  the  agreement.  It  was  held  that  the 
income  tax  was  rightly  deducted.'' 

Annuities,  if  of  sufficient  amount,  are  also  made  subject 
to  taxation  at  the  source.     An  English  decision  holds  that, 

35  Holroyd  v.  Wyatt,  1  De  G.  &  Sm.  125 ;  Humble  v.  Humble,  12 
Beav.  43;    Bebb  v.  Benny,  1  Kay  &  J.  216. 

36  Dinning  v.  Henderson,  3  De  G.  &  Sm.  702. 
3  7  De  Payer  v.  King,  100  Law  T.  256. 

88  Delage  v.  Nugget  Polish  Co.,  92  Law  T.  682. 
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where  the  purchase  price  of  land  is  payable  in  several  annual 
installments,  the  debtor  is  not  to  deduct  for  income  tax,  as 
such  payments  are  not  income  at  all,  but  replacements  of 
capital ;  but  where  a  person  who  owned  real  estate,  leased  to 
a  tenant  at  a  fixed  annual  rental,  sold  the  property  to  the  ten- 
ant, no  sum  being  fixed  on  as  the  price  of  the  property,  but 
the  tenant  agreeing  to  pay  to  the  grantor  annually  during  his 
life  a  sum  equal  to  the  rent  which  he  had  been  paying,  it  was 
held  that  this  was  an  annuity,  and  one  from  which  the  in- 
come tax  should  annually  be  deducted  and  withheld.^" 

§  362.     Note  Given  for  Interest 

If  a  note  has  been  given  in  payment  of  interest,  rents,  or 
other  income  taxable  under  this  part  of  the  statute,  the  maker 
of  the  note  is  to  be  regarded  as  the  "debtor"  or  the  "source," 
and  is  under  the  duty  of  withholding  the  income  tax  from  the 
amount  thereof  on  paying  it  at  maturity.  But  if  any  person 
has  purchased  or  discounted  such  a  note,  and  has  omitted, 
in  acquiring  it  from  the  previous  holder,  to  make  a  deduction 
or  allowance  for  the  tax,  it  is  held  that  such  purchaser  can 
look  for  relief  only  to  the  person  from  whom  he  got  the  note, 
and  the  debtor,  that  is,  the  maker  of  the  note,  will  none  the 
less  be  required  to  deduct  and  withhold  the  tax  at  the  ma- 
turity of  the  note,  and  this  rule  obtains  although  there  was 
nothing  on  the  face  of  the  note  to  show  that  it  was  for  in- 
terest or  rent,  or  otherwise  as  the  case  might  be.*" 

§  363.     Foreign  Interest  and  Dividends 

In  the  case  of  interest  on  any  foreign  bonds,  that  is,  bonds 
of  any  foreign  government,  corporation,  or  individual,  and 
interest  upon  any  foreign  mortgages  and  other  like  obligations, 
and  also  dividends  from  any  foreign  corporation,  the  income 
tax  is  to  be  deducted  from  the  amount,  when  the  same  is 
paid  in  the  form  of  a  coupon,  check,  or  bill  of  exchange,  al- 
though it  does  not  exceed  $3,000.  The  deduction  is  to  be 
made  by  "any  banker  or  person  who  shall  sell  or  otherwise 

S9  Chad  wick  v.  Pearl  Life  Assur.  Co.,  74  I^w  J.  K.  B.  671. 
*o  Supra,  §  lOS. 
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realize  coupons,  checks,  or  bills  of  exchange  drawn  or  made 
in  payment  of  any  such  interest  or  dividends  (not  payable  in 
the  United  States)  and  any  person  who  shall  obtain  payment 
(not  in  the  United  States)  in  behalf  of  another  of  such  divi- 
dends and  interest  by  means  of  coupons,  checks,  or  bills  of  ex- 
change, and  also  any  dealer  in  such  coupons  who  shall  pur- 
chase the  same  for  any  dividends  or  interest  (not  payable  in 
the  United  States)  otherwise  than  from  a  banker  or  another 
dealer  in  such  coupons."  *^  But  where  interest  on  bonds  of 
a  foreign  corporation  is  payable  at  its  fiscal  agency  in  the 
United  States,  or,  at  the  option  of  the  holder,  within  or  with- 
out the  United  States,  the  collection  of  the  interest  is  treated 
as  a  domestic  transaction,  not  as  a  foreign  collection."*^  If 
the  foreign  item  is  in  the  form  of  a  check  or  a  bill  of  exchange, 
the  person  making  the  collection  and  deducting  the  income 
tax  is  required  to  indorse  or  stamp  on  it  the  words  "Income 

tax  withheld  by "  (giving  name,  address,  and  date.) 

But  if  it  is  represented  by  a  coupon,  he  shall  attach  thereto  a 
statement  identifying  the  same,  and  the  indorsement  or  stamp 
showing  the  tax  withheld  shall  be  placed  on  the  statement  in- 
stead of  on  the  coupon.*^ 

§  364.     Licenses  for  Foreign  Collections 

Persons,  firms,  and  corporations  undertaking  as  a  matter  of 
business  or  for  profit  the  collection  of  foreign  interest  or 
dividends,  such  as  described  in  the  preceding  section,  are  re- 
quired to  obtain  a  license  therefor  from  the  government. 
They  must  make  application  for  such  license  (on  Form  1017) 
without  notice  from  the  collector,  and  ignorance  of  the  law 
will  be  no  excuse  for  failure  to  obtain  a  license  or  to  observe 
the  regulations  relative  to  such  collections.  Failure  to  obtain 
the  license  or  to  comply  with  the  regulations  is  declared  to  be 
a  misdemeanor,  and  is  punishable,  for  each  offense,  by  a  fine 
not  exceeding  $5,000,  or  imprisonment  for  not  more  than 
one  year,  or  both  in  the  discretion  of  the  court.''*    "The  col- 


*i  Supra,  §  26.  *3  Supra,  §  1T2. 

*2  Supra,  §  157.  **  Supra,  §§  27,  90. 
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lector  of  internal  revenue,  on  receipt  of  such  application,  shall 
satisfy  himself  that  the  person,  firm,  or  corporation  making 
application  is  considered  to  be  of  good  character  and  business 
standing,  and  may  require  that  he  or  they  shall  be  able  to  show 
a  financial  rating  in  one  or  more  of  the  recognized  mercan- 
tile agencies  of  the  United  States,  equal  to  at  least  one-tenth 
of  the  estimated  annual  amount  of  collections  of  foreign  in- 
come as  stated  in  the  application.  The  collector  of  internal 
revenue,  having  thus  satisfied  himself  of  the  business  and 
financial  reliability  of  the  person,  firm,  or  corporation  making 
application  for  license,  may  issue  the  license  without  requiring 
a  bond  for  the  faithful  performance  of  duty  and  compliance 
with  the  law  and  regulations."  In  cases  where  the  applicant 
fails  to  satisfy  the  collector  on  these  points,  he  may  either  re- 
fuse to  issue  a  license,  or  grant  one  upon  the  filing  of  a  surety 
bond  satisfactory  to  the  Commissioner  of  Internal  Revenue  in 
a  penal  sum  equal  to  two  per  cent  of  the  estimated  amount 
of  collections  stated  in  the  application,  but  the  penal  sum  of 
such  bond  is  not  to  be  less  than  $1,000,  nor  more  than  $100,- 
000.  When  a  bond  is  required,  it  is  to  be  executed  in  dupli- 
cate and  one  filed  in  the  offige  of  the  collector  of  internal  rev- 
enue and  the  other  with  the  Commissioner  of  Internal  Reve- 
nue. For  the  form  of  the  license,  see  Form  1010.  The  li- 
cense may  be  issued  without  cost  to  the  applicant,  and  shall 
continue  in  force  until  the  1st  of  January  of  the  next  year, 
when  it  must  be  renewed  or  a  new  bond  furnished,  and  failure 
to  give  or  renew  the  bond  will  automatically  revoke  the  li- 
cense. In  cases  where  licenses  are  issued  without  a  bond,  the 
collector  shall,  at  stated  yearly  periods,  inquire  into  and  satis- 
fy himself  of  the  financial  responsibility  of  the  licensee.  When 
any  person,  firm,  or  corporation  has  branch  offices,  and  desires 
to  collect  foreign  items  through  such  branch  offices,  the  ap- 
plication for  license  or  licenses  shall  be  made  (and  bond  fur- 
nished, when  a  bond  is  required)  by  the  applicant  through  its 
principal  office  for  its  branch  offices.  And  in  such  cases  the 
bond  shall  be  based  on  the  total  amount  of  such  foreign  busi-_ 
ness  transacted  by  both  the  home  office  and  its  branch  office 
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or  offices. *°  "All  persons  licensed  shall  keep  their  records 
in  such  manner  as  to  show  from  whom  every  such  item  has 
been  received,  and  such  records  shall  be  open  at  all  times  to 
the  inspection  of  internal  revenue  officers."  *° 

§  365.     Fiduciaries 

Under  this  general  term  are  included  guardians,  trustees, 
executors,  administrators,  agents,  receivers,  conservators,  and 
all  other  persons  who  hold  in  trust  an  estate  of  another  per- 
son. These  fiduciaries  are  required  to  make  annual  income 
tax  returns  for  their  beneficiaries.*^  They  are  also  regarded 
as  the  "source"  for  purposes  of  collecting  the  income  tax 
on  such  parts  of  the  income  of  their  beneficiaries  as  are  sub- 
ject thereto,  and  are  charged  with  the  duty  of  withholding 
it  and  paying  it  over  to  the  government.  And  in  case  the 
property  of  the  estate,  or  part  of  it,  consists  of  bonds  or  simi- 
lar obligations  of  corporations,  the  fiduciary  may  file  a  notice, 
claiming  exemption  from  having  the  tax  deducted,  with  the 
debtor,  that  is,  the  debtor  corporation,  and  upon  receipt  of 
such  notice  (on  Form  1015,  revised,)  the  debtor  corporation 
will  refrain  from  withholding  any  part  of  the  interest  due  on 
such  bonds,  on  account  of  such  income  tax,  and  will  not  be 
held  liable  to  the  government  for  it.*^  Or,  as  an  alternative, 
the  fiduciary  may  file  with  the  debtor  corporation  a  different 
form  of  notice  (Form  1019,  revised,)  stating  that  it  "does 
not  now"  claim  exemption  from  deduction  of  the  income  tax, 
and  in  that  case,  the  debtor  organization  is  the  "source"  for 
the  deduction  and  withholding  of  the  tax,  and  fiduciaries  re- 
ceiving the  income  described,  with  the  tax  deducted  from 
it,  will  not  again  deduct  and  withhold  the  tax.*" 

The  Treasury  department  explains  that  the  term  "fiduciary" 
is  one  "which  applies  to  all  persons  or  corporations  that  oc- 
cupy positions  of  peculiar  confidence  toward  others,  such  as 
trustees,  executors,  or  administrators,  and  a  fiduciary,  for  in- 
come tax  purposes,  is  any  person  or  corporation  that  holds  in 


43  Supra,  §  120.  47  Supra,  §  13.  49  Supra,  §  121. 

46  Supra,  i  89.  *«  Supra,  §  118. 
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trust  an  estate  of  another  person  or  persons.  There  may  be 
a  fiduciary  relationship  between  an  agent  and  a  principal ;  but 
the  word  'agent'  does  not  denote  a  fiduciary  within  the  mean- 
ing of  the  income  tax  law."  And  whereas  the  statute  itself 
uses  the  word  "agents"  in  this  connection,  it  is  explained  that 
this  term  "does  not  relate  to  agents  not  acting  in  a  fiduciary 
capacity.  Agents  not  acting  in  a  fiduciary  capacity  have  no 
responsibility  with  reference  to  withholding  the  tax  on,  or  mak- 
ing a  return  of,  income  turned  over  to  resident  aliens  or  citi- 
zens of  the  United  States.  But  the  responsible  heads,  agents, 
or  representatives  of  nonresident  aliens  who  are  in  charge 
of  property  owned,  business  carried  on,  or  capital  invested 
within  the  United  States,  shall  make  full  and  complete  re- 
turns of  the  income  therefrom  and  pay  the  tax  thereon."  It 
is  also  ruled  that  a  fiduciary  relation  cannot  be  created  by  a 
power  of  attorney.  "A  person  cannot  by  a  power  of  attorney 
delegate  to  another  a  duty  which  he  himself  could  not  per- 
form, and  inasmuch  as  an  individual  cannot  relieve  a  with- 
holding agent  from  the  withholding  requirements  of  the  in- 
come tax  law  by  filing  Form  1015,  a  person  holding  a  power 
of  attorney  from  another  is  without  authority  to  file  this  cer- 
tificate as  a  fiduciary.  However,  for  income  tax  purposes,  he 
is  authorized  to  file  any  certificate  which  his  principal,  as  such, 
would  be  entitled  to  file."  (Treasury  Decision  No.  2090,  De- 
cember 14,  1914.) 

§  366.     Kinds  of  Income  Not  Taxable  at  Source 

The  following  varieties  of  income  have  been  specified  by  the 
Treasury  department  as  not  subject  to  the  process  of  deduct- 
ing and  withholding  the  income  tax  at  the  source  of  payment, 
although  most  of  them  are  not  subject  to  the  tax  at  all,  under 
the  provisions  of  the  statute: 

1.  Dividends  on  the  capital  stock  or  from  the  net  earn- 
ings of  corporations.  These,  it  will  be  remembered,  are  not 
taxable  at  all,  unless  the  total  income  (including  them),  is 
large  enough  to  be  subject  to  the  surtax,  and  the  provision  for 
collection  at  the  source  does  not  apply  to  the  surtax. 

2.  Proceeds  of  life  insurance  policies  paid  upon  the  death 
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of  the  assured,  or  payments  made  by  or  credited  to  the  as- 
sured on  life  insurance,  endowment,  or  annuity  contracts, 
upon  the  return  thereof  to  the  insured  at  the  maturity  of  the 
term  mentioned  in  the  contract,  or  upon  the  surrender  of  the 
contract. 

3.  Income  of  an  individual  which  is  not  fixed  or  certain,  or 
payable  at  stated  periods,  or  is  indefinite  or  irregular  as  to 
amount  or  time  of  accrual.     (See  the  next  section.) 

4.  The  value  of  property  acquired  by  gift,  bequest,  devise, 
or  descent. 

5.  Interest  upon  the  obligations  of  a  state,  or  any  political 
subdivision  thereof,  and  upon  the  obligations  of  the  United 
States  or  its  possessions. 

6.  Certain  salaries,  including  that  of  the  present  President 
of  the  United  States  during  the  term  for  which  he  has  been 
elected,  that  of  the  judges  of  the  federal  courts  now  in  office, 
"and  the  compensation  of  all  officers  and  employees  of  a  state 
or  any  political  subdivision  thereof,  except  when  such  com- 
pensation is  paid  by  the  United  States  government."  °°  And 
to  the  foregoing  should  be  added: 

7.  Interest  on  bank  deposits  or  certificates  of  deposit. ^^ 

8.  Interest  represented  by  coupons  or  registered  interest 
on  the  obligations  of  corporations  which  matured  and  were 
payable  before  March  1,  1913,  though  presented  for  payment 
at  a  later  date.°^ 

§  367.     Indeterminate,  Non-Periodical,  or  Fluctuating  In- 
come 

So  much  of  a  person's  income  as  is  not  fixed  or  certain, 
and  not  payable  at  stated  periods,  or  is  indefinite  or  irregular 
as  to  the  amount  or  the  time  of  accrual,  is  not  subject  to  have 
the  income  tax  withheld  at  the  source,  though  it  must  be 
listed  in  the  annual  return  of  the  individual.  The  treasury 
department  rules  that  "incomes  derived  from  the  following 
professions  and  vocations  come  under  this  head:  Agents 
compensated  on  the  commission  basis,  lawyers,  doctors,  au- 

0  0  Supra,  §  97.  »!  Supra,  §  110.  i>2  Supra,  §  84. 
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thors,  inventors,  and  other  professional  persons  whose  income 
is  irregular  and  indefinite.  Such  persons  shall  make  personal 
return  of  all  their  income,  provided  their  total  net  income  from 
all  sources  is  $3,000  or  over.  For  example,  when  a  lawyer 
receives  a  retainer  of  $5,000  as  a  special  fee,  a  deduction 
therefrom  shall  not  be  made  by  the  payer ;  but  when  a  lawyer 
receives  a  retainer  of  $5,000  per  annum,  and  the  exemption 
claimed  is  $3,000,  $2,000  of  such  income  would  be  taxed  and 
the  tax  retained  at  the  source,  or  if  his  exemption  claimed 
should  be  $4,000,  then  $1,000  of  such  income  would  be  taxed 
and  the  tax  thereon  withheld  at  the  source."  '"' 

§  368.     Income  of  Partnerships  and  Corporations 

Partnerships  as  such  are  not  subject  to  the  income  tax  un- 
der the  act  of  Congress  of  1913,  are  not  required  to  make  re- 
turns, unless  specially  called  for,  and  are  not  subject  to  have 
any  part  of  their  income  deducted  at  the  source.  But  the 
Treasury  department  requires  them  to  make  proof  of  their 
exempt  character,  by  filing  a  certificate  of  ownership  (Form 
1003)  with  coupons  or  interest  orders  from  corporate  bonds, 
signed  either  in  the  firm's  name  by  one  member  of  the  part- 
nership or  by  each  individual  member  of  the  firm,  and  when 
this  is  done,  the  tax  will  not  be  withheld  by  the  debtor  corpo- 
ration with  respect  to  the  income  represented  by  such  coupons 
or  orders. °*  Also  a  form  of  exemption  certificate  (Form 
1063)  has  been  provided  for  the  use  of  firms  and  organiza- 
tions claiming  exemption  from  withholding  at  the  source  on 
income  other  than  that  derived  from  corporate  bonds. °^  And 
these  provisions  have  been  extended  to  embrace  foreign  part- 
nerships composed  entirely  of  non-resident  aliens,  who  are 


03  Supra,  §  97.  As  to  officers  and  enlisted  men  In  the  army  and 
navy,  Congress  has  clearly  specified  the  conditions  under  which  they 
are  entitled  to  foreign  service  pay,  aids'  pay,  and  pay  for  certificate 
of  merit,  and  such  items  of  income  are  considered  as  fixed  and  de- 
terminable and  subject  to  the  withholding  provisions  of  the  income 
tax  law.    Treasury  Decision  No.  2090,  December  14,  1914. 

Bi  Supra,  §§  92,  145. 

B6  Supra,  §  162. 
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to  use  the  certificate  and  notice  of  ownership  provided  in  Form 
1016,  and  to  cover  the  case  of  a  foreign  partnership  some 
part  of  whose  members  are  citizens  of  the  United  States  or 
foreigners  residing  in  the  United  States  or  its  possessions. 
Partnerships  of  the  latter  class  are  to  use  Form  1014. 

Corporations  of  all  kinds,  whether  subject  to  the  income  tax 
or  exempt  from  it,  are  not  within  the  terms  of  the  statute  re- 
lating to  collection  and  deduction  at  the  source.  But  when 
collecting  interest  on  the  bonds  of  other  corporations,  repre- 
sented by  coupons  or  interest  orders,  they  are  required  to  ac- 
company the  same  by  certificates  of  ownership  (Form  1001), 
in  order  to  establish  their  right  to  receive  payment  of  the 
whole  amount  without  deduction  for  the  tax.^° 

§  369.     Interest  on  Bank  Deposits 

By  a  regulation  of  the  Treasury  department,  "banks,  bank- 
ers, trust  companies,  and  other  banking  institutions  receiving 
deposits  of  money  are  not  required  to  withhold  at  the  source 
the  normal  income  tax  of  one  per  cent  on  the  interest  paid, 
or  accrued  or  accruing,  to  depositors,  whether  on  open  ac- 
counts or  on  certificates  of  deposit;  but  all  such  interest, 
whether  paid,  or  accrued  and  not  paid,  must  be  included  in 
his  tax  return  by  the  person  or  persons  entitled  to  receive 
such  interest,  whether  on  open  account  or  on  certificate  of 
deposit."  " 

§  370.     Claiming  Exemptions  and  Deductions 

Any  person  subject  to  the  normal  income  tax,  the  amount  of 
which  is  withheld  or  is  to  be  withheld  at  the  source,  on  the 
whole  or  a  part  of  his  income,  who  wishes  to  avail  himself 
of  the  specific  exemption  of  $3,000  or  $4,000  provided  by 
the  act,  may  secure  it  by  filing  with  the  withholding  agent,  not 
later  than  thirty  days  prior  to  the  day  on  which  the  return  on 
his  income  is  due,  a  notice  in  writing  (which  need  not  be  in 
the  form  of  an  affidavit)  to  the  effect  that  he  claims  the  ben- 

so  Supra,  §  81.  »'  Supra,  §  110. 

(566a) 


§  370  INCOME  TAXATION  (Ch.  14 

efit  of  the  exemption  provided,  to  an  amount  stated,  giving 
also  the  total  amount  of  the  exemption  to  which  he  is  entitled, 
and  his  name,  address,  and  the  date."*  The  proper  form  to 
use  for  this  purpose  is  Form  1007,  revised.  Also  a  form 
has  been  provided  (Form  1008)  by  which  a  person  so  situated 
may  claim  and  secure  the  benefit  of  the  deductions  which 
the  statute  allows  for  expenses,  taxes,  interest  paid,  bad  debts, 
etc.^*  This  notice  (not  under  oath)  is  addressed  to  the  with- 
holding agent,  and  sets  forth  the  total  amount  of  the  person's 
income  from  "all  other  sources  whatever"  and  an  itemized 
list  of  the  several  deductions  claimed  with  the  amount  of 
each.  As  an  alternative  to  this  course,  the  taxable  person  is 
permitted  to  file  his  claim  for  deductions  with  the  proper 
collector  of  internal  revenue,  and  in  that  case  it  is  provided 
that  "the  collector  will  immediately  furnish  the  withholding 
agent  (whose  name  and  address  must  be  shown  on  Form  1008) 
with  a  statement  of  the  amount  of  deductions  claimed,  and 
said  withholding  agent  shall  not  withhold  and  pay  the  normal 
tax  to  the  extent  of  the  deductions  claimed  as  per  said  list."  "'° 
It  is  further  directed  that  "withholding  agents  should  not 
file  their  annual  returns  until  after  the  expiration  of  the  time 
allowed  persons  to  file  claims  for  exemptions  and  deductions, 
and  if  claims  for  deductions  are  filed  with  the  collector  in 
the  required  time,  yet  not  in  sufficient  time  to  have  the  adjust- 
ment made  by  the  withholding  agent,  the  collector  will  make 
the  adjustment  on  the  withholding  agent's  return,  and  in  re- 
porting such  withholding  agent  for  assessment  will  make  al- 
es Supra,  §§  23,  99.  A  landlord  in  receipt  of  annual  rent  from  a 
tenant  in  excess  of  $3,000  may,  at  the  time  the  amount  of  rental  pay- 
ments aggregates  $3,000,  file  with  the  tenant  a  claim  for  exemption 
under  paragraph  C  of  the  income  tax  law  (supra,  §  10)  on  Form 
1007,  revised.  He  may  also,  after  December  31  of  the  taxable  year, 
file  with  the  tenant,  or  with  the  collector  of  internal  revenue,  a  claim 
for  deductions  under  paragraph  B  (supra,  §  7)  on  Form  1008,  re- 
vised. Treasury  Decision  No.  2090,  December  14,  1914. 
5  8  Supra,  §  103. 

80  Internal  (Revenue  Kegulations  No.  33,   art.  33,  supra,  §  176, 
art.  33. 
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lowance  for  the  amount  of  such  deductions  claimed.  Notice 
of  such  adjustment  however,  must  be  furnished  the  with- 
holding agent."  °^  If  any  person,  for  the  purpose  of  obtain- 
ing any  allowance  or  reduction  by  virtue  of  a  claim  for  such 
exemption,  either  for  himself  or  for  any  other  person,  shall 
knowingly  make  any  false  statement  or  false  or  fraudulent 
representation,  he  shall  be  liable  to  a  penalty  of  $300,  as  the 
statute  provides."^ 

If  a  taxable  person  whose  income  tax  is  thus  deducted  and 
withheld  omits  to  make  his  claim  for  exemption  and  deduc- 
tions, in  the  manner  thus  provided,  the  tax  collected  in  excess 
of  that  for  which  he  was  legally  liable  can  only  be  remitted 
on  presentation  of  a  claim  for  refund  under  Rev.  Stat.  § 
3220  (Comp.  St.  1913,  §  5944)  which  claim  may  be  made  ei- 
ther by  the  withholding  agent  against  whom  the  assessment 
was  made,  or  by  the  person  on  account  of  whom  such  taxes 
were  withheld.^'' 

§  371.     Same;    Persons  Under  Disabilities  or  Absent 

If  the  person  whose  tax  is  withheld  at  the  source  is  un- 
able to  make  the  return  of  deductions  claimed  and  the  claim 
for  exemptions  mentioned  in  the  preceding  section — ^that  is 
to  say,  if  he  is  a  minor  or  an  insane  person,  or  is  absent  from 
the  United  States,  or  is  disabled  by  serious  illness — then  the 
return  and  application  may  be  made  for  him  by  the  person 
required  to  withhold  and  pay  the  tax.  The  latter,  in  so  doing, 
will  append  an  affidavit  to  the  certificate  (Form  1009),  under 
the  penalties  of  the  act,  that  he  has  sufficient  knowledge  of 
the  affairs  and  property  of  his  beneficiary  to  enable  him  to 
make  a  full  and  complete  return  for  him,  and  that  the  return 
and  application  made  by  him  are  full  and  complete."* 


81  Internal  Revenue  Regulations  No.  33,  art.  33,  supra,  §  176,  art. 
33.    And  see,  supra,  §  150. 

82  Supra,  §§  23,  91. 

83  Internal   Revenue  Regulations  No.  33,  art.  33,   supra,  §  176, 
art.  33. 

6i  Supra,  §§  24,  106. 
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§  372.     Deducting  Source  Collections  from  Personal  Re- 
turns 

Each  taxable  person,  making  his  own  return,  is  entitled  to 
deduct  from  his  total  income  as  shown  thereon  "the  amount 
of  income  the  tax  upon  which  has  been  paid  or  withheld  for 
payment  at  the  source  of  the  income,  provided,  that  whenever 
the  tax  upon  the  income  of  a  person  is  required  to  be  with- 
held and  paid  at  the  source  as  herein  required,  if  such  an- 
nual income  does  not  exceed  the  sum  of  $3,000,  or  is  not 
fixed  or  certain,  or  is  indefinite  or  irregular  as  to  amount  or 
time  of  accrual,  the  same  shall  not  be  deducted  in  the  personal 
return  of  such  person."  "^ 

§  3%3.     Personal    Liability    of    Debtors    or    Withholding 
Agents 

Persons,  firms,  and  corporations  having  the  control,  receipt, 
custody,  disposal,  or  payment  of  interest,  rent,  salaries,  wages, 
premiums,  annuities,  compensation,  remuneration,  emoluments, 
or  other  fixed  or  determinable  annual  gains,  profits,  and  in- 
come of  another  person,  exceeding  $3,000  for  any  taxable 
year,  other  than  dividends  on  corporate  stock,  are  not  only 
required  to  deduct  and  withhold  from  payments  so  to  be  made 
a  sum  sufficient  to  pay  the  normal  income  tax,  and  pay  over 
the  same  to  the  proper  federal  officers,  but  they  are  also  made 
personally  liable  for  the  tax  so  to  be  paid  by  them  for  others."" 
This  clause  of  the  act  has  not  yet  been  construed  by  the  courts, 
but  it  seems  probable  that  the  intention  was  not  merely  to 
make  withholding  agents  debtors  to  the  government  for  the 
amount  of  taxes  they  should  collect,  but  also  to  impose  upon 
them  the  statutory  penalties  for  delinquency.  It  will  be  ob- 
served that  this  clause  of  the  statute  does  not  apply  to  persons 
engaged  in  the  business  of  collecting  foreign  interest  or  divi- 
dends, who  are  required  (in  proper  cases)  to  deduct  and  pay 
over  the  tax  thereon.  But  these  persons  are  made  "subject 
to  regulations  enabling  the  government  to  ascertain  and  verify 
the  due  withholding  of  the  income  tax  required  to  be  withheld 

«5  Supra,  §  7.  ««  Supra,  §  22, 
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and  paid,"  and  "any  person  who  shall  undertake  to  collect 
such  payments  without  having  obtained  a  license  therefor,  or 
without  complying  with  such  regulations,  shall  be  deemed 
guilty  of  a  misdemeanor,"  and  may  be  very  heavily  fined  and 
even  imprisoned."'  Again,  the  provision  for  personal  liability, 
above  mentioned,  apparently  does  not  apply  to  the  case  of 
corporations  required  to  deduct  and  withhold  the  income  tax 
from  payments  of  interest  on  their  bonds.  But  undoubtedly 
they  become  debtors  to  the  government  for  the  amount  they 
are  required  to  withhold  and  pay  over,  and  on  general  princi- 
ples of  law,  their  liability  is  not  that  of  an  ordinary  debtor, 
but  that  of  a  tax  debtor,  which  may  be  enforced  by  the  pro- 
cesses appropriate  for  the  collection  of  taxes.  Thus,  in  Eng- 
land, it  is  held  that  if  official  liquidators,  such  as  receivers, 
trustees  in  bankruptcy,  or  assignees  for  creditors,  pay  away 
all  the  assets  of  the  corporation  or  estate  without  making  pro- 
vision for  a  debt  due  to  the  government  in  respect  to  the 
income  tax,  they  are  guilty  of  misapplying  the  assets,  and  are 
personally  responsible  for  the  debt,  and  payment  of  it  may  be 
enforced  by  attachment.***  So,  in  a  case  arising  under  the 
earlier  income  tax  laws  of  this  country,  where  a  railroad  com- 
pany paid  to  the  holders  of  its  bonds  the  entire  amount  of 
semi-annual  interest  accruing  thereon  for  a  certain  half-yearly 
period,  it  was  held  that  the  internal  revenue  officers  rightly 
assessed  against  the  company  itself  a  tax  upon  the  amount 
so  paid  equal  to  the  amount  of  the  income  tax  thereon."^ 

§  374.  Exempt  Corpbrations  Not  Required  to  Act  as  With- 
holding Agents 
Those  various  classes  of  corporations  or  associations  which 
are  specifically  exempted  from  the  operation  of  the  income  tax 
law,  are  exempted  not  only  from  the  payment  of  the  tax  on 
their  own  incomes,  but  also  from  every  obligation  or  require- 
ment imposed  by  any  part  of  the  income  tax  law.    Hence  they 

6  7  Supra,  §  27. 

6  8  In  re  Watchmakers'  Alliance,  5  Tax  Cas.  117. 
6  9  Lake  Shore  &  M.  S.  R.  Co.  v.  Rose,  95  U.  S.  78,  24  L.  Ed.  376. 
And  see  Stockdale  v.  Insurance  Co.,  20  Wall.  323,  22  L.  Ed.  348. 

(569) 


§  374  INCOME  TAXATION  (Ch.  14 

are  not  required  to  act  or  perform  any  duty  as  withholding 
agents/"  Hence,  for  example,  a  religious  society  paying  a 
salary  to  its  minister,  or  a  college  paying  a  salary  to  its  presi- 
dent or  a  professor,  in  excess  of  $3,000  per  annum,  is  not 
required  to  make  any  deduction  on  account  of  the  income  tax, 
and  is  under  no  responsibility  to  the  government  in  regard 
thereto,  although  a  non-exempt  corporation  would  be  required 
to  deduct  and  pay  over  the  tax  in  the  same  circumstances. 

TO  See,  supra,  §  151.  But  the  owner  of  bonds  issued  by  such  an 
exempt  corporation  is  not  relieved  from  the  necessity  of  filing  a  cer- 
tificate of  ownership  with  coupons  detached  from  such  bonds,  when 
presenting  the  same  to  a  bank  or  o(;her  collecting  agency  for  collec- 
tion. And  while  the  corporation,  as  a  source  of  income,  is  under  no 
obligation  to  withhold  the  tax  in  cases  where  no  exemption  is 
claimed,  it  should,  nevertheless,  forward,  with  a  letter  of  transmittal, 
such  certificates  as  are  received  by  it,  to  the  collector  of  internal 
revenue  for  its  district  on  or  before  the  twentieth  day  of  the  mouth 
next  succeeding  that  in  which  the  said  certificates  were  received. 
No  particular  form  of  certificate  has  been  prescribed  for  presentation 
with  coupons  detached  from  the  bonds  of  exempt  organizations,  but 
certificates  in  the  usual  form,  claiming  or  not  claiming  exemption, 
may  be  used.  Where  such  organizations  have  an  issue  of  registered 
bonds,  they  should,  before  sending  out  checks  issued  in  payment  of 
registered  interest,  stamp  or  write  across  the  face  of  such  check 
"Corporation  exempt  under  paragraph  G  from  withholding;"  oth- 
erwise the  first  bank  or  collecting  agent  would  deduct  and  withhold 
the  normal  tax  therefrom.  Treasury  Decision  No.  2090,  December 
14,  1914. 
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387.  Remission  of  Penalties. 

§  375.     Statutory  Provisions 

As  a  general  rule,  the  income  tax  laws  make  no  specific 
provision  for  the  refund  or  recovery  of  taxes  illegally  exacted 
or  assessed  to  an  excessive  amount,  the  rights  and  remedies 
of  the  taxpayer  in  these  cases  being  governed  by  the  ordinary 
rules  of  law  applicable  in  matters  of  taxation.  In  Wisconsin, 
however,  there  is  a  provision  applicable  to  corporations  only, 
which  permits  a  company  which  is  dissatisfied  with  the  assess- 
ment of  its  income  by  the  state  tax  commission  to  bring  an 
action  against  the  state  for  the  recovery  of  so  much  of  the 
tax  paid  by  it  as  is  in  excess  of  the  amount  which  it  admits 
to  have  been  legally  chargeable  upon  it.  This  action  must  be 
brought  in  the  circuit  court  of  Dane  county,  within  six  months 
after  the  payment  of  the  tax,  and  must  be  based  on  a  petition 
alleging  facts  showing  substantial  injustice  in  the  determina- 
tion of  the  tax  commission.^     The  act  of  Congress  of  1913 

1  Wisconsin  Income  Tax  Law  1911,  §  1087m,  subd.  13 ;  Laws  Wis. 
1903,  c.  315,  §  20,  as  amended  by  Laws  Wis.  1905,  c.  216,  §  5.  But 
see  Montreal  Mining  Co.  v.  State,  155  Wis.  245,  144  N.  W.  195,  hold- 
ing tbat  the  income  tax  law  does  not  authorize  an  action  by  a  corpo- 
ration against  the  state  to  recover  income  taxes  unlawfully  levied 
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likewise  provides  that  "all  administrative,  special,  and  general 
provisions  of  law,  including  the  laws  in  relation  to  the  assess- 
ment, remission,  collection,  and  refund  of  internal  revenue 
taxes  not  heretofore  specifically  repealed  and  not  inconsistent 
with  the  provisions  of  this  section,  are  hereby  extended  and 
made  applicable  to  all  the  provisions  of  this  section  and  to  the 
tax  herein  imposed."  ^ 

§  376.     Abatement  and  Refund  by  Commissioner  of  Inter- 
nal Revenue 

The  general  laws  applicable  to  the  collection  of  United 
States  internal  revenue  taxes  contain  a  provision  (not  repealed 
by  the  act  of  Congress  of  1913)  under  which  a  taxpayer  may 
obtain  a  refund  of  taxes  which  he  should  not  have  been  re- 
quired to  pay,  without  the  necessity  of  an  action  at  law.  This 
section  reads  as  follows:  "The  Commissioner  of  Internal 
Revenue,  subject  to  regulations  prescribed  by  the  Secretary 
of  the  Treasury,  is  authorized,  on  appeal  to  him  made,  to 
remit,  refund,  and  pay  back  all  taxes  erroneously  or  illegally- 
assessed  or  collected,  all  penalties  collected  without  authority, 
and  all  taxes  that  appear  to  be  unjustly  assessed  or  excessive 
in  amount,  or  in  any  manner  wrongfully  collected.  Provided, 
that  where  a  second  assessment  is  made  in  case  of  a  list, 
statement,  or  return  which,  in  the  opinion  of  the  collector  or 
deputy  collector,  was  false  or  fraudulent,  or  contained  any 
understatement  or  undervaluation,  such  assessment  shall  not 
be  remitted,  nor  shall  taxes  collected  under  such  assessment 
be  refunded  or  paid  back,  unless  it  is  proved  that  said  list, 
statement,  or  return  was  not  false  or  fraudulent,  and  did  not 
contain  any  understatement  or  undervaluation."  ' 

This  statute  is  held  by  the  Treasury  department  to  be  appli- 

and,  paid,  the  remedy  being  that  provided  for  the  cancellation  of 
illegal  taxes  on  personal  property,  and  the  refunding  of  moneys 
paid  thereon,  conferred  by  Stat.  1913,  §  1164,  as  amended  by  Laws 
1913,  c.  478,  made  applicable  to  income  taxes  by  chapter  27. 

2  Supra,  §  68.  Those  provisions  of  the  Revised  Statutes  which 
relate  to  the  assessment  and  collection  of  internal  revenue  taxes 
are  printed  in  full  in  the  Appendix  to  this  volume. 

3  Kev.  Stat.  U.  S.,  §  3220  (Comp.  St.  1913,  §  5944). 
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cable  to  the  case  of  income  taxes,  and  as  authorizing  either  a 
claim  for  the  abatement  of  an  income  tax  alleged  to  have  been 
erroneously  assessed  or  to  be  excessive  in  amount,  which  may 
be  filed  before  payment  and  before  any  steps  are  taken  to  col- 
lect it,  or  an  application,  after  the  tax  has  been  paid,  for  the 
refunding  of  so  much  of  it  as  is  claimed  to  be  excessive  or 
illegal ;  and  a  claim  for  abatement  may  be  made  either  by  the 
withholding  agent  against  whom  the  assessment  was  made  or 
by  the  person  on  account  of  whom  the  taxes  were  withheld.* 
These  two  remedies  should  not  be  confused.  The  Treasury 
department  has  prescribed  an  official  form  and  procedure  for 
an  application  for  abatement,  and  a  different  form  and  proce- 
dure for  an  application  for  refund,  and  these  regulations  have 
the  force  of  law  and  must  be  followed  by  the  applicant.^  Also 
the  burden  is  on  him  to  produce  satisfactory  and  sufficient 
evidence  in  support  of  his  claim." 

The  authority  thus  conferred  on  the  Commissioner  to  allow 
a  refund  of  a  tax  is  exclusive,'  and  in  exercising  it  he  acts 
judicially.  While  he  will  naturally  defer  to  any  decisions  of 
the  courts  applicable  to  the  questions  of  law  involved,  he  is 
not  bound  by  the  decision  of  any  other  administrative  officer. 
Even  three  adverse  decisions  by  successive  Secretaries  of  the 
Treasury  will  not  prevent  the  Commissioner  from  taking  up 
and  allowing  a  claim  for  the  refund  of  taxes.*  Nor  can  he  be 
constrained  by  mandamus  to  grant  the  refund  demanded.  In 
any  case  where  a  federal  officer  has  a  discretion  as  to  the 
refunding  of  money  collected  from  a  citizen  or  claimed  to  be 
due  him  from  the  government,  or  a  quasi- judicial  duty  to  per- 
form in  respect  to  ascertaining  or  settling  the  amount,  his  ac- 
tion cannot  be  controlled  by  the  writ  of  mandamus.'     His 

*  Internal  Revenue  Regulations  No.  33,  art.  33,  supra,  §  179,  art.  33. 

5  Hastings  v.  Herold,  184  Fed.  759. 

0  Treasury  Decisions  No.  1859. 
.    7  Boehm  v.  United  States,  21  Ct.  01.  290. 

8  Sybrandt  v.  United  States,  19  Ct.  CI.  461. 

»  Kendall  v.  Stokes,  3  How.  87,  11  L.  Ed.  506 ;  Decatur  v.  Pauld- 
ing, 14  Pet.  497,  10  L.  Ed.  559 ;  Graham  v.  Norton,  15  Wall.  427,  21 
L.  Ed.  177. 
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decision  on  such  a  claim  is  in  the  nature  of  an  award,  and 
there  is  no  appeal  from  it.^"  But  the  determination  of  the 
Commissioner  rests  within  his  own  control  so  long  as  the 
sum  which  he  has  ordered  refunded  has  not  been  paid  by  the 
government  and  no  suit  has  been  brought  for  its  recovery. 
Until  one  or  the  other  of  these  steps  has  been  taken,  he  has 
power  to  reconsider  his  award  and  to  revoke  it,^^  and  it  seems 
that  this  step  may  also  be  taken,  in  the  same  circurhstances, 
by  the  successor  in  office  of  the  Commissioner  who  made  the 
award.  ^^  But  in  any  case  where  the  departmental  regulations 
require  the  Commissioner  to  transmit  the  claim,  with  his  find- 
ings thereon,  to  the  Secretary  of  the  Treasury  for  the  latter's 
consideration  and  advisement,  the  award  does  not  become  final 
until  this  step  has  been  taken.^^ 

It  should  be  repeated  that  the  allowance  of  a  claim  for 
refund  by  the  Commissioner  of  Internal  Revenue  is  not  the 
simple  passing  of  an  ordinary  claim  by  an  ordinary  account- 
ing officer,  but  is  in  the  nature  of  an  adjudication,  on  which  an 
action  may  be  maintained,  and  it  is  conclusive  unless  impeach- 
ed by  the  United  States  in  some  appropriate  form.^*  It  may 
be  so  impeached  for  fraud  or  mistake,^"  or  for  want  of  juris- 
diction or  exceeding  his  jurisdiction,^"  but  not  for  error  in  the 
determination  of  any  fact  which  it  was  his  duty  to  determine, 
as,  for  instance,  whether  the  claim  was  presented  to  him  in 
due  time.^^  And  his  decision  is  absolutely  binding  on  the 
accounting  and  disbursing  officers  of  the  Treasury.  They 
cannot  question  it  or  refuse  payment  of  it  on  any  ground 
whatever,  and  the  claimant  is  not  obliged  to  follow  the  award 
through  the  Treasury  or  satisfy  other  officials  of  its  correct- 

10  First  Nat.  Bank  of  Greencastle  v.  United  States,  15  Ct.  CI.  228. 

11  Eidgway  v.  United  States,  18  Ct.  CI.  707. 

12  Btotesbury  v.  United  States,  23  Ct.  CI.  285. 

13  Stotesbury  v.  United  States,  146  U.  S.  196,  13  Sup.  Ct.  1,  36 
li.  Ed.  940;    Dupasseur  v.  United  States,  19  Ct.  Ct  1. 

1*  United  States  v.  Kaufman,  96  U.  S.  567,  24  L.  Ed.  792;  Edison 
Electric  Illuminating  Co.  v.  United  States,  38  Ct.  CI.  208. 

IS  Edison  Electric  Illuminating  Co.  v.  United  States,  38  Ct.  CI.  208. 

le  Seat  v.  United  States,  18  Ct.  CI.  458. 

1'  First  Nat  Bank  of  Greencastle  v.  United  States,  15  Ct.  CI.  225. 
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ness.^'  The  award  of  a  refund  establishes  a  liability  on  the 
part  of  the  government  upon  which  an  action  may  be  main- 
tained in  the  Court  of  Claims.^' 

§  377.     Suit  for  Recovery  of  Taxes  Paid 

The  general  provisions  of  the  United  States  internal  revenue 
laws  do  not  explicitly  authorize  the  maintenance  of  a  suit  for 
the  recovery  back  of  internal  revenue  taxes  when  illegally  or 
improperly  exacted,  but  they  do  so  by  clear  and  necessary 
implication.  For  they  provide  for  the  reimbursement  of  a 
collector  for  "sums  of  money  recovered  against  him  in  any 
court  for  any  internal  taxes  collected  by  him;"  prescribe  the 
burden  of  proof  in  suits  for  the  recovery  of  taxes  assessed 
after  the  rendering  of  an  alleged  false  return ;  forbid  the  main- 
tenance of  such  a  suit  until  after  an  appeal  shall  have  been 
taken  to  the  Commissioner  of  Internal  Revenue ;  and  set  up  a 
limitation  of  two  years  against  "any  suit  or  proceeding  for  the 
recovery  of  any  internal  tax."  '"*  Accordingly  it  is  well  settled 
by  the  decisions  of  the  courts  that  an  action  at  law  may  be 
maintained  for  the  recovery  back  of  any  sum  claimed  to  have 
been  illegally  exacted  and  collected  by  the  revenue  officers  in 
payment  of  an  internal  revenue  tax.''^  But  no  such  suit  lay 
at  common  law.  The  right  to  maintain  it  can  only  be  deduced 
from  and  supported  by  the  laws  of  the  United  States.  And 
hence  it  can  only  be  maintained  under  and  in  strict  pursuance 
of  those  statutes,  and  only  after  full  compliance  with  any  pro- 
is  Bamett  V.  United  States,  16  Ct.  CI.  515;  Woolner  v.  United 
States,  13  Ct.  CI.  355;  First  Nat.  Bank  of  Greencastle  v.  United 
States,  15  Ct.  CI.  225. 

19  City  of  Louisville  v.  United  States,  31  Ct.  CI.  1 ;  Boehm  t. 
United  States,  21  Ct.  CI.  290;  Edison  Electric  Illuminating  Co.  v. 
United  States,  38  Ct.  CI.  208. 

2  0  Rev.  Stat.  U.  S.,  §§  3220,  3225,  3226,  3227  (Comp.  St.  1913,  §§ 
5944,  5948,  5949,  5950).  And  see  Hastings  v.  Herold,  184  Fed.  759; 
United  States  v.  Barnes,  222  U.  S.  513,  32  Sup.  Ct.  117,  56  L.  Ed.  291. 
21  Kentucky  Improvement  Co.  v.  Slack,  100  U.  S.  648,  25  L.  Ed.  609; 
Atchison,  T.  &  S.  F.  Ry.  Co.  v.  O'Connor,  223  U.  S.  280,  32  Sup. 
Ct.  216,  56  L.  Ed.  436,  Ann.  Cas.  1913C,  1050;  United  States  v. 
Shipley,  197  Fed.  265,  116  O.  C.  A.  627;  Straus  v.  Abrast  Realty 
Co.,  200  Fed.  327 ;  Seabrook  v.  United  States,  21  Ct.  CI.  39. 
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visions  of  the  law  which  are  made  conditions  precedent  to 
the  award  of  relief  to  the  taxpayer. ^^  Thus,  if  the  law  re- 
quires a  return  to  be  made  for  the  purposes  of  taxation,  it 
has  been  held  that  an  action  cannot  be  maintained  by  one  who 
has  made  no  return.^^  But  probably  this  rule  must  be  modi- 
fied in  the  case  of  income  taxes,  for  otherwise  it  might  result 
in  denying  any  relief  to  a  taxpayer  objecting  to  the  demand  for 
payment  of  an  income  tax  precisely  on  the  ground  that  his 
income  was  of  such  a  character  or  amount  that  he  was  not 
required  to  make  any  return. 

As  to  the  ground  of  such  an  action,  in  the  first  place  it  is 
held  that  the  collection  of  a  tax  which  was  not  due  or  which 
was  excessive  is  not  the  commission  of  a  tort  by  the  collecting 
officer,  but  is  a  taking  of  private  property  for  public  use  with- 
out just  compensation,  which  places  upon  the  government  a 
quasi  contractual  obligation  to  refund  the  amount  collected,  or 
the  excess,  as  the  case  may  be,  which  obligation  should  be  dis- 
charged by  the  revenue  officers  on  proper  application  to  them, 
but  if  they  will  not  repay  the  sum  claimed,  or  contend  that 
they  have  no  warrant  in  law  to  do  so,  then  the  obligation  rest- 
ing upon  the  government  may  be  enforced  by  the  judgment  of 
a  court.^*  Or,  in  some  cases,  the  action  may  be  maintained  as 
for  the  recovery  of  money  paid  under  a  mistake  of  fact.^° 
The  right  of  action  is  not  restricted  to  cases  where  the  plaintiff 
denies  his  liability  to  the  payment  of  any  tax  at  all,  but  where 
the  revenue  officers  increase  the  amount  of  an  assessment  on 
the  ground  of  fraud  or  omission  in  the  return,  a  suit  may  be 
brought  to  recover  back  what  they  are  alleged  to  have  wrong- 
fully collected  in  consequence  of  the  increased  assessment.^' 

2  2  Hastings  v.  Herold,  184  Fed.  759;  United  States  v.  Barnes,  222 
U.  S.  513,  32  Sup.  Ct.  117,  56  L.  Ed.  291. 

23  Goldsmith  v.  Augusta  &  S.  R.  Co.,  62  Ga.  468. 

2  4  Armour  v.  Roberts,  151  Fed.  846. 

25  Kahn  v.  Herold,  147  Fed.  575. 

2  8  United  States  v.  Hodson,  Fed.  Gas.  No.  15,376.  As  to  the  au- 
thority of  the  collector  to  increase  an  understated  return  of  income, 
see,  supra,  §  18.  Attention  should  be  called  to  the  following  pro- 
vision of  the  Revised  Statutes:  "When  a  second  assessment  is  made 
in  case  of  any  list,  statement,  or  return,  which  in  the  opinion  of  the 
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But  no  one  can  recover  from  a  collector  the  amount  of  tax 
paid  to  him,  and  for  which  the  plaintiff  was  in  fact  justly 
liable,  on  account  of  mere  omissions,  irregularities,  or  mis- 
takes in  the  manner  of  assessment  or  collection.^''  Thus, 
where  a  complaining  taxpayer  has  had  a  full  hearing  before 
the  revenue  officers,  and  has  obtained  a  material  abatement  of 
a  tax  assefssed  against  him,  the  courts  will  not  allow  him  to 
recover  against  the  collector  because  of  mere  irregularities 
in  the  form  of  the  assessment  or  in  the  manner  of  making 
it,  or  because,  in  compelling  payment  of  the  tax,  the  collector 
did  not  conform  to  certain  proceedings,  intended  to  secure  a 
full  hearing  to  taxpayers,  which  the  statute  made  it  lawful  but 
not  necessary  to  observe  before  resorting  to  a  levy  on  com- 
plainant's property.^  ^  And  where  one  sets  forth  in  his  writ- 
ten protest  the  ground  of  his  objection  to  the  payment  of  a 
tax  demanded  of  him,  and  thereafter  brings  suit  for  the  recov- 
ery of  the  tax  paid,  he  cannot  recover  on  any  other  ground 
than  that  so  set  forth. ^'  Where  a  citizen  deposits  money  with 
a  collector  of  internal  revenue  for  a  special  purpose,  and  the 
latter  pays  it  into  the  United  States  treasury  on  account  of  a 
tax  subsequently  assessed  against  such  person,  who  then  brings 
an  action  to  recover  the  same,  the  government  can  set  up  the 
tax  as  a  counterclaim,  though  the  money  was  improperly  paid 
into  the  treasury.^" 

In  regard  to  the  parties  to  the  action,  it  appears  that  such  an 
action  might  be  brought  by  a  fiduciary  in  behalf  of  his  bene- 
ficiary. In  a  case  where  a  federal  inheritance  tax  was  wrong- 
fully assessed  against  three  cestuis  que  trust  under  a  will, 

collector  or  deputy  collector  was  false  or  fraudulent,  or  contained 
any  understatement  or  undervaluation,  no  taxes  collected  under  such 
assessment  shall  be  recovered  hy  any  suit,  unless  it  is  proved  that  the 
said  list,  statement,  or  return  was  not  false  nor  fraudulent,  and  did 
not  contain  any  understatement  or  undervaluation."  Rev.  Stat.  U. 
S.  §  3225  (Comp.  St.  1913,  §  5948) .  And  see  Powell  v.  United  States, 
135  Fed.  881. 

27  Schafer  v.  Craft,  144  Fed.  907. 

28  Bailey  v.  Railroad  Co.,  22  Wall.  604,  22  L.  Ed.  840. 
2»  Davies  v.  Arthur,  96  U.  S.  148,  24  L.  Ed.  758. 

30  Howser  v.  United  States,  13  Ct.  CI.  284. 
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and  was  jointly  paid  under  protest  by  the  trustees,  it  was  held 
that  such  trustees  and  the  beneficiaries  were  entitled  to  join  in 
a  single  suit  against  the  collector  of  internal  revenue  to  recover 
the  amount  paid.'^  Under  recent  legislation  of  Congress,  a 
suit  of  this  kind  may  be  brought  directly  against  the  United 
States,  instead  of  against  the  collector,'"  although  the  latter  is 
more  usually  made  the  defendant.  And  a  cause  of  action  to 
recover  from  a  collector  of  internal  revenue  a  sum  alleged  to 
have  been  paid  to  him  under  protest  for  taxes  illegally  exacted 
does  not  abate  by  his  death,  the  action  not  being  one  of  tort. 
But  against  whom  the  action  should  be  prosecuted  in  that  case 
is  not  entirely  clear.  One  of  the  federal  courts  has  ruled  that 
the  successor  in  office  of  the  collector  should  be  made  the 
defendant.'^  But  the  Supreme  Court  of  the  United  States  has 
held  that  the  action  may  be  continued  against  the  estate  of  the 
deceased  collector.^* 

§  378.     Same ;  Burden  of  Proof  and  Evidence 

In  a  suit  against  a  collector  of  internal  revenue  to  recover' 
back  taxes  paid  to  him,  the  burden  of  proof  is  on  the  plaintiff 
to  show  that  the  collector  is  justly  bound  to  refund  the  amount 
claimed,  that  the  tax  was  illegal,  or  the  assessment  excessive, 
that  plaintifif  is  within  the  classes  of  persons  or  corporations 
specially  exempted  by  the  statute,  or  whatever  else  may  be  the 
groundwork  of  his  demand.'^  There  are  several  reasons  for 
this  rule,  aside  from  the  ordinary  considerations  which  impose 
the  burden  of  proof  on  a  plaintiff,  as,  for  instance,  that  where 
the  question  concerns  the  kind  of  business  in  which  the  plain- 
tiff is  engaged,  or  the  amount,  nature,  or  sources  of  his  income, 
he  may  naturally  be  supposed  to  have  the  best  and  fullest 

31  Armour  v.  Roberts,  151  Fed.  846. 

3  2  Emery,  Bird,  Thayer  Realty  Co.  v.  United  States,  198  Fed.  242; 
Christie-Street  Commission  Co.  v.  United  States,  136  Fed.  326,  69  C. 
C.  A.  464. 

3  3  Armour  v.  Roberts,  151  Fed.  846. 

34  Patton  V.  Brady,  184  U.  S.  608,  22  Sup.  Ct.  493,  46  L.  Ed.  713. 

3  5  Bailey  v.  New  York  Cent  R.  Co.,  22  Wall.  604,  22  L.  Ed.  840; 
Schafer  v.  Craft,  144  Fed.  907;  German  Savings  &  Loan  Soc.  v. 
Oulton,  1  Sawy.  695,  Fed.  Gas.  No.  5,362. 
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information  and  the  most  direct  and  accessible  evidence  in  his 
own  possession,  and  further,  there  is  a  presumption  in  favor 
of  the  correctness  and  validity  of  official  action,  more  espe- 
cially where  officers  are  bound  to  investigate  and  determine 
questions  of  fact,  as  they  are  in  the  assessment  of  taxes.  In 
an  action  of  this  kind,  the  books  and  accounts  of  the  taxpayer, 
though  not  necessarily  conclusive  for  or  against  the  govern- 
ment, under  all  circumstances,  ought  to  be  the  best  evidence, 
if  kept  correctly,  to  show  whether  or  not  there  was  any  under- 
statement or  undervaluation  in  his  tax  return ;  and  until  it  is 
shown  that  they  cannot  be  produced,  or  that  they  do  not  con- 
tain the  information  required,  resort  cannot  be  had  to  the 
recollection  or  knowledge  of  witnesses  as  to  circumstances 
bearing  on  the  ultimate  fact  in  issue.'*  If  the  plaintiff  sus- 
tains the  burden  of  proof  by  producing  evidence,  which  re- 
mains uncontradicted,  that  his  tax  return  was  correct,  as 
against  the  allegation  that  it  was  false  or  fraudulent  or  under- 
stated, it  IS  not  sufficient  to  defeat  his  recovery  that  a  sus- 
picion of  fraud  should  emerge  from  the  evidence  as  a  whole. 
There  must  be  clear,  affirmative,  and  convincing  testimony  to 
support  an  allegation  of  fraud.'' 

§  379.     Same;  Payment  of  Tax  Under  Protest 

It  is  a  general  principle  of  law,  applicable  to  income  taxes 
as  well  as  to  any  others,  that  after  a  taxpayer  has  exhausted 
his  lawful  remedies  to  induce  the  administrative  officers  to 
cancel  or  reduce  an  assessment  which  he  considers  illegal 
or  unjust  in  whole  or  in  part,  he  must  then  pay  the  tax,  but 
may  save  his  right  to  bring  an  action  for  its  recovery  by  ac- 
companying his  payment  with  a  protest,  addressed  to  the  offi- 
cer charged  with  the  collection  of  the  tax.'*    This  rule  was  held 

86  Bergdoll  v.  Pollock,  95  U.  S.  337,  24  L.  Ed.  512. 

37  Hyams  v.  United  States,  139  Fed.  997. 

3  8  United  States  v.  New  York  &  Cuba  Mail  S.  S.  Co.,  200  U.  S. 
488,  26  Sup.  Ct.  327,  50  L.  Ed.  569 ;  Bailey  v.  New  York  Cent.  &  H. 
R.  R.  Co.,  106  U.  S.  109,  1  Sup.  Ct.  62,  27  L.  Ed.  81 ;  Baltimore  v. 
Baltimore  Railroad,  10  Wall.  543,  19  L.  Ed.  1043 ;  Cutting  v.  Gilbert, 
5  Blatchf.  259,  Fed.  Cas.  No.  3,519;  Nelson  v.  Carman,  5  BlatcM. 
511,  Fed.  Cas.  No.  10,103 ;    Shaefer  v.  Ketchum,  6  Int.  Rev.  Rec.  4, 
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applicable  to  the  corporation  excise  tax  law  of  1909,  and  a 
ruling  was  made  that,  no  particular  form  of  protest  having 
been  prescribed,  any  form  would  be  sufficient  if  filed  before 
the  payment  of  the  tax,  and  the  collectors  of  internal  revenue 
were  specially  warned  that  the  right  of  protest  must  not  be 
denied.  In  a  case  arising  under  this  statute,  it  appeared  that, 
the  plaintiff  corporation  having  failed  to  pay  the  tax  assessed 
against  it,  a  writ  of  distraint  was  issued  by  the  collector,  and, 
the  corporation  having  been  notified  that  the  tax  would  be  col- 
lected by  levy,  the  deputy  collector  took  from  a  representa- 
tive of  the  corporation  the  amount  of  the  tax,  against  the 
verbal  protest  of  the  corporate  officer  at  the  time,  and  a  writ- 
ten notice  of  protest  then  served,  in  which  the  corporation 
denied  that  it  was  liable  to  the  tax.  It  was  held  that  the 
protest  was  sufficient  to  entitle  the  corporation  to  recover  the 
amount  from  the  collector,  on  its  being  determined  that  the 
corporation  was  not  within  the  law.  The  court  said :  "Where 
the  tax  is  paid  under  such  circumstances  that  the  terms  of 
protest  are  understood  and  sufficiently  expressed  to  be  brought 
to  the  notice  of  the  government,  and  where  the  levy  is  used 
merely  to  protect  the  government  officer  in  acting  under  the 
statute,  an  action  may  be  maintained  to  recover  the  tax."  ^' 
In  another  case  it  was  said:  "The,  case  stands  on  a  different 
footing  from  that  of  the  illegal  exaction  of  duties  on  imports. 
To  recover  these  the  statute  makes  it  necessary  that  the  party 
interested  shall  give  notice  in  writing  to  the  collector,  if  dis- 
satisfied with  his  decision,  setting  forth  distinctly  and  specifi- 
cally the  grounds  of  his  objection  thereto.  No  such  written 
notice  or  protest  is  required  of  a  party  paying  illegal  taxes 
under  the  internal  revenue  laws.  He  must  pay  under  protest 
in  some  form,  it  is  true,  or  his  payment  will  be  deemed  volun- 
tary. But  whilst  a  written  protest  would  in  all  cases  be  most 
convenient,  there  is  no  statutory  requirement  that  the  protest 

Fed.  Cas.  No.  12,693 ;  Robbins  v.  Freeland,  14  Int.  Kev.  Rec.  28,  Fed. 
Cas.  No.  11,883. 

3  9  Abrast  Realty  Co.  v.  Maxwell,  206  Fed.  333.    And  see  Treasury 
Decisions,  No.  1742,  par.  41. 
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shall  be  in  writing."  *"  And  in  another  decision  it  was  held 
sufficient  where  the  taxpayer  made  a  merely  verbal  protest, 
which  the  deputy  collector  noted  on  the  back  of  the  tax  receipt 
which  he  gave  to  the  taxpayer.*^  Also,  where  the  plaintiff 
was  a  large  purchaser  and  user  of  internal  revenue  stamps, 
and  there  was,  a  constant  dispute  between  it  and  the  depart- 
ment as  to  whether  certain  articles  which  it  manufactured  were 
subject  to  the  tax,  it  was  held  that  it  need  not  enter  a  formal 
protest  every  time  it  bought  stamps  in  order  to  preserve  its 
right  to  sue.*^ 

§  380.     Same;  Payment  Voluntary  or  Under  Duress 

Payment  of  an  internal  revenue  tax,  when  made  without  any 
objection  or  protest,  is  a  voluntary  payment,  and  according  to 
the  rules  of  law  applicable  to  taxes  in  general,  the  sum  so  paid 
cannot  be  recovered  back  in  an  action  against  the  collector, 
even  though  the  tax  was  not  due  or  was  illegally  exacted.** 
On  the  other  hand,  there  is  duress  (actual  or  implied)  suffi- 
cient to  prevent  the  payment  from  being  regarded  as  voluntary, 
when  it  is  made  under  the  pressure  of  the  collector's  threat  to 
proceed  at  once  to  enforce  payment  with  the  penalty  and  inter- 
est added,**  or  when  both  parties  understand  at  the  time  that 
payment  must  be  made  or  the  law  will  be  enforced,*^  or  when 
the  citizen  must  either  pay  what  the  collector  demands  or  go 
out  of  business,*'  or  when  the  payment  is  made  as  the  only 
means  of  acquiring  possession  of  property,*^  or  to  avoid  the 

40  Wright  V.  Blakeslee,  101  U.  S.  174,  25  L.  Ed.  1048. 

*i  Shaefer  v.  Ketchum,  6  Int.  Rev.  Rec.  4,  Fed.  Cas.  No.  12,693. 

42  Johnson  v.  Herold,  161  Fed.  593. 

43  United  States  v.  New  York  &  Cuba  Mail  S.  S.  Co.,  200  U.  S.  488, 
26  Sup.  Ct.  827,  50  L.  Ed.  569 ;  Merck  v.  Treat,  202  Fed.  133,  122  C. 
C.  A.  301;  Beer  v.  MofEatt,  192  Fed.  984;  Newhall  v.  Jordan,  149 
Fed.  586;  Christie-Street  Commission  Co.  v.  United  States,  126  Fed. 
991. 

44  Herold  v.  Kahn,  159  Fed.  608,  86  C.  C.  A.  598. 

4s  Shaefer  v.  Ketchum,  6  Int.  Rev.  Rec.  4,  Fed.  Cas.  No.  12,693. 
4  6  Swift  Co.  V.  United  States,  111  V.  S.  22,  4  Sup.  Ct.  244,  28  L.  Ed. 
341. 

47  Simons  v.  United  States,  19  Ct.  CI.  601, 
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seizure  and  sale  of  property.*'  These  principles  are  undis- 
puted, but  a  more  difficult  question  is  whether  the  mere  lodg- 
ing of  a  formal  protest  is  sufficient  to  save  the  payment  from 
being  treated  as  voluntary,  when  there  is  no  actual  duress  or 
threats.  It  has  been  held  that  it  is  sufficient,*  °  and  many  cases 
may  be  found  in  the  reports  in  which  this  course  was  pursued, 
and  the  subsequent  suit  against  the  collector  allowed  to  pro- 
ceed without  any  such  question  being  raised.  But  doubt  was 
cast  upon  this  point  by  a  decision  of  the  United  States  Supreme 
Court,  in  which  it  was  said:  "The  rule  is  firmly  established 
that  taxes  voluntarily  paid  cannot  be  recovered  back,  and  pay- 
ments with  knowledge  and  without  compulsion  are  voluntary. 
At  the  same  time,  when  taxes  are  paid  under  protest  that  they 
are  being  illegally  exacted,  or  with  notice  that  the  taxpayer 
contends  that  they  are  illegal,  and  intends  to  institute  suit  to 
compel  their  repayment,  a  recovery  in  such  suit  may,  on  occa- 
sion, be  had,  although  generally  speaking,  even  a  protest  or 
notice  will  not  avail  if  the  payment  be  made  voluntarily,  with 
full  knowledge  of  all  the  circumstances,  and  without  any 
coercion  by  the  actual  or  threatened  exercise  of  power  pos- 
sessed, or  supposed  to  be  possessed,  by  the  party  exacting  or 
receiving  the  payment,  over  the  person  or  property  of  the 
person  making  the  payment,  from  which  the  latter  has  no 
other  means  of  immediate  relief  than  such  payment.  *  *  * 
There  are  no  doubt  cases  to  be  found  in  which  the  language 
of  the  court,  if  separated  from  the  facts  of  the  particular  case 
under  consideration,  would  seem  to  imply  that  a  protest  alone 
was  sufficient  to  show  that  the  payment  was  not  voluntary; 
but  on  examination  it  will  be  found  that  the  protest  was  used 
to  give  effect  to  the  other  attending  circumstances."  °"  Yet  in 
a  later  decision  of  the  same  court,  statements  were  made  quite 
sufficient,  it  would  appear,  to  neutralize  those  just  quoted. 
"It  is  reasonable,"  said  the  court,  "that  a  man  who  denies  the 

48  Hubbard  v.  Brainard,  35  Conn.  563. 

49  Adams  V.  United  States,  1  Ct.  CI.  192,  306;    Schmitt  v.  Trow- 
bridge, Fed.  Cas.  No.  12,468. 

5  0  Chesebrough  v.  United  States,  192  U.  S.  253,  24  Sup.  Ct.  262,  48 
L.  Ed.  432. 
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legality  of  a  tax  should  have  a  clear  and  certain  remedy.  The 
rule  being  established  that,  apart  from  special  circumstances, 
he  cannot  interfere  by  injunction  with  the  state's  collection  of 
its  revenues,  an  action  at  law  to  recover  back  what  he  has  paid 
is  the  alternative  left.  Of  course  we  are  speaking  of  those 
cases  where  the  state  is  not  put  to  an  action  if  the  citizen 
refuses  to  pay.  In  these  latter  he  can  interpose  his  objections 
by  way  of  defense;  but  when,  as  is  common,  the  state  has  a 
more  summary  remedy,  such  as  distress,  and  the  party  indi- 
cates by  protest  that  he  is  yielding  to  what  he  cannot  prevent, 
courts  sometimes,  perhaps,  have  been  a  little  too  slow  to  rec- 
ognize the  implied  duress  under  which  payment  is  made.  But 
even  if  the  state  is  driven  to  an  action,  if,  at  the  same  time, 
the  citizen  is  put  at  a  serious  disadvantage  in  the  assertion  of 
his  legal,  in  this  case  of  his  constitutional,  rights,  by  defense 
in  the  suit,  justice  may  require  that  he  should  be  at  liberty  to 
avoid  those  disadvantages  by  paying  promptly  and  bringing 
suit  on  his  side.  *  *  *  jjj  ^jjy  event,  the  penalty  would 
go  on  accruing  during  all  the  time  that  might  be  spent  before 
the  validity  of  the  defense  could  be  adjudged.  As  appears 
from  the  decision  below,  the  plaintiff  could  have  had  no  cer- 
tainty of  ultimate  success,  and  we  are  of  opinion  that  it  was 
not  called  upon  to  take  the  risk  of  having  its  contracts  dis- 
puted, and  its  business  injured,  and  of  finding  the  tax  more  or 
less  nearly  doubled  in  case  it  finally  had  to  pay.  In  other 
words,  we  are  of  opinion  that  the  payment  was  made  under 
duress."  "^ 

§  381.     Same;    Appeal  to  Commissioner  as  Pre-requisite 

The  internal  revenue  laws  provide  that  "no  suit  shall  be 
maintained  in  any  court  for  the  recovery  of  any  internal  tax 
alleged  to  have  been  erroneously  or  illegally  assessed  or  col- 
lected, or  of  any  penalty  claimed  to  have  been  collected  with- 
out authority,  or  of  any  sum  alleged  to  have  been  excessive 
or  in  any  manner  wrongfully  collected,  until  appeal  shall  have 
been  duly  made  to  the  Commissioner  of  Internal  Revenue, 

51  Atchison,  T.  &  S.  F.  By.  Co.  v.  O'Connor,  223  U.  S.  280,  32  Sup. 
Ct.  216,  56  L.  Ed.  436,  Ann.  Gas.  19130,  1050. 
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according  to  the  provisions  of  law  in  that  regard,  and  the  reg- 
ulations of  the  Secretary  of  the  Treasury  established  in  pur- 
suance thereof,  and  a  decision  of  the  Commissioner  has  been 
had  therein:  Provided,  that  if  such  decision  is  delayed  more 
than  six  months  from  the  date  of  such  appeal,  then  the  said 
suit  may  be  brought,  without  first  having  a  decision  of  the 
Commissioner,  at  any  time  within  the  period  limited  in  the 
next  section,"  that  is  to  say,  "within  two  years  next  after 
the  cause  of  action  accrued"  or  within  one  year  after  a  de- 
cision rendered  by  the  Commissioner. °^  This  statute  is 
mandatory,  and  the  party  aggrieved  must  pursue  the  remedy 
here  prescribed  before  he  can  resort  to  a  court  either  of  law 
or  equity  for  relief/'  It  was  at  one  time  held  in  Connecticut 
that  this  statute  did  not  operate  to  prevent  the  maintenance 
of  such  suits  in  the  courts  of  the  state.'*  But  the  Supreme 
Court  of  the  United  States  decided  that  it  was  applicable  to 
all  courts,  state  as  well  as  federal. °°  Where,  after  the  assess- 
ment of  an  internal  revenue  tax,  alleged  to  be  illegal,  applica- 
tion is  made  to  the  Commissioner  of  Internal  Revenue  for 
review,  and  he  overrules  the  application  and  refuses  to  abate 
the  tax,  it  is  held  that  this  is  a  sufficient  compliance  with  the 
statute,  and  the  plaintiff  is  not  bound,  after  paying  the  tax, 
to  appeal  argain  to  the  Commissioner  as  a  condition  precedent 
to  his  right  to  sue  the  collector  for  the  recovery  of  the  tax.''" 
But  aside  from  such  cases,  the  law  must  be  strictly  complied 
with.  A  written  application  to  the  Commissioner  to  refund 
a  sum  exacted  in  payment  of  taxes  is  not  the  equivalent  of  an 


52  Rev.  Stat.  U.  S.,  §§  3226,  3227  (Comp.  St.  1913,  §§  5949,  5950). 

6  3  Kings  County  Sav.  Inst.  v.  Blair,  116  U.  S.  200,  6  Sup.  Ct.  353,  29 
L.  Ed.  657 ;  Cheatham  v.  United  States,  92  U.  S.  85,  23  L.  Ed.  561 ; 
Erskine  v.  Hohnbach,  14  Wall.  613,  20  L.  Ed.  745 ;  Stuart  v.  Barnes, 
43  Fed.  281 ;  Com'rs  of  Sinking  Fund  v.  Buckner,  48  Fed.  533 ;  Magee 
V.  Denton,  5  Blatchf.  130,  Fed.  Cas.  No.  8,943;  Hubbard  v.  Kelley, 
8  W.  Va.  46. 

54  Hubbard  v.  Brainard,  35  Conn.  563. 

55  Collector  v.  Hubbard,  12  Wall.  1,  20  L.  Ed.  272. 

68  Weaver  v.  Ewers,  195  Fed.  247,  115  C.  C.  A.  219;  Schwartzchild 
&  Sulzberger  Co.  v.  Rucker,  143  Fed.  656 ;  San  Francisco  Sav.  &  Loan 
See.  V.  Cary,  2  Sawy.  333,  17  Int.  Bev.  Rec.  109,  Fed.  Cas.  No.  12,317. 

(584) 


Ch.  15)  REFUNDING  AND  RECOVEET  §  381 

appeal  to  him  from  an  adverse  decision  by  the  collector. °' 
But  though  the  appeal  mu^t  be  addressed  to  the  Commissioner, 
lodging  it  with  the  proper  collector  of  internal  revenue,  for 
transmission  to  the  Commissioner  in  the  usual  course  of  busi- 
ness, under  the  requirements  of  the  Treasury  regulations,  is 
in  effect  the  presentation  of  it  to  the  Commissioner."^  Fur- 
ther, the  taking  of  such  appeal  is  an  absolute  condition  prece- 
dent to  the  right  to  maintain  an  action,  and  plaintiff's  failure 
to  do  so  is  not  an  objection  which  can  be  waived  by  the  col- 
lector's entering  a  general  appearance  in  the  suit  and  omit- 
ting to  plead  such  failure."'  Further,  the  plaintiff  must  pro- 
duce a  written  appeal  in  evidence  or  an  authentic  copy  thereof, 
or  show  good  cause  for  its  absence,*"  and  when  he  sues  in  the 
Court  of  Claims,  it  is  necessary  for  him  to  produce  proof  not 
only  of  the  appeal,  but  of  the  Commissioner's  decision  thereon, 
and  a  certificate  indorsed  on  the  appeal  paper,  "examined  and 
rejected,"  signed  by  a  person  un'known  to  the  court,  and  with 
no  proof  that  he  held  any  official  position  or  what  it  was,  and 
no  proof  that  the  Commissioner  adopted  it  as  his  decision,  is 
not  enough.''^  And  again,  while  a  claim  for  the  refund  of 
taxes,  before  it  can  be  put  in  suit,  must  have  been  rejected 
by  the  Commissioner,  it  is  also  true  that  this  rejection  must 
have  been  on  the  merits,  and  not  on  account  of  mere  defect  of 
form  in  making  application  to  him  or  other  irregularity.*^ 
But  all  this  does  not  make  the  assessment  of  an  internal 
revenue  tax,  unappealed  from,  res  judicata  and  conclusive,  so 
as  to  prevent  the  defendant  in  a  suit  brought  by  the  govern- 
ment from  setting  up  as  a  defense  the  erroneous  assessment 

67  Chesebrougli  v.  United  States,  192  U.  S.  253,  24  Sup.  Ct.  262,  48 
L.  Ed.  432. 

68  United  States  v.  Savings  Bank,  104  TJ.  S.  728,  26  L.  Ed.  908 ; 
Real  Estate  Sav.  Bank  v.  United  States,  16  Ct.  CI.  335. 

6  8  De  Bary  v.  Dunne,  162  Fed.  961,  disapproving  Hendy  v.  Soule, 
Deady,  400,  Fed.  Cas.  No.  6,359. 

80  Hubbard  v.  Kelley,  8  W.  Va.  46. 

«i  Lauer  v.  United  States,  5  Ct.  CI.  447. 

8  2  James  v.  Hicks,  110  U.  S.  272,  4  Sup.  Ct  6,  28  L.  Ed.  144;  Hicks 
v.  James,  4  Huglies,  470,  48  Fed.  542. 
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or  illegality  of  the  tax.'^  And  on  the  other  hand,  the  rejection 
of  an  appeal  for  refund  of  a  tax  collected  does  not  exhaust 
the  Commissioner's  authority  so  that  he  is  prevented  from 
allowing  the  repayment  of  a  judgment  recovered  against  a 
collector  in  a  suit  brought  to  recover  back  the  same  tax.'* 

§  382.     Same;  Jurisdiction 

If  a  suit  for  the  recovery  of  taxes  alleged  to  have  been 
illegally  exacted  under  the  internal  revenue  laws  is  to  be 
brought  and  prosecuted  directly  against  the  United  States,  it 
is  within  the  jurisdiction  of  the  Court  of  Claims,*^  and  equally 
within  the  jurisdiction  of  a  United  States  district  court  under 
the  Tucker  Act.***  If  the  action  is  instituted  against  the  col- 
lector of  internal  revenue  to  whom  the  taxes  were  paid,  the 
proper  federal  district  court  will  have  jurisdiction  over  it, 
both  under  that  provision  of  the  statutes  which  invests  those 
courts  with  jurisdiction  of  causes  "arising  under  the  laws  of 
the  United  States"  and  under  that  provision  which  specially 
gives  them  original  jurisdiction  of  "all  cases  arising  under  any 
law  providing  for  internal  revenue." "'  And  under  either 
provision,  it  is  not  required  that  the  parties  should  be  citi- 
zens of  different  states,  and  if  the  action  is  framed  with  ref- 
erence to  the  special  provision  regarding  actions  arising  under 
the  revenue  laws,  the  requirement  as  to  the  amount  in  con- 
troversy (which  must  exceed  $3,000  in  ordinary  cases)  does 
not  apply."*  A  final  judgment  of  a  federal  district  court  in 
such  a  case  is  reviewable  in  the  circuit  court  of  appeals,  but 
not  in  the  Supreme  Court  of  the  United  States,  except  in  the 
single  case  where  the  issue  is  as  to  the  constitutional  validity 
of  the  statute  imposing  the  tax.*° 

8  3  Clinkenbeard  v.  United  States,  21  Wall.  65,  22  L.  Ed.  477. 
6*  Nixon  V.  United  States,  18  Ct.  01.  448. 
6  6  Federal  Judicial  Code,  1911,  §  145  (Comp.  St.  1913,  §  11^6). 
86Dooley  v.  United  States,  182  U.  S.  222,  21  Sup.  Ct.  762,  45  L. 
Ed.  1074 ;  United  States  v.  Finch,  201  Fed.  95,  119  C.  C.  A.  433. 

67  Federal  Judicial  Code,  1911,  §  24  (Comp.  St.  1913,  §  991). 

68  Patton  V.  Brady,  184  U.  S.  608,  22  Sup.  Ct.  493,  46  L.  Ed.  713; 
Com'rs  of  Sinking  Fund  v.  Buckner,  48  Fed.  533. 

6  8  Hubbard  v.  Soby,  146  U.  S.  56,  13  Sup.  Ct.  13,  36  I>.  Ed.  886; 
United  States  v.  Hopewell,  51  Fed.  798,  2  C.  C.  A.  510;   Louisville 
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There  is  nothing  in  the  laws  of  the  United  States  to  pre- 
vent a  state  court  of  competent  jurisdiction  from  taking  cog- 
nizance of  such  an  action  against  a  collector  of  internal  rev- 
enue. But  the  collector,  if  sued  in  a  state  court,  would  have 
the  privilege  of  removing  the  cause  into  the  federal  district 
court.  An  act  of  Congress  provides  that  "any  civil  suit  com- 
menced in  any  court  of  a  state  against  any  officer  appointed 
under  or  acting  by  authority  of  any  revenue  law  of  the  United 
States,  on  account  of  any  act  done  under  color  of  his  office  or 
of  any  such  law"  and  "affecting  the  validity  of  any  such  reve- 
nue law,"  may,  "at  any  time  before  the  trial  or  final  hearing 
thereof,  be  removed  for  trial  into  the  district  court  next  to  be 
holden  in  the  district  where  the  same  is  pending."  '"  And  it 
has  been  held  that  an  action  against  a  collector  of  internal 
revenue  to  recover  back  taxes  alleged  to  have  been  illegally 
or  erroneously  assessed  by  him,  and  paid  to  him  under  protest, 
is  one  which  may  be  removed  to  the  federal  court  under  this 
act.'i 

§  383.     Same ;  Limitation  of  Actions 

The  internal  revenue  laws  provide  that  "no  suit  or  proceed- 
ing for  the  recovery  of  any  internal  tax  alleged  to  have  been 
erroneously  or  illegally  assessed  or  collected,  or  of  any  penalty 
alleged  to  have  been  collected  without  authority,  or  of  any 
sum  alleged  to  have  been  excessive  or  in  any  manner  wrong- 
fully collected,  shall  be  maintained  in  any  court,  unless  the 
same  is  brought  within  two  years  next  after  the  cause  of  ac- 
tion accrued,"  and,  in  connection  with  the  requirement  that 
an  appeal  shall  first  be  taken  tp  the  Commissioner  of  Internal 
Revenue  and  decided  by  him,  it  is  provided  that  "if  such 

Public  Warehouse  Co.  v.  Collector  of  Customs,  49  Fed.  561,  1  C.  C.  A. 
371 ;  Federal  Judicial  Code,  1911,  §§  128,  238  (Comp.  St.  1913,  §§  1120, 
1215). 

7  0  Rev.  Stat.  TJ.  S.,  §  643,  re-enacted  as  section  33  of  the  Federal 
Judicial  Code  of  1911  (Comp.  St.  1913,  §  1015). 

TiVenable  v.  Richards,  105  tJ.  S.  636,  26  L.  Ed.  1196;  City  of 
Philadelphia  v.  The  Collector,  5  Wall.  720,  18  L.  Ed.  614 ;  Collector 
of  Internal  Revenue  v.  Hubbard,  12  Wall.  1,  20  L.  Ed.  272 ;  Tennessee 
v.  Davis,  100  U.  S.  257,  25  L.  Ed.  648. 
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decision  is  delayed  more  than  six  months  from  the  date  of 
such  appeal,  then  the  said  suit  may  be  brought  without  first 
having  a  decision  of  the  Commissioner  at  any  time  within  the 
period  limited,"  that  is,  two  years."  It  has  been  held  that 
the  statute  of  limitations  begins  to  run  from  the  accrual  of 
the  cause  of  action,  and  its  running  is  not  suspended  during 
the  pendency  of  the  appeal  to  the  Commissioner/'  But  the 
earlier  decisions  of  the  Supreme  Court  apparently  lay  down 
the  rule  that  the  cause  of  action  is  lost  unless  presented  to  the 
Commissioner  of  Internal  Revenue  within  two  years  after  it 
accrued,'^  but  that,  having  been  so  presented,  by  appeal,  the 
claimant  then  is  entitled  to  two  years  from  the  date  of  the 
Commissioner's  decision  in  which  to  bring  his  suit.'^  How- 
ever this  may  be,  it  is  clear  that  this  special  statute  of  limita- 
tions, applicable  only  to  cases  under  the  internal  revenue  laws, 
is  not  repealed  or  superseded  by  the  later  statutes  establishing 
generally  a  limitation  of  six  years  for  suits  against  the  United 
States.'"  And  a  suit  for  the  recovery  of  internal  revenue 
taxes  paid,  brought  in  the  Court  of  Claims,  is  barred  by  the 
special  limitation  of  two  years,  notwithstanding  the  fact  that 
the  general  statute  of  limitations  applicable  to  suits  in  that 
court  allows  six  years.''  In  any  court,  where  the  complaint  in 
such  an  action  shows  that  more  than  two  years  have  elapsed 
since  the  cause  of  action  accrued,  the  objection  may  be  taken 
-  by  demurrer,' '  and  statements  made  by  the  revenue  officers  to 
the  claimant,  pending  his  appeal  to  the  Commissioner,  that 
the  claim  would  be  allowed,  or  that  it  had  been  certified  f  avor- 

7  2  Rev.  Stat  U.  S.  §§  3226,  3227  (Comp.  St.  1913,  §§  5949,  5950). 

'3  Christie-Street  Commission  Co.  v.  United  States,  129  Fed.  506, 
aflirmed,  136  Fed.  326,  69  C.  C.  A.  464. 

Ti  Kings  County  Sav.  Inst.  v.  Blair,  116  U.  S.  200,  6  Sup.  Ct.  353, 
29  L.  Ed.  657. 

76  Wright  V.  Blakeslee,  101  U.  S.  174,  25  L.  Ed.  1048 ;  Cheatham 
V.  TJnited  States,  92  U.  S.  85,  23  L,.  Ed.  561. 

7  6  Christie-Street  Commission  Co.  v.  United  States,  126  Fed.  991, 
affirmed,  136  Fed.  326,  69  C.  C.  A.  464. 

77  Port  Pitt  Gas  Co.  v.  United  States  (Ct  CI.)  Treasury  Decisions 
No.  1979. 

7  8  Com'rs  of  Sinking  Fund  v.  Buckner,  48  Fed.  533. 
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ably  to  the  auditing  office,  do  not  raise  an  estoppel  against 
the  government  so  as  to  avoid  the  bar  of  the  statute.'" 

As  to  the  provision  with  regard  to  cases  where  the  decision 
of  the  Commissioner  is  delayed  for  more  than  six  months  after 
the  taking  of  the  appeal  to  him,  this  will  enable  the  claimant, 
at  the  end  of  the  six  months,  to  bring  a  suit  for  the  recovery 
of  the  taxes  without  waiting  any  longer  for  a  decision  on  his 
appeal.^"  And  the  clause  has  been  interpreted  as  meaning 
that,  when  the  Commissioner's  decision  is  not  made  within 
the  six  months,  the  cause  of  action  accrues  then,  at  the  end 
of  the  six  months,  and  it  will  be  barred  if  suit  is  not  brought 
within  two  years  from  that  time.^^  But  the  better  opinion  ap- 
pears to  be  that  the  provision  that  the  claimant  "may"  bring 
suit  without  a  decision  by  the  Commissioner,  if  the  decision  is 
delayed  more  than  six  months,  is  permissive  only,  and  that  it 
does  not  oblige  the  claimant  to  commence  his  suit  within  a 
maximum  period  of  two  years  and  six  months  after  taking 
his  appeal  in  any  case,  but  he  may,  at  his  election,  wait  for  the 
Commissioner's  decision,  however  long  it  may  be  delayed,  and 
if  it  is  adverse  to  him,  bring  his  suit  at  any  time  within  two 
years  after  its  rendition. ^^ 

§  384.     Same ;  Amount  of  Recovery ;   Interest ;   Costs 

It  is  a  well  settled  rule  that,  in  suits  against  collectors  of 
internal  revenue  to  recover  moneys  alleged  to  have  been  ille- 
gally exacted  in  payment  of  taxes,  and  paid  under  protest, 
interest  is  recoverable  by  the  successful  plaintiff,  without  any 
special  statutory  warrant  for  it,  and  this  although  the  judg- 
ment is  not  to  be  paid  by  the  collector,  but  directly  from  the 
Treasury,  for  this  does  not  make  the  suit  formally  one  against 
the  United  States,  notwithstanding  the  ultimate  liability  of 

T8  Christie-Street  Commission  Co.  v.  United  States,  129  Fed.  506, 
affirmed,  136  Fed.  326,  69  C.  0.  A.  464. 

80  Coblens  v.  Abel,  Woolw.  293,  Fed.  Cas.  No.  2,926. 

81  SchwartzcMld  &  Sulzberger  Co.  v.  Rucker,  143  Fed.  656;  Chris- 
tie-Street Commission  Co.  v.  United  States,  126  Fed.  991. 

82  Merck  v.  Treat,  174  Fed.  388,  98  C.  C.  A.  606 ;  Arnson  v.  Murphy, 
109  U.  S.  238,  3  Sup.  Ct.  184,  27  L.  Ed.  920;  James  v.  Hicks,  110  U. 
S.  272,  4  Sup.  Ct.  6,  28  L.  Ed.  144. 
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the  government.'*  Ordinarily  such  interest  will  run  from  the 
date  of  the  payment  made  to  the  collector,^*  although  under 
some  special  circumstances,  such  as  unreasonable  delay  in 
bringing  suit,  it  may  be  limited  to  run  from  the  date  of  the 
demand  for  repayment,*^  or  even  from  the  date  of  commenc- 
ing the  suit.*"  Further,  if  the  collector  brings  a  writ  of  error 
to  review  a  judgment  recovered  against  him  for  money  exacted 
by  and  paid  to  him  as  taxes,  and  the  appellate  court  affirms 
the  judgment,  it  will  allow  interest  on  the  judgment.*'  But 
where  a  person  from  whom  an  internal  revenue  tax  has  been 
illegally  exacted  accepts  from  the  government,  without  ob- 
jection, the  repayment  of  the  sum  thus  illegally  exacted,  he 
thereby  gives  up  his  right  to  sue  for  interest  as  incidental 
damages.** 

When  judgment  goes  against  the  collector  in  such  a  case, 
the  court  may,  if  it  so  finds,  "certify  that  there  was  probable 
cause  for  the  act  done  by  the  collector,  or  that  he  acted  under 
the  directions  of  the  Secretary  of  the  Treasury  or  other 
proper  officer  of  the  government,"  and  in  that  case,  "no  execu- 
tion shall  issue  against  the  collector,  but  the  amount  so  recov- 
ered shall,  upon  final  judgment,  be  provided  for  and  paid 
out  of  the  proper  appropriation  from  the  Treasury."  *^  And 
the  rule  as  to  costs  in  the  case  of  recovery  of  judgment  against 
the  collector  for  taxes  illegally  exacted  is  that  costs  incurred 


.  8  3  Billings  V.  United  States,  232  U.  S.  261,  34  Sup.  Ct.  421,  58  L. 
Ed.  596;  National  Home  v.  Parrish,  229  U.  S.  494,  33  Sup.  Ct.  944, 
57  L.  Ed.  1296 ;  Erskine  v.  Van  Arsdale,  15  Wall.  75,  21  L.  Ed.  63 ; 
Eedfleld  v.  Bartels,  139  U.  S.  694,  11  Sup.  Ct.  683,  35  L.  Ed.  310; 
Kinney  v.  Conant,  166  Fed.  720,  92  C.  C.  A.  410 ;  Herold  v.  Shanley, 
146  Fed.  20,  76  C.  0.  A.  478;  Pennsylvania  Co.  for  Insurances  on 
Lives,  etc.,  v.  McClain,  105  Fed.  367. 

Si  Conant  v.  Kinney,  162  Fed.  581,  affirmed,  Kinney  v.  Conant,  166 
Fed.  720,  92  C.  C.  A.  410. 

8  5  Treat  v.  Taylor,  166  Fed.  1021,  91  C.  C.  A.  330.  And  see  Com'rs 
of  Sinking  Fund  v.  Buckner,  48  Fed.  533. 

8  6  Burroughs  v.  Abel,  105  Fed.  366. 

87  Cochran  v.  Schell,  107  U.  S.  625,  2  Sup.  Ct.  827,  27  L.  Ed.  543. 

88  Stewart  v.  Barnes,  153  XJ.  S.  456,  14  Sup.  Ct.  849,  38  L.  Ed.  781. 
8  9  Rev.  Stat.  U.  S.,  §  989  (Comp.  St.  1913,  §  1635). 
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before  judgment,  and  before  the  granting  of  this  "certificate 
of  probable  cause"  are  properly  awarded  against  him."" 

§  385.     Same;    Payment  of  Judgment,  Reimbursement  of 
Collector 

As  stated  in  the  preceding  section,  if  judgment  is  recovered 
against  the  collector  for  taxes  illegally  exacted,  but  the  court 
grants  a  certificate  that  there  was  probable  cause  for  his 
action  in  making  the  collection,  no  execution  shall  issue  against 
him,  but  the  claim  shall  be  paid  out  of  the  Treasury.  But 
the  suit  is  a  private  suit,  and  there  is  no  claim  against  the 
government  until  this  certificate  has  been  obtained  from  the 
court,  but  then  the  government  assumes  a  certain  liability.*^ 
Another  provision  of  the  internal  revenue  laws  authorizes  the 
Commissioner  of  Internal  Revenue,  subject  to  regulations  pre- 
scribed by  the  Secretary  of  the  Treasury,  to  "repay  to  any 
collector  or  deputy  collector  the  full  amount  of  such  sums  of 
money  as  may  be  recovered  against  him  in  any  court,  for 
any  internal  taxes  collected  by  him,  with  the  costs  and  ex- 
penses of  suit."  °^  It  is  held  that  the  Commissioner,  when  act- 
ing under  this  section,  is  not  bound  by  the  judgment  recovered 
against  the  collector,  and  he  is  not  precluded  from  acting  be- 
cause no  notice  was  given  to  the  government  which  would 
enable  it  to  defend  in  the  court  where  the  judgment  was  ren- 
dered. The  term  "repay"  in  the  statute  does  not  imply  that 
the  collector  must  pay  the  judgment  before  the  Commissioner 
can  act.  The  statute  is  for  the  protection  of  the  officer,  and 
the  damages  and  costs  may  be  allowed  by  the  Commissioner 
directly  to  the  judgment  creditor."^  And  where  the  Commis- 
sioner makes  an  order  for  the  allowance  of  the  amount  of  the 
judgment  directly  to  the  creditor,  instead  of  to  the  collector, 

»o  Treat  v.  Farmers'  Loan  &  Trust  Co.,  185  Fed.  760,  108  C.  C. 
A.  98. 

91  White  V.  Arthur,  10  Fed.  80,  20  Blatchf.  237.  And  see  United 
States  V.  Sherman,  98  U.  S.  565,  25  L.  Ed.  235. 

02  Rev.  Stat.  V.  S.,  §  3220  (Comp.  St.  1913,  §  5944). 

8  3  United  States  v.  Frerichs,  124  U.  S.  315,  8  Sup.  Ct.  514,  31  L. 
Ed.  471 ;  Dunnegan  v.  United  States,  17  Ct.  CI.  247 ;  Nixon  v.  United 
States,  18  Ct.  CI.  448. 
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the  creditor  may  sue  on  such  allowance  in  the  Court  of  Claims, 
if  the  collector  does  not  object  and  sets  up  no  claim  himself."* 

§  385.     Action  of  Tort  Against  Collector 

An  assessor  of  internal  revenue  acts  judicially  in  determin- 
ing what  persons  and  things  are  subject  to  taxation  under  an 
act  of  Congress.  If  the  subject-matter  is  within  his  jurisdic- 
tion, that  is,  if  he  is  bound  to  inquire  and  determine  who  and 
what  are  subject  to  the  tax,  a  mistake  as  to  the  person  or  thing 
taxed,  or  an  irregularity  in  the  proceedings  on  his  part,  will 
not  invalidate  his  action  as  assessor  so  far  as  to  make  the  col- 
lector, who  proceeds  on  a  warrant  in  proper  form  to  collect  the 
tax,  a  trespasser."^  In  a  decision  of  the  United  States  Su- 
preme Court  it  was  held  that,  if  a  collector  of  internal  revenue 
has  a  proper  warrant  from  the  assessor  for  the  collection  of 
taxes  specially  assessed  for  deficiency  of  an  original  return,  he 
cannot  be  sued  in  trespass  for  distraining  and  selling  the  tax- 
payer's property,  on  such  person's  refusal  to  pay  the  new 
assessment,  even  though  such  assessment  may  have  been  ille- 
gally made,  for  the  warrant  of  the  assessor  is  a  justification 
to  him."°  And  in  another  case  in  the  same  court  it  was  said : 
"Taxes  illegally  exacted  under  the  revenue  laws  of  the  United 
States  may  be  recovered  back,  if  paid  under  protest,  in  an 
action  of  assumpsit  against  the  collector,  but  the  person  taxed 
cannot  enjoin  the  collector  from  enforcing  payment,  and  very 
grave  doubts  are  entertained  whether  trespass  against  the  col- 
lector is  a  proper  remedy  under  existing  laws."  "^  It  should 
also  be  noticed  that  "all  property  taken  or  detained  by  any  offi- 
cer or  other  person,  under  authority  of  any  revenue  law  of 
the  United  States,  shall  be  irrepleviable,  and  shall  be  deemed 
to  be  in  the  custody  of  the  law,  and  subject  only  to  the  orders 
and  decrees  of  the  courts  of  the  United  States  having  juris- 
diction thereof."  °'     Hence   even  if   a  collector  should  levy 

84  Nixon  V.  United  States,  18  Ct.  CI.  448. 

85  Delaware  R.  Co.  v.  Prettyman,  17  Int.  Eev.  Rec.  99,  Fed.  Cas. 
No.  3,T67. 

9  6  Haffin  V.  Mason,  15  Wall.  671,  21  L.  Ed.  196. 

87  Barnes  v.  The  Railroads,  17  Wall.  294,  21  L.  Ed.  544. 

8  8  Rev.  Stat.  U.  S.,  §  934  (Comp.  St.  1913,  §  1560). 
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upon  or  distrain  the  property  of  one  person  for  payment  of 
the  tax  due  from  another,  replevin  is  not  an  available  remedy 
for  the  rightful  owner.  "^ 

§  387.     Remission  of  Penalties 

The  corporation  excise  tax  law  of  1909  was  amended  by  an 
act  of  Congress,  March  3,  1913,  providing  that  a  corporation 
which  had  been  charged  with  an  additional  tax  imposed  as 
a  penalty  for  neglect  to  file  its  return  in  due  season,  might 
apply  to  the  Commissioner  of  Internal  Revenue  for  a  refund 
of  such  additional  tax,  within  a  year  after  the  passage  of  the 
act  or  within  a  year  after  date  of  notice  of  the  assessment. 
"And  the  Commissioner  of  Internal  Revenue,  with  the  advice 
and  consent  of  the  Solicitor  of  Internal  Revenue,  is  hereby 
directed  to  remit,  abate,  and  pay  back  all  such  additional 
taxes,  in  excess  of  $100  for  any  single  year,  whenever  in  any 
case  it  appears  to  his  satisfaction  that  the  additional  tax  was 
assessed  or  imposed  solely  because  of  a  neglect  to  make  a  re- 
turn at  the  time  or  times  specified  in  said  act,  and  without  any 
intention  or  design  on  the  part  of  any  officer  of  such  corpora- 
tion to  hinder  or  delay  the  United  States  in  the  collection  of 
the  tax  originally  assessed." 

It  is  doubtful  whether  or  not  this  supplementary  or  amend- 
atory act  is  repealed  by  the  act  of  1913.  But  if  it  should  be 
so  held,  still  the  taxpayer  has  his  remedy  under  the  general 
provisions  of  the  internal  revenue  laws,  which  authorizes  the 
refund  by  the  Commissioner  (or  the  recovery  by  suit),  not  only 
of  the  tax  collected,  but  also  of  "all  penalties  collected  with- 
out authority."  ^'"' 

99  Treat  v.  Staples,  Holmes,  1,  Fed.  Cas.  No.  14,162 ;  Brice  v. 
Elliott,  Fed.  Cas.  No.  1,854. 

100  Rev.  Stat.  U.  S.,  §§  3220,  3226,  3227  (Oomp.  St.  1913,  §§  5944, 
5949,  5950). 
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UNITED  STATES  CORPORATION  EXCISE  TAX 
LAW  OF  1909 

Act  of  Congress,  August  5,  1909,  36  Stat.  112,  Comp.  St. 
1913,  §  6300 

§  38.  "That  every  corporation,  joint  stock  company,  or 
association  organized  for  profit  and  having  a  capital  stock 
represented  by  shares,  and  every  insurance  company  now  or 
hereafter  organized  under  the  laws  of  the  United  States  or 
of  any  state  or  territory  of  the  United  States,  or  under  the 
acts  of  Congress  applicable  to  Alaska  or  the  District  of  Co- 
lumbia, or  now  or  hereafter  organized  under  the  laws  of  any 
foreign  country,  and  engaged  in  business  in  any  state  or  ter- 
ritory of  the  United  States  or  in  Alaska  or  in  the  District  of 
Columbia,  shall  be  subject  to  pay  annually  a  special  excise 
tax  with  respect  to  the  carrying  on  or  doing  business  by  such 
corporation,  joint  stock  company,  or  association,  or  insurance 
company,  equivalent  to  one  per  centum  upon  the  entire  net 
income  over  and  above  five  thousand  dollars,  received  by  it 
from  all  sources  during  such  year,  exclusive  of  amounts  re- 
ceived by  it  as  dividends  upon  stock  of  other  corporations, 
joint  stock  companies  or  associations,  or  insurance  companies 
subject  to  the  tax  hereby  imposed;  or,  if  organized  under 
the  laws  of  any  foreign  country,  upon  the  amount  of  net  in- 
come over  and  above  five  thousand  dollars  received  by  it  from 
business  transacted  and  capital  invested  within  the  United 
States  and  its  territories,  Alaska,  and  the  District  of  Columbia, 
during  such  year,  exclusive  of  amounts  so  received  by  it  as 
dividends  upon  stock  of  other  corporations,  joint  stock  com- 
panies or  associations  or  insurance  companies  subject  to  the 
tax  hereby  imposed:  Provided,  however,  that  nothing  in  this 
section  contained  shall  apply  to  labor,  agricultural  or  horti- 
cultural organizations,  or  to  fraternal  beneficiary  societies, 
orders,  or  associations  operating  under  the  lodge  system,  and 
providing  for  the  payment  of  life,  sick,  accident,  and  other 
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benefits  to  the  members  of  such  societies,  orders  or  associa- 
tions, and  dependents  of  such  members,  nor  to  domestic  build- 
ing and  loan  associations,  organized  and  operated  exclusively 
for  the  mutual  benefit  of  their  members,  nor  to  any  corporation 
or  association  organized  and  operated  exclusively  for  religious, 
charitable  or  educational  purposes,  no  part  of  the  net  income 
of  which  inures  to  the  benefit  of  any  private  stockholder  or 
individual. 

Second.  Such  net  income  shall  be  ascertained  by  deducting 
from  the  gross  amount  of  the  income  of  such  corporation, 
joint  stock  company  or  association,  or  insurance  company, 
received  within  the  year  from  all  sources,  (first)  all  the  ordi- 
nary and  necessary  expenses  actually  paid  within  the  year  out 
of  income  in  the  maintenance  and  operation  of  its  business 
and  properties,  including  all  charges  such  as  rentals  or  fran- 
chise payments,  required  to  be  made  as  a  condition  to  the  con- 
tinued use  or  possession  of  property;  (second)  all  losses 
actually  sustained  within  the  year  and  not  compensated  by  in- 
surance or  otherwise,  including  a  reasonable  allowance  for  de- 
preciation of  property,  if  any,  and  in  the  case  of  insurance  com- 
panies the  sums  other  than  dividends,  paid  within  the  year  on 
policy  and  annuity  contracts  and  the  net  addition,  if  any,  re- 
quired by  law  to  be  made  within  the  year  to  reserve  funds; 
(third)  interest  actually  paid  within  the  year  on  its  bonded 
or  other  indebtedness  to  an  amount  of  such  bonded  and  oth- 
er indebtedness  not  exceeding  the  paid-up  capital  stock  of 
such  corporation,  joint  stock  company  or  association,  or  in- 
surance company,  outstanding  at  the  close  of  the  year,  and  in 
the  case  of  a  bank,  banking  association,  or  trust  company,  all 
interest  actually  paid  by  it  within  the  year  on  deposits ;  (fourth) 
all  sums  paid  by  it  within  the  year  for  taxes  imposed  under 
the  authority  of  the  United  States  or  of  any  state  or  territory 
thereof,  or  imposed  by  the  government  of  any  foreign  country 
as  a  condition  to  carry  on  business  therein ;  (fifth)  all  amounts 
received  by  it  within  the  year  as  dividends  upon  stock  of  other 
corporations,  joint  stock  companies  or  associations,  or  insur- 
ance companies,  subject  to  the  tax  hereby  imposed:  Provided, 
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that  in  the  case  of  a  corporation,  joint  stock  company  or  as- 
sociation, or  insurance  company,  organized  under  the  laws  of 
a  foreign  country,  such  net  income  shall  be  ascertained  by  de- 
ducting from  the  gross  amount  of  its  income  received  within 
the  year  from  business  transacted  and  capital  invested  within 
the  United  States  and  any  of  its  territories,  Alaska,  and  the 
District  of  Columbia,  (first)  all  the  ordinary  and  necessary  ex- 
penses actually  paid  within  the  year  out  of  earnings  in  the 
maintenance  and  operation  of  its  business  and  property  within 
the  United  States  and  its  territories,  Alaska,  and  the  District 
of  Columbia,  including  all  charges  such  as  rentals  or  franchise 
payments  required  to  be  made  as  a  condition  to  the  continued 
use  or  possession  of  property;  (second)  all  losses  actually 
sustained  within  the  year  in  business  conducted  by  it  within 
the  United  States  or  its  territories,  Alaska,  or  the  District  of 
Columbia  not  compensated  by  insurance  or  otherwise,  includ- 
ing a  reasonable  allowance  for  depreciation  of  property,  if 
any,  and  in  the  case  of  insurance  companies  the  sums  other 
than  dividends,  paid  within  the  year  on  policy  and  annuity 
contracts  and  the  net  addition,  if  any,  required  by  law  to  be 
made  within  the  year  to  reserve  funds ;  (third)  interest  actually 
paid  within  the  year  on  its  bonded  or  other  indebtedness  to  an 
amount  of  such  bonded  and  other  indebtedness,  not  exceeding 
the  proportion  of  its  paid-up  capital  stock  outstanding  at  the 
close  of  the  year  which  the  gross  amount  of  its  income  for 
the  year  from  business  transacted  and  capital  invested  within 
the  United  States  and  any  of  its  territories,  Alaska,  and  the 
District  of  Columbia  bears  to  the  gross  amount  of  its  income 
derived  from  all  sources  within  and  without  the  United  States  ; 
(fourth)  the  sums  paid  by  it  within  the  year  for  taxes  im- 
posed under  the  authority  of  the  United  States  or  of  any  state 
or  territory  thereof;  (fifth)  all  amounts  received  by  it  within 
the  year  as  dividends  upon  stock  of  other  corporations,  joint 
stock  companies  or  associations,  and  insurance  companies,  sub- 
ject to  the  tax  hereby  imposed.  In  the  case  of  assessment  in- 
surance companies  the  actual  deposit  of  sums  with  state  or 
territorial  officers,  pursuant  to  law,  as  additions  to  guaranty 

(599) 


Appdx.)  INCOME  TAXATION 

or  reserve  funds  shall  be  treated  as  being  payments  required 
by  law  to  reserve  funds. 

Third.  There  shall  be  deducted  from  the  amount  of  the 
net  income  of  each  of  such  corporations,  joint  stock  compa- 
nies or  associations,  or  insurance  companies,  ascertained  as 
provided  in  the  foregoing  paragraphs  of  this  section,  the  sum 
of  five  thousand  dollars,  and  said  tax  shall  be  computed  upon 
the  remainder  of  said  net  income  of  such  corporation,  joint 
stock  company  or  association,  or  insurance  company,  for  the 
year  ending  December  thirty-first,  nineteen  hundred  and  nine, 
and  for  each  calendar  year  thereafter;  arid  on  or  before  the 
first  day  of  March,  nineteen  hundred  and  ten,  and  the  first 
day  of  March  in  each  year  thereafter,  a  true  and  accurate  re- 
turn under  oath  or  affirmation  of  its  president,  vice-president, 
or  other  principal  officer,  and  its  treasurer  or  assistant  treas- 
urer, shall  be  made  by  each  of  the  corporations,  joint  stock 
companies  or  associations,  and  insurance  companies,  subject 
to  the  tax  imposed  by  this  section,  to  the  collector  of  internal 
revenue  for  the  district  in  which  such  corporation,  joint  stock 
company  or  association,  or  insurance  company  has  its  prin- 
cipal place  of  business,  or,  in  the  case  of  a  corporation,  joint 
stock  company  or  association,  or  insurance  company,  organized 
under  the  laws  of  a  foreign  country,  in  the  place  where  its 
principal  business  is  carried  on  within  the  United  States,  in 
such  form  as  the  Commissioner  of  Internal  Revenue,  with  the 
approval  of  the  Secretary  of  the  Treasury,  shall  prescribe, 
setting  forth  (first)  the  total  amount  of  the  paid-up  capital 
stock  of  such  corporation,  joint  stock  company  or  association, 
or  insurance  company,  outstanding  at  the  close  of  the  year; 
(second)  the  total  amount  of  the  bonded  and  other  indebted- 
ness of  such  corporation,  joint  stock  company  or  association, 
or  insurance  company  at  the  close  of  the  year;  (third)  the 
gross  amount  of  the  income  of  such  corporation,  joint  stock 
company  or  association,  or  insurance  company,  received  dur- 
ing such  year  from  all  sources,  and  if  organized  under  the 
laws  of  a  foreign  country  the  gross  amount  of  its  income  re- 
ceived within  the  year  from  business  transacted  and  capital 
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invested  within  the  United  States  and  any  of  its  territories, 
Alaska,  and  the  District  of  Columbia;  also  the  amount  re- 
ceived by  such  corporation,  joint  stock  company  or  associa- 
tion, or  insurance  company  within  the  year  by  way  of  divi- 
dends upon  stock  of  other  corporations,  joint  stock  companies 
or  associations,  or  insurance  companies,  subject  to  the  tax  im- 
posed by  this  section;  (fourth)  the  total  amount  of  all  the 
ordinary  and  necessary  expenses  actually  paid  out  of  earnings 
in  the  maintenance  and  operation  of  the  business  and  proper- 
ties of  such  corporation,  joint  stock  company  or  association, 
or  insurance  company  within  the  year,  stating  separately  all 
charges  such  as  rentals  or  franchise  payments  required  to  be 
made  as  a  condition  to  the  continued  use  or  possession  of  prop- 
erty, and  if  organized  under  the  laws  of  a  foreign  country  the 
amount  so  paid  in  the  maintenance  and  operation  of  its  busi- 
ness within  the  United  States  and  its  territories,  Alaska,  and 
the  District  of  Columbia ;  (fifth)  the  total  amount  of  all  losses 
Actually  sustained  during  the  year  and  not  compensated  by  in- 
surance or  otherwise,  stating  separately  any  amounts  allowed 
for  depreciation  of  property,  and  in  the  case  of  insurance 
companies  the  sums  other  than  dividends  paid  within  the  year 
on  policy  and  annuity  contracts  and  the  net  addition,  if  any, 
required  by  law  to  be  made  within  the  year  to  reserve  funds ; 
and  in  the  case  of  a  corporation,  joint  stock  company  or  as- 
sociation, or  insurance  company,  organized  under  the  laws  of 
a  foreign  country,  all  losses  actually  sustained  by  it  during 
the  year  in  business  conducted  by  it  within  the  United  States 
or  its  territories,  Alaska,  and  the  District  of  Columbia,  not 
compensated  by  insurance  or  otherwise,  stating  separately  any 
amounts  allowed  for  depreciation  of  property,  and  in  the  case 
of  insurance  companies  the  sums  other  than  dividends  paid 
within  the  year  on  policy  and  annuity  contracts  and  the  net 
addition,  if  any,  required  by  law  to  be  made  within  the  year 
to  reserve  fund;  (sixth)  the  amount  of  interest  actually  paid 
within  the  year  on  its  bonded  or  other  indebtedness  to  an 
amount  of  such  bonded  and  other  indebtedness  not  exceeding 
the  paid-up  capital  stock  of  such  corporation,  joint  stock  com- 
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pany  or  association,  or  insurance  company,  outstanding  at  the 
close  of  the  year,  and  in  the  case  of  a  bank,  banking  associa- 
tion, or  trust  company,  stating  separately  all  interest  paid  by 
it  within  the  year  on  deposits;  or  in  case  of  a  corporation, 
joint  stock  company  or  association,  or  insurance  company,  or- 
ganized under  the  laws  of  a  foreign  country,  interest  so  paid 
on  its  bonded  or  other  indebtedness  to  an  amount  of  such 
bonded  and  other  indebtedness  not  exceeding  the  proportion 
of  its  paid-up  capital  stock  outstanding  at  the  close  of  the 
year,  which  the  gross  amount  of  its  income  for  the  year  from 
business  transacted  and  capital  invested  within  the  United 
States  and  any  of  its  territories,  Alaska,  and  the  District  of 
Columbia,  bears  to  the  gross  amount  of  its  income  derived 
from  all  sources  within  and  without  the  United  States ; 
(seventh)  the  amount  paid  by  it  within  the  year  for  taxes 
imposed  under  the  authority  of  the  United  States  or  any 
state  or  territory  thereof,  and  separately  the  amount  so 
paid  by  it  for  taxes  imposed  by  the  government  of  any  for- 
eign country  as  a  condition  to  carrying  on  business  there- 
in; (eighth)  the  net  income  of  such  corporation,  joint  stock 
company  or  association,  or  insurance  company,  after  mak- 
ing the  deductions  in  this  section  authorized.  All  such  re- 
turns shall  as  received  be  transmitted  forthwith  by  the  col- 
lector to  the  Commissioner  of  Internal  Revenue. 

Fourth.  Whenever  evidence  shall  be  produced  before  the 
Commissioner  of  Internal  Revenue  which  in  the  opinion  of 
the  Commissioner  justifies  the  belief  that  the  return  made  by 
any  corporation,  joint  stock  company  or  association,  or  in- 
surance company  is  incorrect,  or  whenever  any  collector  shall 
report  to  the  Commissioner  of  Internal  Revenue  that  any  cor- 
poration, joint  stock  company  or  association,  or  insurance  com- 
pany has  failed  to  make  a  return  as  required  by  law,  the  Com- 
missioner of  Internal  Revenue  may  require  from  the  corpora- 
tion, joint  stock  company  or  association,  or  insurance  compa- 
ny making  such  return,  such  further  information  with  refer- 
ence to  its  capital,  income,  losses,  and  expenditures  as  he 
may  deem  expedient;  and  the  Commissioner  of  Internal  Rev- 
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enue,  for  the  purpose  of  ascertaining  the  correctness  of  such 
return  or  for  the  purpose  of  making  a  return  where  none  has 
been  made,  is  hereby  authorized,  by  any  regularly  appointed 
revenue  agent  specially  designated  by  him  for  that  purpose, 
to  examine  any  books  and  papers  bearing  upon  the  matters  re- 
quired to  be  included  in  the  return  of  such  corporation,  joint 
stock  company  or  association,  or  insurance  company,  and  to 
require  the  attendance  of  any  officer  or  employee  of  such  cor- 
poration, joint  stock  company  or  association,  or  insurance 
company,  and  to  take  his  testimony  with  reference  to  the  mat- 
ter required  by  law  to  be  included  in  such  return,  with  power 
to  administer  oaths  to  such  person  or  persons ;  and  the  Com- 
missioner of  Internal  Revenue  may  also  invoke  the  aid  of  any 
court  of  the  United  States  having  jurisdiction  to  require  the 
attendance  of  such  officers  or  employees  and  the  production 
of  such  books  and  papers.  Upon  the  information  so  acquired 
the  Commissioner  of  Internal  Revenue  may  amend  any  re- 
turn or  make  a  return  where  none  has  been  made.  All  pro- 
ceedings taken  by  the  Commissioner  of  Internal  Revenue 
under  the  provisions  of  this  section  shall  be  subject  to  the 
approval  of  the  Secretary  of  the  Treasury. 

Fifth.  All  returns  shall  be  retained  by  the  Commissioner 
of  Internal  Revenue,  who  shall  make  assessments  thereon; 
and  in  case  of  any  return  made  with  false  or  fraudulent  in- 
tent', he  shall  add  one  hundred  per  centum  of  such  tax,  and 
in  case  of  a  refusal  or  neglect  to  make  a  return  or  to  verify 
the  same  as  aforesaid  he  shall  add  fifty  per  centum  of  such 
tax.  In  case  of  neglect  occasioned  by  the  sickness  or  absence 
of  an  officer  of  such  corporation,  joint  stock  company  or  as- 
sociation, or  insurance  company,  required  to  make  said  re- 
turn, or  for  other  sufficient  reason,  the  collector  may  allow 
such  further  time  for  making  and  delivering  such  return  as 
he  may  deem  necessary,  not  exceeding  thirty  days.  The 
amount  so  added  to  the  tax  shall  be  collected  at  the  same  time 
and  in  the  same  manner  as  the  tax  originally  assessed,  unless 
the  refusal,  neglect,  or  falsity  is  discovered  after  the  date 
for  payment  of  said  taxes,  in  which  case  the  amount  so  added 
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shall  be  paid  by  the  delinquent  corporation,  joint  stock  com- 
pany or  association,  or  insurance  company,  immediately  upon 
notice  given  by  the  collector.  All  assessments  shall  be  made 
and  the  several  corporations,  joint  stock  companies  or  associa- 
tions, or  insurance  companies,  shall  be  notified  of  the  amount 
for  which  they  are  respectively  liable  on  or  before  the  first 
day  of  June  of  each  successive  year,  and  said  assessments 
shall  be  paid  on  or  before  the  thirtieth  day  of  June,  except  in 
cases  of  refusal  or  neglect  to  make  such  return,  and  in  cases 
of  false  or  fraudulent  returns,  in  which  cases  the  Commis- 
sioner of  Internal  Revenue  shall,  upon  the  discovery  thereof, 
at  any  time  within  three  years  after  said  return  is  due,  make 
a  return  upon  information  obtained  as.  above  provided  for, 
and  the  assessment  made  by  the  Commissioner  of  Internal 
Revenue  thereon  shall  be  paid  by  such  corporation,  joint  stock 
company  or  association,  or  insurance  company  immediately 
upon  notification  of  the  amount  of  such  assessment ;  and  to 
any  sum  or  sums  due  and  unpaid  after  the  thirtieth  day  of 
June  in  any  year,  and  for  ten  days  after  notice  and  demand 
thereof  by  the  collector,  there  shall  be  added  the  sum  of  five 
per  centum  on  the  amount  of  tax  unpaid  and  interest  at  the 
rate  of  one  per  centum  per  month  upon  said  tax  from  the  time 
the  same  becomes  due. 

[NOTE.  This  subdivision  of  the  section  was  amended  by 
Act  of  Congress,  March  3,  1913,  Comp.  St.  1913,  §  6309,  by  pro- 
viding as  follows:  "Any  corporation,  joint  stock  company,  as- 
sociation, or  any  insurance  company  subject  to  the  special  ex- 
cise tax  provided  by  section  thirty-eight  of  the  act  of  August 
fifth,  nineteen  hundred  and  nine,  known  as  the  special  excise 
corporation-tax  law,  which  has  been  or  may  be  compelled  to  pay 
or  become  liable  for  any  additional  tax  within  the  provisions  of 
subsection  five  of  said  section  thirty-eight,  which  additional  tax 
has  been  or  may  hereafter  be  imposed  for  a  neglect  to  file  a 
return  as  provided  in  said  corporation-tax  law  on  or  before 
the  first  of  March  of  any  year,  may,  within  one  year  after  the 
passage  of  this  act,  or  within  one  year  after  the  date  of  notice 
of  assessment  where  such  notice  is  given  after  the  passage  of 
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this  act,  make  application  to  the  Commissioner  of  Internal 
Revenue  for  a  refund  of  such  additional  tax.  And  the  Com- 
missioner of  Internal  Revenue,  with  the  advice  and  consent 
of  the  Solicitor  of  Internal  Revenue,  is  hereby  directed  to  re- 
mit, abate,  or  pay  back  all  such  additional  taxes  in  excess  of 
$100  for  any  single  year  whenever  in  any  case  it  appears  to 
his  satisfaction  that  the  additional  tax  was  assessed  or  im- 
posed solely  because  of  a  neglect  to  make  a  return  at  the  time 
or  times  specified  in  said  act,  and  without  any  intention  or 
design  on  the  part  of  any  officer  of  such  corporation,  joint- 
stock  company,  association,  or  insurance  company  to  hinder 
or  delay  the  United  States  in  the  collection  of  the  tax  original- 
ly assessed."] 

Sixth.  When  the  assessment  shall  be  made,  as  provided  in 
this  section,  the  returns,  together  with  any  corrections  there- 
of which  may  have  been  made  by  the  commissioner,  shall  be 
filed  in  the  office  of  the  Commissioner  of  Internal  Revenue, 
and  shall  constitute  public  records  and  be  open  to  public  in- 
spection as  such. 

[NOTE.  This  subdivision  of  the  section  was  amended  by 
Act  of  Congress  of  June  17,  1910,  Stat,  at  L.  2d  Sess.  61st 
Cong.  494,  chap.  297,  by  adding  the  following  words  "That 
any  and  all  such  returns  shall  be  open  to  inspection  only  upon 
the  order  of  the  President,  under  rules  and  regulations  to  be 
prescribed  by  the  Secretary  of  the  Treasury  and  approved  by 
the  President."] 

Seventh.  It  shall  be  unlawful  for  any  collector,  deputy 
collector,  agent,  clerk,  or  other  officer  or  employee  of  the 
United  States  to  divulge  or  make  known  in  any  manner  what- 
ever not  provided  by  law  to  any  person  any  information  ob- 
tained by  him  in  the  discharge  of  his  official  duty,  or  to  divulge 
or  make  known  in  any  manner  not  provided  by  law  any  docu- 
ment received,  evidence  taken,  or  report  made  under  this  sec- 
tion except  upon  the  special  direction  of  the  President;  and 
any  offense  against  the  foregoing  provision  shall  be  a  mis- 
demeanor and  be  punished  by  a  fine  not  exceeding  one  thou- 
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sand  dollars,  or  by  imprisonment  not  exceeding  one  year,  or 
both,  at  the  discretion  of  the  court. 

Eighth.  If  any  of  the  corporations,  joint  stock  companies 
or  associations,  or  insurance  companies  aforesaid,  shall  re- 
fuse or  neglect  to  make  a  return  at  the  time  or  times  herein- 
before specified  in  each  year,  or  shall  render  a  false  or  fraudu- 
lent return,  such  corporation,  joint  stock  company  or  associa- 
tion, or  insurance  company  shall  be  liable  to  a  penalty  of  not 
less  than  one  thousand  dollars  and  not  exceeding  ten  thousand 
dollars. 

Any  person  authorized  by  law  to  make,  render,  sign,  or 
verify  any  return,  who  makes  any  false  or  fraudulent  return, 
or  statement,  with  intent  to  defeat  or  evade  the  assessment 
required  by  this  section  to  be  made,  shall  be  guilty  of  a  mis- 
demeanor, and  shall  be  fined  not  exceeding  one  thousand  dol- 
lars or  be  imprisoned  not  exceeding  one  year,  or  both,  at  the 
discretion  of  the  court,  with  the  costs  of  prosecution. 

All  laws  relating  to  the  collection,  remission,  and  refund 
of  internal-revenue  taxes,  so  far  as  applicable  to  and  not  in- 
consistent with  the  provisions  of  this  section,  are  hereby  ex- 
tended and  made  applicable  to  the  tax  imposed  by  this  section. 

jurisdiction  is  hereby  conferred  upon  the  circuit  and  dis- 
trict courts  of  the  United  States  for  the  district  within  which 
any  person  summoned  under  this  section  to  appear  to  testify 
or  to  produce  books  as  aforesaid,  shall  reside,  to  compel  such 
attendance,  production  of  books,  and  testimony  by  appropri- 
ate process. 

FEDERAL  INCOME  TAX  LAW  OF  1894 

Act  of  Congress,  August  27,  1894,  28  Stat.  509,  c.  349 

Section  27.  That  from  and  after  the  first  day  of  Janu- 
ary, eighteen  hundred  and  ninety-five,  and  until  the  first  day 
of  January,  nineteen  hundred,  there  shall  be  assessed,  lev- 
ied, collected  and  paid  annually  upon  the  gains,  profits,  and 
income  received  in  the  preceding  calendar  year  by  every 
citizen  of  the  United  States,  whether  residing  at  home  or 
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abroad,  and  every  person  residing  therein,  whether  said 
gains,  profits,  or  income  be  derived  from  any  kind  of  prop- 
erty, rents,  interest,  dividends,  or  salaries,  or  from  any  pro- 
fession, trade,  employment,  or  vocation  carried  on  in  the 
United  States  or  elsewhere,  or  from  any  other  source  what- 
ever, a  tax  of  two  per  centum  on  the  amount  so  derived 
over  and  above  four  thousand  dollars,  and  a  like  tax  shall 
be  levied,  collected,  and  paid  annually  upon  the  gains,  prof- 
its, and  income  from  all  property  owned  and  of  every  busi- 
ness, trade,  or  profession  carried  on  in  the  United  States  by 
persons  residing  without  the  United  States.  And  the  tax 
herein  provided  for  shall  be  assessed  by  the  Commissioner 
of  Internal  Revenue,  and  collected  and  paid,  upon  the  gains, 
profits,  and  income  for  the  year  ending  the  thirty-first  day 
of  December  next  preceding  the  time  for  levying,  collecting, 
and  paying  said  tax. 

Section  28.  That  in  estimating  the  gains,  profits,  and 
income  of  any  person  there  shall  be  included  all  income  de- 
rived from  interest  upon  notes,  bonds,  and  other  securities, 
except  such  bonds  of  the  United  States  the  principal  and 
interest  of  which  are  by  the  law  of  their  issuance  exempt 
from  all  federal  taxation;  profits  realized' within  the  year 
from  sales  of  real  estate  purchased  within  two  years  pre- 
vious to  the  close  of  the  year  for  which  income  is  estimated ; 
interest  received  or  accrued  upon  all  notes,  bonds,  mort- 
gages, and  other  forms  of  indebtedness  bearing  interest, 
whether  paid  or  not,  if  good  and  collectible,  less  the  interest 
which  has  become  due  from  said  person  or  which  has  been 
paid  by  him  during  the  year;  the  amount  of  all  premium 
on  all  bonds,  notes,  or  coupons;  the  amount  of  sales  of 
live  stock,  sugar,  cotton,  wool,  butter,  cheese,  pork,  beef, 
mutton,  or  other  meats,  hay,  and  grain,  or  other  vegetable 
or  other  productions,  being  the  growth  or  produce  of  the 
estate  of  such  person,  less  the  amount  expended  in  the  pur- 
chase or  production  of  said  stock  or  produce,  and  not  in- 
cluding any  part  thereof  consumed  directly  by  the  family; 
money  and  the  value  of  all  personal  property  acquired  by 
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gift  or  inheritance ;  all  other  gains,  profits,  and  income  de- 
rived from  any  source  whatever,  except  that  portion  of  the 
salary,  compensation  or  pay  received  for  services  in  the 
civil,  military,  naval,  or  other  service  of  the  United  States, 
including  senators,  representatives,  and  delegates  in  Con- 
gress, from  which  the  tax  has  been  deducted,  and  except 
that  portion  of  any  salary  upon  which  the  employer  is  re- 
quired by  law  to  withhold,  and  does  withhold,  the  tax  and 
pays  the  same  to  the  officer  authorized  to  receive  it.  In 
computing  incomes  the  necessary  expenses  actually  in- 
curred in  carrying  on  any  business,  occupation,  or  profession 
shall  be  deducted  and  also  all  interest  due  or  paid  within 
the  year  by  such  person  on  existing  indebtedness.  And  all 
national,  state,  county,  school,  and  municipal  taxes,  not  in- 
cluding those  assessed  against  local  benefits,  paid  within 
the  year  shall  be  deducted  from  the  gains,  profits,  or  income 
of  the  person  who  has  actually  paid  the  same,  whether  such 
person  be  owner,  tenant,  or  mortgagor;  also  losses  actual- 
ly sustained  during  the  year,  incurred  in  trade  or  arising 
from  fires,  storms,  or  shipwreck,  and  not  compensated  for 
by  insurance  or  otherwise,  and  debts  ascertained  to  be 
worthless,  but  excluding  all  estimated  depreciation  of  values 
and  losses  within  the  year  on  sales  of  real  estate  purchased 
within  two  years  previous  to  the  year  for  which  income  is 
estimated:  Provided,  that  no  deduction  shall  be  made  for 
any  amount  paid  out  for  new  buildings,  permanent  improve- 
ments, or  betterments,  made  to  increase  the  value  of  any 
property  or  estate :  Provided,  further,  that  only  one  de- 
duction of  four  thousand  dollars  shall  be  made  from  the  ag- 
gregate income  of  all  the  members  of  any  family,  composed 
of  one  or  both  parents,  and  one  or  more  minor  children,  or 
husband  and  wife ;  that  guardians  shall  be  allowed  to  make 
a  deduction  in  favor  of  each  and  every  ward,  except  that 
in  case  where  two  or  more  wards  are  comprised  in  one 
family,  and  have  joint  property  interests,  the  aggregate  de- 
duction in  their  favor  shall  not  exceed  four  thousand  dol- 
lars :  and  provided  further,  that  in  case  where  the  salary  or 
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other  compensation  paid  to  any  person  in  the  employment 
or  service  of  the  United  States  shall  not  exceed  the  rate  of 
four  thousand  dollars  per  annum,  or  shall  be  by  fees,  or  un- 
certain or  irregular  in  the  amount  or  in '  the  time  during 
which  the  same  shall  have  accrued  or  been  earned,  such 
salary  or  other  compensation  shall  be  included  in  estimating 
the  annual  gains,  profits,  or  income  of  the  person  to  whom 
the  same  shall  have  been  paid,  and  shall  include  that  por- 
tion of  any  income  or  salary  upon  which  a  tax  has  not  been 
paid  by  the  employer,  where  the  employer  is  required  by  law 
to  pay  on  the  excess  over  four  thousand  dollars :  Provided 
also,  that  in  computing  the  income  of  any  person,  corpora- 
tion, company,  or  association,  there  shall  not  be  included  the 
amount  received  from  any  corporation,  company,  or  asso- 
ciation as  dividends  upon  the  stock  of  such  corporation, 
company,  or  association,  if  the  tax  of  two  per  centum  has 
been  paid  upon  its  net  profits  by  said  corporation,  com- 
pany, or  association  as  required  by  this  act. 

Section  29.  That  it  shall  be  the  duty  of  all  persons  of 
lawful  age  having  an  income  of  more  than  three  thousand 
five  hundred  dollars  for  the  taxable  year,  computed  on  the 
basis  herein  prescribed,  to  make  and  render  a  list  or  return, 
on  or  before  the  day  provided  by  law,  in  such  form  and  man- 
ner as  may  be  directed  by  the  Commissioner  of  Internal 
Revenue,  with  the  approval  of  the  Secretary  of  the  Treas- 
ury, to  the  collector  or  a  deputy  collector  of  the  district  in 
which  they  reside,  of  the  amount  of  their  income,  gains,  and 
profits,  as  aforesaid;  and  all  guardians  and  trustees,  exec- 
utors, administrators,  agents,  receivers,  and  all  persons  or 
corporations  acting  in  any  fiduciary  capacity  shall  make  and 
render  a  list  or  return,  as  aforesaid,  to  the  collector  or  a 
deputy  collector  of  the  district  in  which  such  person  or  cor- 
poration acting  in  a  fiduciary  capacity  resides  or  does  busi- 
ness, of  the  amount  of  income,  gains,  and  profits  of  any 
minor  or  person  for  whom  they  act,  but  persons  having  less 
than  three  thousand  five  hundred  dollars  income  are  not  re- 
quired to  make  such  report ;   and  the  collector  or  deputy  col- 
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lector  shall  require  every  list  or  return  to  be  verified  by  the 
oath  or  affirmation  of  the  party  rendering  it,  and  may  increase 
the  amount  of  any  Hst  or  return  if  he  has  reason  to  believe  that 
the  same  is  understated ;  and  in  case  any  such  person  having  a 
taxable  income  shall  neglect  or  refuse  to  make  and  render  such 
list  and  return,  or  shall  render  a  wilfully  false  or  fraudulent 
list  or  return,  it  shall  be  the  duty  of  the  collector  or  deputy 
collector  to  make  such  list  according  to  the  best  information 
he  can  obtain,  by  the  examination  of  such  person,  or  any 
other  evidence,  and  to  add  fifty  per  centum  as  a  penalty  to 
the  amount  of  the  tax  due  on  such  list  in  all  cases  of  wilfull 
neglect  or  refusal  to  make  and  render  a  list  or  return ;  and 
in  all  cases  of  a  wilfully  false  or  fraudulent  list  or  return 
having  been  rendered  to  add  one  hundred  per  centum  as  a 
penalty  to  the  amount  of  tax  ascertained  to  be  due,  the  tax 
and  the  additions  thereto  as  a  penalty  to  be  assessed  and 
collected  in  the  manner  provided  for  in  other  cases  of  wil- 
ful neglect  or  refusal  to  render  a  list  or  return,  or  of  render- 
ing a  false  or  fraudulent  return.  Provided,  that  any  person 
or  corporation  in  his,  her,  or  its  own  behalf,  or  as  such  fidu- 
ciary, shall  be  permitted  to  declare,  under  oath  or  affirma- 
tion, the  form  and  manner  of  which  shall  be  prescribed  by 
the  Commissioner  of  Internal  Revenue,  with  the  approval 
of  the  Secretary  of  the  Treasury,  that  he,  she,  or  his  or 
her,  or  its  ward  or  beneficiary,  was  not  possessed  of  an  in- 
come of  four  thousand  dollars,  liable  to  be  assessed  accord- 
ing to  the  provisions  of  this  act;  or  may  declare  that  he, 
she,  or  it,  or  his,  her,  or  its  ward  or  beneficiary  has  been 
assessed  and  has  paid  an  income  tax  elsewhere  in  the  same 
year,  under  authority  of  the  United  States,  upon  all  his,  her, 
or  its  income,  gains,  or  profits,  and  upon  all  the  income, 
gains,  or  profits  for  which  he,  she,  or  it  is  liable  as  such 
fiduciary,  as  prescribed  by  law ;  and  if  the  collector  or  dep- 
uty collector  shall  be  satisfied  of  the  truth  of  the  declara- 
tion, such  person  or  corporation  shall  thereupon  be  exempt 
from  income  tax  in  the  said  district  for  that  year;  or  if  the 
list  or  return  of  any  person  or  corporation,  company,  or  as- 
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sociation  shall  have  been  increased  by  the  collector  or  dep- 
uty collector,  such  person  or  corporation,  company,  or  as- 
sociation may  be  permitted  to  prove  the  amount  of  income 
liable  to  be  assessed;  but  such  proof  shall  not  be  consid- 
ered conclusive  of  the  facts,  and  no  deductions  claimed  in 
such  cases  shall  be  made  or  allowed  until  approved  by  the 
collector  or  deputy  collector.  Any  person  or  company,  cor- 
poration, or  association  feeling  aggrieved  by  the  decision 
of  the  deputy  collector,  in  such  cases,  may  appeal  to  the  col- 
lector of  the  district,  and  his  decision  thereon,  unless  revers- 
ed by  the  Commissioner  of  Internal  Revenue,  shall  be  final. 
If  dissatisfied  with  the  decision  of  the  collector,  such  person 
or  corporation,  company,  or  association  may  submit  the 
case,  with  all  the  papers,  to  the  Commissioner  of  Internal 
Revenue  for  his  decision,  and  may  furnish  the  testimony  of 
witnesses  to  prove  any  relevant  facts,  having  served  notice 
to  that  effect  upon  the  Commissioner  of  Internal  Revenue, 
as  herein  prescribed. 

Such  notice  shall  state  the  time  and  place  at  which,  and 
the  officer  before  whom,  the  testimony  will  be  taken ;  the 
name,  age,  residence,  and  business  of  the  proposed  witness, 
with  the  questions  to  be  propounded  to  the  witness,  or  a 
brief  statement  of  the  substance  of  the  testimony  he  is  ex- 
pected to  give:  Provided,  that  the  Government  may  at  the 
same  time  and  place  take  testimony  upon  like  notice  to  re- 
but the  testimony  of  the  witnesses  examined  by  the  person 
taxed. 

The  notice  shall  be  delivered  or  mailed  to  the  Commis- 
sioner of  Internal  Revenue  a  sufficient  number  of  days  pre- 
vious to  the  day  fixed  for  taking  the  testimony,  to  allow 
him,  after  its  receipt,  at  least  five  days,  exclusive  of  the 
period  required  for  mail  communication  with  the  place  at 
which  the  testimony  is  to  be  taken,  in  which  to  give,  should 
he  so  desire,  instructions  as  to  the  cross-examination  of  the 
proposed  witness. 

Whenever  practicable,  the  affidavit  or  deposition  shall 
be  taken  before  a  collector  or  deputy  collector  of  internal 
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revenue,  in  which  case  reasonable  notice  shall  be  given  to 
the  collector  or  deputy  collector  of  the  time  fixed  for  tak- 
ing the  deposition  or  affidavit:  Provided  further,  that  no 
penalty  shall  be  assessed  upon  any  person  or  corporation, 
company,  or  association  for  such  neglect  or  refusal  or  for 
making  or  rendering  a  wilfully  false  or  fraudulent  return, 
except  after  reasonable  notice  of  the  time  and  place  of  hear- 
ing, to  be  prescribed  by  the  Commissioner  of  Internal  Rev- 
enue, so  as  to  give  the  person  charged  an  opportunity  to 
be  heard. 

Section  30.  The  taxes  on  incomes  herein  imposed  shall 
be  due  and  payable  on  or  before  the  first  day  of  July  in 
each  year;  and  to  any  sum  or  sums  annually  due  and  un- 
paid after  the  first  day  of  July  as  aforesaid,  and  for  ten  days 
after  notice  and  demand  thereof  by  the  collector,  there 
shall  be  levied,  in  addition  thereto,  the  sum  of  five  per 
centum  on  the  amount  of  taxes  unpaid,  and  interest  at  the 
rate  of  one  per  centum  per  month  upon  said  tax  from  the 
time  the  same  becomes  due,  as  a  penalty,  except  from  the 
estates  of  deceased,  insane,  or  insolvent  persons. 

Section  31.  Any  non-resident  may  receive  the  benefit  of 
the  exemptions  hereinbefore  provided  for  by  filing  with  the 
deputy  collector  of  any  district  a  true  list  of  all  his  property 
and  sources  of  income  in  the  United  States  and  complying 
with  the  provisions  of  section  twenty-nine  of  this  act  as  if 
a  resident.  In  computing  income,  he  shall  include  all  in- 
come from  every  source,  but  unless  he  be  a  citizen  of  the 
United  States,  he  shall  only  pay  on  that  part  of  the  income 
which  is  derived  from  any  source  in  the  United  States.  In 
case  such  non-resident  fails  to  file  such  statement,  the  col- 
lector of  each  district  shall  collect  the  tax  on  the  income  de- 
rived from  property  situate  in  his  district,  subject  to  in- 
come tax,  making  no  allowance  for  exemptions,  and  all 
property  belonging  to  such  non-resident  shall  be  liable  to 
distraint  for  tax:  Provided,  that  non-resident  corporations 
shall  be  subject  to  the  same  laws  as  to  tax  as  resident  cor- 
porations, and  the  collection  of  the  tax  shall  be  made  in  the 
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same  manner  as  provided  for  collections  of  taxes  against 
non-resident  persons. 

Section  32.  That  there  shall  be  assessed,  levied,  and 
collected,  except  as  herein  otherwise  provided,  a  tax  of 
two  per  centum  annually  on  the  net  profits  or  income  above 
actual  operating  and  business  expenses,  including  expenses 
for  materials  purchased  for  manufacture  or  bought  for  re- 
sale, losses,  and  interest  on  bonded  and  other  indebtedness, 
of  all  banks,  banking  institutions,  trust  companies,  savings 
institutions,  fire,  marine,  life,  and  other  insurance  compan- 
ies, railroad,  canal,  turnpike,  canal  navigation,  slack  wa- 
ter, telephone,  telegraph,  express,  electric  light,  gas,  water, 
street  railway  companies,  and  all  other  corporations,  com- 
panies, or  associations  doing  business  for  profit  in  the 
United  States,  no  matter  how  created  and  organized,  but 
not  including  partnerships. 

That  said  tax  shall  be  paid  on  or  before  the  first  day  of 
July  in  each  year;  and  if  the  president  or  other  chief  officer 
of  any  corporation,  company,  or  association,  or  in  the  case 
of  any  foreign  corporation,  company,  or  association,  the 
resident  manager  or  agent,  shall  neglect  or  refuse  to  file 
with  the  collector  of  the  internal  revenue  district  in  which 
said  corporation,  company,  or  association  shall  be  located 
or  be  engaged  in  business,  a  statement  verified  by  his  oath 
or  affirmation,  in  such  form  as  shall  be  prescribed  by  the 
Commissioner  of  Internal  Revenue,  with  the  approval  of 
the  Secretary  of  the  Treasury,  showing  the  amount  of  net 
profits  or  income  received  by  said  corporation,  company,  or 
association  during  the  whole  calendar  year  last  preceding 
the  date  of  filing  said  statement  as  hereinafter  required,  the 
corporation,  company,  or  association  making  default  shall 
forfeit  as  a  penalty  the  sum  of  one  thousand  dollars  and 
two  per  centum  on  the  amount  of  taxes  due,  for  each  month 
until  the  Same  is  paid,  the  payment  of  said  penalty  to  be 
enforced  as  provided  in  other  cases  of  neglect  and  refusal 
to  make  return  of  taxes  under  the  internal  revenue  laws. 

The  net  profits  or  income  of  all  corporations,  companies, 
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or  associations  shall  include  the  amounts  paid  to  share- 
holders, or  carried  to  the  account  of  any  fund,  or  used  for 
construction,  enlargement  of  plant,  or  any  other  expendi- 
ture or  investment  paid  from  the  net  annual  profits  made 
or  acquired  by  said  corporations,  companies,  or  associa- 
tions. 

That  nothing  herein  contained  shall  apply  to  states, 
counties,  or  municipalities;  nor  to  corporations,  compan- 
ies, or  associations  organized  and  conducted  solely  for 
charitable,  religious,  or  educational  purposes,  including 
fraternal  beneficiary  societies,  orders,  or  associations  op- 
erating upon  the  lodge  system  and  providing  for  the  pay- 
ment of  life,  sick,  accident,  and  other  benefits  to  the  mem- 
bers of  such  societies,  orders,  or  associations  and  depend- 
ents of  such  members;  nor  to  the  stocks,  shares,  funds,  or 
securities  held  by  any  fiduciary  or  trustee  for  charitable, 
religious,  or  educational  purposes ;  nor  to  building  and  loan 
associations  or  companies  which  make  loans  only  to  their 
shareholders ;  nor  to  such  savings  banks,  savings  institu- 
tions or  societies  as  shall,  first,  have  no  stockholders  or 
members  except  depositors  and  no  capital  except  deposits ; 
secondly,  shall  not  receive  deposits  to  an  aggregate 
amount,  in  any  one  year,  of  more  than  one  thousand  dol- 
lars from  the  same  depositor;  thirdly,  shall  not  allow  an 
accumulation  or  total  of  deposits,  by  any  one  depositor, 
exceeding  ten  thousand  dollars;  fourthly,  shall  actually 
divide  and  distribute  to  its  depositors,  ratably  to  deposits, 
all  the  earnings  over  the  necessary  and  proper  expenses  of 
such  bank,  institution,  or  society,  except  such  as  shall  be 
applied  to  surplus;  fifthly,  shall  not  possess,  in  any  form, 
a  surplus  fund  exceeding  ten  per  centum  of  its  aggregate  de- 
posits ;  nor  to  such  savings  banks,  savings  institutions,  or 
societies  composed  of  members  who  do  not  participate  in 
the  profits  thereof  and  which  pay  interest  or  dividends 
only  to  their  depositors;  nor  to  that  part  of  the  business 
of  any  savings  bank,  institution,  or  other  similar  associa- 
tion having  a  capital  stock  that  is  conducted  on  the  mutual 
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plan  solely  for  the  benefit  of  its  depositors  on  such  plan, 
and  which  shall  keep  its  accounts  or  its  business  conducted 
on  such  mutual  plan  separate  and  apart  from  its  other 
accounts. 

Nor  to  any  insurance  company  or  association  which  con- 
ducts all  its  business  solely  upon  the  mutual  plan,  and  only 
for  the  benefit  of  its  policy  holders  or  members,  and  having 
no  capital  stock  and  no  stock  or  shareholders,  and  holding 
all  its  property  in  trust  and  in  reserve  for  its  policy  hold- 
ers or  members;  nor  to  that  part  of  the  business  of  any 
insurance  company  having  a  capital  stock  and  stock  and 
shareholders,  which  is  conducted  on  the  mutual  plan, 
separate  from  its  stock  plan  of  insurance,  and  solely  for 
the  benefit  of  the  policy  holders  and  members  insured  on  said 
mutual  plan,  and  holding  all  the  property  belonging  to  and 
derived  from  said  mutual  part  of  its  business  in  trust  and 
reserve  for  the  benefit  of  its  policy  holders  and  members 
insured  on  said  mutual  plan. 

That  all  state,  county,  municipal,  and  town  taxes  paid 
by  corporations,  companies,  or  associations,  shall  be  in- 
cluded in  the  operating  and  business  expenses  of  such  cor- 
porations, companies,  or  associations. 

Section  33.  That  there  shall  be  levied,  collected,  and 
paid  on  all  salaries  of  officers,  or  payments  for  services  to 
persons  in  the  civil,  military,  naval,  or  other  employment 
or  service  of  the  United  States,  including  senators  and  rep- 
resentatives and  delegates  in  congress,  when  exceeding  the 
rate  of  four  thousand  dollars  per  annum,  a  tax  of  two  per 
centum  on  the  excess  above  the  said  four  thousand  dollars ; 
and  it  shall  be  the  duty  of  all  paymasters  and  all  disburs- 
ing officers  under  the  government  of  the  United  States,  or 
persons  in  the  employ  thereof,  when  making  any  payment 
to  any  officers  or  persons  as  aforesaid,  whose  compensation 
is  determined  by  a  fixed  salary,  or  upon  the  settling  or  ad- 
justing the  accounts  of  such  officers  or  persons,  to  deduct 
and  withhold  the  aforesaid  tax  of  two  per  centum;  and 
the  pay  roll,  receipts,  or  account  of  officers  or  persons  pay- 
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ing  such  tax  as  aforesaid  shall  be  made  to  exhibit  the  fact 
of  such  payment.  And  it  shall  be  the  duty  of  the  account- 
ing officers  of  the  treasury  department,  when  auditing  the 
accounts  of  any  paymaster  or  disbursing  officer,  or  any 
officer  withholding  his  salary  from  moneys  received  by 
him,  or  when  settling  or  adjusting  the  accounts  of  any  such 
officer,  to  require  evidence  that  the  taxes  mentioned  in 
this  section  have  been  deducted  and  paid  over  to  the  Treas- 
urer of  the  United  States,  or  other  officer  authorized  to  re- 
ceive the  same.  Every  corporation  which  pays  to  any  em- 
ploy6  a  salary  or  compensation  exceeding  four  thousand 
dollars  per  annum  shall  report  the  same  to  the  collector  or 
deputy  collector  of  his  district  and  said  employ^  shall  pay 
thereon,  subject  to  the  exemptions  herein  provided  for,  the 
tax  of  two  per  centum  on  the  excess  of  his  salary  over  four 
thousand  dollars ;  Provided  that  salaries  due  to  state,  coun- 
ty, or  municipal  officers  shall  be  exempt  from  the  income 
tax  herein  levied. 

Section  34.  That  sections  thirty-one  hundred  and  sixty-sev- 
en, thirty-one  hundred  and  seventy-two,  thirty-one  hundred 
and  seventy-three,  and  thirty-one  hundred  and  seventy-six  of 
the  Revised  Statutes  of  the  United  States  as  amended  are 
hereby  amended  so  as  to  read  as  follows : 

Section  3167.  That  it  shall  be  unlawful  for  any  collector, 
deputy  collector,  agent,  clerk  or  other  officer  or  employe  of 
the  United  States  to  divulge  or  to  make  known  in  any  manner 
whatever  not  provided  by  law  to  any  person  the  operations, 
style  of  work  or  apparatus  of  any  manufacturer  or  producer 
visited  by  him  in  the  discharge  of  his  official  duties,  or  the 
amount  or  source  of  income,  profits,  losses,  expenditures,  or 
any  particular  thereof,  set  forth  or  disclosed  in  any  income 
return  by  any  person  or  corporation,  or  to  permit  any  income 
return  or  copy  thereof  or  any  book  containing  any  abstract  or 
particulars  thereof,  to  be  seen  or  examined  by  any  person  ex- 
cept as  provided  by  law;  and  it  shall  be  unlawful  for  any 
person  to  print  or  publish  in  any  manner  whatever  not  pro- 
vided by  law  any  income  return  or  any  part  thereof  or  the 
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amount  or  source  of  income,  profits,  losses,  or  expenditures 
appearing  in  any  income  return;  and  any  offense  against 
the  foregoing  provision  shall  be  a  misdemeanor  and  be  pun- 
ished by  a  fine  not  exceeding  one  thousand  dollars  or  by  im- 
prisonment not  exceeding  one  year,  or  both,  at  the  discretion 
of  the  court;  and  if  the  offender  be  an  officer  or  employe  of 
the  United  States  he  shall  be  dismissed  from  office  and  be 
incapable  thereafter  of  holding  any  office  under  the  Govern- 
ment. 

Section  3172.  That  every  collector  shall,  from  time  to  time, 
cause  his  deputies  to  proceed  through  every  part  of  his  dis- 
trict and  inquire  after  and  concerning  all  persons  therein 
who  are  liable  to  pay  any  internal  revenue  tax,  and  all  persons 
owning  or  having  the  care  and  management  of  any  objects  lia- 
ble to  pay  any  tax,  and  to  make  a  list  of  such  persons  and 
enumerate  said  objects. 

Section  3173.  It  shall  be  the  duty  of  any  person,  partner- 
ship, firm,  association,  or  corporation,  made  liable  to  any  duty, 
special  tax,  or  other  tax  imposed  by  law,  when  not  otherwise 
provided  for,  in  case  of  a  special  tax,  on  or  before  the  thirty- 
first  day  of  July  in  each  year,  in  case  of  income  tax  on  or 
before  the  first  Monday  of  March  in  each  year,  and  in  other 
cases  before  the  day  on  which  the  taxes  accrue,  to  make  a 
list  or  return,  verified  by  oath  or  affirmation,  to  the  collector 
or  a  deputy  collector  of  the  district  where  located,  of  the 
articles  or  objects,  including  the  amount  of  annual  income 
charged  with  a  duty  or  tax,  the  quantity  of  goods,  wares,  and 
merchandise  made  or  sold  and  charged  with  a  tax,  the  several 
rates  and  aggregate  amount,  according  to  the  forms  and  reg- 
ulations to  be  prescribed  by  the  Commissioner  of  Internal 
Revenue,  with  the  approval  of  the  Secretary  of  the  Treasury, 
for  which  such  person,  partnership,  firm,  association,  or  cor- 
poration is  liable:  Provided  that  if  any  person  liable  to  pay 
any  duty  or  tax,  or  owning,  possessing,  or  having  the  care 
or  management  of  property,  goods,  wares,  and  merchandise, 
articles  or  objects  liable  to  pay  any  duty,  tax,  or  license,  shall 
fail  to  make  and  exhibit  a  list  or  return  required  by  law,  but 
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shall  consent  to  disclose  the  particulars  of  any  and  all  the 
property,  goods,  wares^  and  merchandise,  articles,  and  ob- 
jects liable  to  pay  any  duty  or  tax,  or  any  business  or  occupa- 
tion liable  to  pay  any  tax  as  aforesaid,  then,  and  in  that  case, 
it  shall  be  the  duty  of  the  collector  or  deputy  collector  to 
make  such  list  or  return,  which,  being  distinctly  read,  con- 
sented to,  and  signed  and  verified  by  oath  or  affirmation  by  the 
person  so  owning,  possessing,  or  having  the  care  and  manage- 
ment as  aforesaid,  may  be  received  as  the  list  of  such  person : 
Provided  further,  that  in  case  no  annual  Hst  or  return  has 
been  rendered  by  such  person  to  the  collector  or  deputy  col- 
lector as  required  by  law,  and  the  person  shall  be  absent  from 
his  or  her  residence  or  place  of  business  at  the  time  the  col- 
lector or  a  deputy  collector  shall  call  for  the  annual  list  or 
return,  it  shall  be  the  duty  of  such  collector  or  deputy  col- 
lector to  leave  at  such  place  of  residence  or  business,  with 
some  one  of  suitable  age  and  discretion,  if  such  be  present, 
otherwise  to  deposit  in  the  nearest  post  office,  a  note  or  mem- 
orandum addressed  to  such  person,  requiring  him  or  her  to 
render  to  such  collector  or  deputy  collector  the  list  or  return 
required  by  law  within  ten  days  from  the  date  of  such  note 
or  memorandum,  verified  by  oath  or  affirmation.  And  if  any 
person,  on  being  notified  or  required  as  aforesaid,  shall  refuse 
or  neglect  to  render  such  list  or  return  within  the  time  required 
as  aforesaid,  or  whenever  any  person  who  is  required  to  de- 
liver a  monthly  or  other  return  of  objects  subject  to  tax  fails 
to  do  so  at  the  time  required,  or  delivers  any  return  which, 
in  the  opinion  of  the  collector  is  false  or  fraudulent,  or  con- 
tains any  undervaluation  or  understatement,  it  shall  be  lawful 
for  the  collector  to  summon  such  person,  or  any  other  per- 
son having  possession,  custody,  or  care  of  books  of  account 
containing  entries  relating  to  the  business  of  such  person,  or 
any  other  person  he  may  deem  proper,  to  appear  before  him 
and  produce  such  books,  at  a  time  and  place  named  in  the 
summons,  and  to  give  testimony  or  answer  interrogatories, 
under  oath,  respecting  any  objects  liable  to  tax  or  the  re- 
turns thereof.    The  collector  may  summon  any  i)erson  resid- 
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ing  or  found  within  the  state  in  which  his  district  lies;  and 
when  the  person  intended  to  be  summoned  does  not  reside  and 
cannot  be  found  within  such  state,  he  may  enter  any  collection 
district  where  such  person  may  be  found  and  there  make  the 
examination  herein  authorized.  And  to  this  end  he  may  there 
exercise  all  the  authority  which  he  might  lawfully  exercise 
in  the  district  for  which  he  was  commissioned. 

Section  31'76.  When  any  person,  corporation,  company,  or 
association  refuses  or  neglects  to  render  any  return  or  list 
required  by  law,  or  renders  a  false  or  fraudulent  return  or 
list,  the  collector  or  any  deputy  collector  shall  make,  accord- 
ing to  the  best  information  which  he  can  obtain,  including 
'that  derived  from  the  evidence  elicited  by  the  examination  of 
the  collector,  and  on  his  own  view  and  information,  such  list 
or  return,  according  to  the  form  prescribed,  of  the  income, 
property,  and  objects  liable  to  tax  owned  or  possessed  or  under 
the  care  or  management  of  such  person  or  corporation,  com- 
pany or  association,  and  the  Commissioner  of  Internal  Rev- 
enue shall  assess  all  taxes  not  paid  by  stamps,  including  the 
amount,  if  any,  due  for  special  tax,  income  or  other  tax,  and 
in  case  of  any  return  of  a  false  or  fraudulent  list  or  valuation 
intentionally  he  shall  add  one  hundred  per  centum  to  such  tax  ; 
and  in  case  of  a  refusal  or  neglect,  except  in  cases  of  sickness 
or  absence,  to  make  a  list  or  return,  or  to  verify  the  same  as 
aforesaid,  he  shall  add  fifty  per  centum  to  such  tax.  In  case 
of  neglect  occasioned  by  sickness  or  absence  as  aforesaid  the 
collector  may  allow  such  further  time  for  making  and  deliver- 
ing such  list  or  return  as  he  may  deem  necessary,  not  exceed- 
ing thirty  days.  The  amount  so  added  to  the  tax  shall  be 
collected  at  the  same  time  and  in  the  same  manner  as  the 
tax,  unless  the  neglect  or  falsity  is  discovered  after  the  tax  has 
been  paid,  in  which  case  the  amount  so  added  shall  be  col- 
lected in  the  same  manner  as  the  tax;  and  the  list  or  return 
so  made  and  subscribed  by  such  collector  or  deputy  collector 
shall  be  held  prima  facie  good  and  sufficient  for  all  legal  pur- 
poses. 
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Section  35.  That  every  corporation,  company,  or  associa- 
tion doing  business  for  a  profit  shall  make  and  render  to  the 
collector  of  its  collection  district,  on  or  before  the  first  Mon- 
day of  March  in  every  year,  beginning  with  the  year  eighteen 
hundred  and  ninety-five,  a  full  return,  verified  by  oath  or 
affirmation,  in  such  form  as  the  Commissioner  of  Internal 
Revenue  shall  prescribe,  of  all  the  following  matters  for  the 
whole  calendar  year  last  preceding  the  date  of  such  return : 

First.  The  gross  profits  of  such  corporation,  company,  or 
association  from  all  kinds  of  business  of  every  name  and  na- 
ture. 

Second.  The  expenses  of  such  corporation,  company,  or  as- 
sociation, exclusive  of  interest,  annuities,  and  dividends. 

Third.  The  net  profits  of  such  corporation,  company,  or 
association,  without  allowance  for  interest,  annuities,  or  divi- 
dends. 

Fourth.  The  amount  paid  on  account  of  interest,  annuities, 
and  dividends,  stated  separately. 

Fifth.  The  amount  paid  in  salaries  of  four  thousand  dollars 
or  less  to  each  person  employed. 

Sixth.  The  amount  paid  in  salaries  of  more  than  four 
thousand  dollars  to  each  person  employed  and  the  name  and 
address  of  each  of  such  persons  and  the  amount  paid  to  each. 

Section  36.  That  it  shall  be  the  duty  of  every  corporation, 
company,  or  association  doing  business  for  profit  to  keep  full, 
regular,  and  accurate  books  of  account,  upon  which  all  its 
transactions  shall  be  entered  from  day  to  day,  in  regular  or- 
der, and  whenever  a  collector  or  deputy  collector  of  the  dis- 
trict in  which  any  corporation,  company,  or  association  is  as- 
sessable shall  believe  that  a  true  and  correct  return  of  the 
income  of  such  corporation,  company,  or  association  has  not 
been  made,  he  shall  make  an  affidavit  of  such  belief  and  of 
the  grounds  upon  which  it  is  founded,  and  file  the  same  with 
the  Commissioner  of  Internal  Revenue,  and  if  said  Commis- 
sioner shall,  on  examination  thereof,  and  after  full  hearing 
upon  notice  given  to  all  parties,  conclude  there  is  good  ground 
for  such  belief,  he  shall  issue  a  request  in  writing  to  such  cor- 
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poration,  company,  or  association  to  permit  an  inspection  of 
the  books  of  such  corporation,  company,  or  association  to 
be  made;  and  if  such  corporation,  company,  or  association 
shall  refuse  to  comply  with  such  request,  then  the  collector  or 
deputy  collector  of  the  district  shall  make  from  such  informa- 
tion as  he  can  obtain  an  estimate  of  the  amount  of  such  in- 
come, and  then  add  fifty  per  centum  thereto,  which  said  as- 
sessment so  made  shall  then  be  the  lawful  assessment  of  such 
income. 

Section  37.  That  it  shall  be  the  duty  of  every  collector  of 
internal  revenue,  to  whom  any  payment  of  any  tax  other 
than  the  tax  represented  by  an  adhesive  stamp  or  other  en- 
graved stamp  is  made  under  the  provisions  of  this  act,  to  give 
to  the  person  making  such  payment  a  full  written  or  printed 
receipt,  expressing  the  amount  paid  and  the  particular  ac- 
count for  which  such  payment  was  made ;  and  whenever  such 
payment  is  made  such  collector  shall,  if  required,  give  a  sep- 
arate receipt  for  each  tax  paid  by  any  debtor,  on  account  of 
payments  made  to  or  to  be  made  by  him  to  separate  creditors 
in  such  form  that  such  debtor  can  conveniently  produce  the 
same  separately  to  his  several  creditors  in  satisfaction  of  their 
respective  demands  to  the  amounts  specified  in  such  receipts; 
and  such  receipts  shall  be  sufKcient  evidence  in  favor  of  such 
debtor,  to  justify  him  in  ■  withholding  the  amount  therein  ex- 
pressed from  his  next  payment  to  his  creditor;  but  such 
creditor  may,  upon  giving  to  his  debtor  a  full  written  receipt, 
acknowledging  the  payment  to  him  of  whatever  sum  may  be 
actually  paid,  and  accepting  the  amount  of  tax  paid  as  afore- 
said (specifying  the  same)  as  a  further  satisfaction  of  the  debt 
to  that  amount,  require  the  surrender  to  him  of  such  collector's 
receipt. 

[NOTE.  By  a  joint  resolution  of  February  21,  1895  (28 
Stat.  971),  the  time  for  making  returns  of  income  for  the  year 
1894  was  extended,  and  it  was  provided  that,  "in  computing 
incomes  under  said  act  the  amounts  necessarily  paid  for  fire  in- 
surance premiums  and  lor  ordinary  repairs  shall  be  deducted ;" 
and  that  "in  computing  incomes  under  said  act  the  amounts 
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received  as  dividends  upon  the  stock  of  any  corporation, 
company,  or  association  shall  not  be  included  in  case  such  divi- 
dends are  also  liable  to  the  tax  of  two  per  centum  upon  the  net 
profits  oi  said  corporation,  company,  or  association,  although 
such  tax  may  not  have  been  actually  paid  by  said  corporation, 
company,  or  association  at  the  time  of  making  returns  by  the 
person,  corporation,  or  association  receiving  such  dividends, 
and  returns  or  reports  of  the  names  and  salaries  of  employes 
shall  not  be  required  from  employers  unless  called  for  by  the 
collector  in  order  to  verify  the  returns  of  employes."] 
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Act  of  Congress  August  5,  1861,  eh.  45,  §§  49-51,  12  Stat. 
309 

Section  49.  From  and  after  the  first  day  of  January  next, 
there  shall  be  levied,  collected,  and  paid,  upon  the  annual  in- 
come of  every  person  residing  within  the  United  States,  wheth- 
er such  income  is  derived  from  any  kind  of  property,  or  from 
any  profession,  trade,  employment,  or  vocation  carried  on  in 
the  United  States  or  elsewhere,  or  from  any  other  source  what- 
ever, if  such  annual  income  exceeds  the  sum  of  eight  hundred 
dollars,  a  tax  of  three  per  centum  on  the  amount  of  such  ex- 
cess of  such  income  above  eight  hundred  dollars:  Provided, 
that  upon  such  portion  of  said  income  as  shall  be  derived  from 
interest  upon  treasury  notes  or  other  securities  of  the  United 
States,  there  shall  be  levied,  collected,  and  paid  a  tax  of  one 
and  one-half  per  centum.  Upon  the  income,  rents,  or  divi- 
dends accruing  upon  any  property,  securities,  or  stocks  owned 
in  the  United  States  by  any  citizen  of  the  United  States  re- 
siding abroad,  there  shall  be  levied,  collected,  and  paid  a  tax 
of  five  per  centum,  excepting  that  portion  of  said  income  de- 
rived from  interest  on  treasury  notes  or  other  securities  of  the 
Government  of  the  United  States,  which  shall  pay  one  atid 
one-half  per  centum.  The  tax  herein  provided  shall  be  as- 
sessed upon  the  annual  income  of  the  persons  hereinafter 
named  for  the  year  next  preceding  the  time  for  assessing  said 
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tax,  to  wit,  the  year  next  preceding  the  first  of  January,  eight- 
een hundred  and  sixty-two,  and  the  said  taxes,  when  so  as- 
sessed and  made  pubHc,  shall  become  a  lien  on  the  property 
or  other  sources  of  said  income  for  the  amount  of  the  same, 
with  the  interest  and  other  expenses  of  collection  until  paid: 
Provided,  that,  in  estimating  said  income,  all  national,  state,  or 
local  taxes  assessed  upon  the  property,  from  which  the  in- 
come is  derived,  shall  be  first  deducted. 

Section  SO.  It  shall  be  the  duty  of  the  President  of  the 
United  States,  and  he  is  hereby  authorized,  by  and  with  the 
advice  and  consent  of  the  Senate,  to  appoint  one  principal 
assessor  and  one  principal  collector  in  each  of  the  States  and 
Territories  of  the  United  States,  and  in  the  District  of  Colum- 
bia, to  assess  and  collect  the  internal  duties  or  income  tax 
iKiposed  by  this  act,  with  authority  in  each  of  said  officers  to 
appoint  so  many  assistants  as  the  public  service  may  require, 
to  be  approved  by  the  Secretary  of  the  Treasury.  The  said 
taxes  to  be  assessed  and  collected  under  such  regulations  as 
the  Secretary  of  the  Treasury  may  prescribe.  The  said  col- 
lectors, herein  authorized  to  be  appointed,  shall  give  bonds,  to 
the  satisfaction  of  the  Secretary  of  the  Treasury,  in  such  sums 
as  he  may  prescribe,  for  the  faithful  performance  of  their 
respective  duties.  And  the  Secretary  of  the  Treasury  shall 
prescribe  such  reasonable  compensation  for  the  assessment  and 
collection  of  said  internal  duties  or  income  tax  as  may  appear 
to  him  just  and  proper;  not,  however,  to  exceed  in  any  case 
the  sum  of  two  thousand  five  hundred  dollars  per  annum 
for  the  principal  officers  herein  referred  to,  and  twelve  hun- 
dred dollars  per  annum  for  an  assistant.  The  assistant  col- 
lectors herein  provided  shall  give  bonds  to  the  satisfaction  of 
the  principal  collector  for  the  faithful  performance  of  their 
duties.  The  Secretary  of  the  Treasury  is  further  authorized 
to  select  and  appoint  one  or  more  depositaries  in  each  State 
for  the  deposit  and  safe-keeping  of  the  moneys  arising  from 
the  taxes  herein  imposed  when  collected,  and  the  receipt  of 
the  proper  officer  of  such  depository  to  the  collector  for  the 
moneys  deposited  by  him  shall  be  the  proper  voucher  for  such 
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collector  in  the  settlement  of  his  account  at  the  Treasury  De- 
partment. And  he  is  further  authorized  and  empowered  to 
make  such  officer  or  depositary  the  disbursing  agent  of  the 
Treasury  for  the  payment  of  all  interest  due  to  the  citizens 
of  such  State  upon  the  treasury  notes  or  other  government 
securities  issued  by  authority  of  law.  And  he  shall  also  pre- 
scribe the  forms  of  returns  to  be  made  to  the  department  by 
all  assessors  and  collectors  appointed  under  the  authority  of 
this  act.  He  shall  also  prescribe  the  form  of  oath  or  obliga- 
tion to  be  taken  by  the  several  officers  authorized  or  directed 
to  be  appointed  and  commissioned  by  the  President  under  this 
act,  before  a  competent  magistrate  duly  authorized  to  admin- 
ister oaths,  and  the  form  of  the  return  to  be  made  thereon  to 
the  Treasury  Department. 

Section  51.  The  tax  herein  imposed  by  the  forty-ninth  sec- 
tion of  this  act  shall  be  due  and  payable  on  or  before  the 
thirtieth  day  of  June  in  the  year  1862,  and  all  sums  due  and 
unpaid  at  that  day  shall  draw  interest  thereafter  at  the  rate 
of  six  per  centum  per  annum ;  and  if  any  person  or  persons 
shall  neglect  or  refuse  to  pay  after  due  notice  said  tax  assessed 
against  him,  her,  or  them,  for  the  space  of  more  than  thirty 
days  after  the  same  is  due  and  payable,  it  shall  be  lawful  for 
any  collector  or  assistant  collector  charged  with  the  duty  of 
collecting  said  tax,  and  they  are  hereby  authorized,  to  levy  the 
same  on  the  visible  property  of  any  such  person,  or  so  much 
thereof  as  may  be  sufficient  to  pay  such  tax  with  the  interest 
due  thereon  and  the  expenses  incident  to  such  levy  and  sale, 
first  giving  thirty  days'  public  notice  of  the  time  and  place  of 
the  sale  thereof ;  and  in  case  of  the  failure  of  any  person  or 
persons  authorized  to  act  as  agent  or  agents  for  the  collection 
of  the  rents  or  other  income  of  any  person  residing  abroad 
shall  neglect  or  refuse  to  pay  the  tax  assessed  thereon  (hav- 
ing had  due  notice)  for  more  than  thirty  days  after  the  thir- 
tieth of  June,  1862,  the  collector  or  his  assistant,  for  the  dis- 
trict where  such  property  is  located,  or  rents  or  income  is 
payable,  shall  be  and  is  hereby  authorized  to  levy  upon  the 
property  itself,  find  to  sell  the  same,  or  so  much  thereof  as 
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may  be  necessary  to  pay  the  tax  assessed,  together  with  the 
interest  and  expenses  incident  to  such  levy  and  sale,  first  giv- 
ing thirty  days'  public  notice  of  the  time  and  place  of  sale. 
And  in  all  cases  of  the  sale  of  property  herein  authorized,  the 
conveyance  by  the  officer  authorized  to  make  the  sale,  duly  ex- 
ecuted, shall  give  a  valid  title  to  the  purchaser,  whether  the 
property  sold  shall  be  real  or  personal.  And  the  several  col- 
lectors and  assistants  appointed  under  the  authority  of  this 
act  may,  if  they  find  no  property  to  satisfy  the  taxes  assessed 
upon  any  person  by  authority  of  the  forty-ninth  section  of 
this  act,  and  which  such  person  neglects  to  pay  as  hereinbe- 
fore provided,  shall  have  power,  and  it  shall  be  their  duty,  to 
examine  under  oath  the  person  assessed  under  this  act,  or  any 
other  person,  and  may  sell  at  public  auction,  after  ten  days' 
notice,  any  stock,  bonds,  or  choses  in  action,  belonging  to  said 
person,  or  so  much  thereof  as  will  pay  such  tax  and  the  ex- 
penses of  such  sale ;  and  in  case  he  refuses  to  testify,  the  said 
several  collectors  and  assistants  shall  have  power  to  arrest 
such  person  and  commit  him  to  prison,  to  be  held  in  custody 
until  the  same  shall  be  paid,  with  interest  thereon  at  the  rate 
of  six  per  centum  per  annum,  from  the  time  when  the  same 
was  payable  as  aforesaid,  and  all  fees  and  charges  of  such 
commitment  and  custody.  And  the  place  of  custody  shall  in 
all  cases  be  the  same  provided  by  law  for  the  custody  of  per- 
sons committed  for  any  cause  by  the  authority  of  the  United 
States,  and  the  warrant  of  the  collector,  stating  the  cause  of 
commitment,  shall  be  sufficient  authority  to  the  proper  officer 
for  receiving  and  keeping  such  person  in  custody  until  the 
amount  of  said  tax  and  interest,  and  all  fees  and  the  expense 
of  such  custody,  shall  have  been  fully  paid  and  discharged; 
which  fees  and  expenses  shall  be  the  same  as  are  chargeable 
under  the  laws  of  the  United  States  in  other  cases  of  commit- 
ment and  custody.  And  it  shall  be  the  duty  of  such  collector 
to  pay  the  expenses  of  such  custody,  and  the  same,  with  his 
fees,  shall  be  allowed  on  settlement  of  his  accounts.  And  the 
person  so  committed  shall  have  the  same  right  to  be  discharged 
from  such  custody  as  may  be  allowed  by  the  laws  of  the  State 
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or  Territory,  or  the  District  of  Columbia,  where  he  is  so  held 
in  custody,  to  persons  committed  under  the  laws  of  such  State 
or  Territory,  or  District  of  Columbia,  for  the  non-payment  of 
taxes,  and  in  the  manner  provided  by  such  laws ;  or  he  may  be 
discharged  at  any  time  by  order  of  the  Secretary  of  the  Treas- 
ury. 

Act  of  Congress  July  1,  1862,  ch.  119,  §§  89-93,  12  Stat. 
432,  473 

Sec.  89.  And  be  it  further  enacted,  that  for  the  purpose 
of  modifying  and  re-enacting,  as  hereinafter  provided,  so 
much  of  an  act,  entitled  "An  act  to  provide  increased  reve- 
nue froni  imports  to  pay  interest  on  the  public  debt,  and  for 
other  purposes,"  approved  fifth  of  August,  eighteen  hundred 
and  sixty-one,  as  relates  to  income  tax;  that  is  to  say,  sec- 
tions forty-nine,  fifty  (except  so  much  as  relates  to  the  se- 
lection and  appointment  of  depositaries)  and  fifty-one,  be, 
and  the  same,  are  hereby,  repealed. 

Sec.  90.  And  be  it  further  enacted,  That  there  shall  be 
levied,  collected,  and  paid  annually,  upon  the  annual  gains, 
profits,  or  income  of  every  person  residing  within  the  Unit- 
ed States,  whether  derived  from  any  ■  kind  of  property, 
rents,  interest,  dividends,  salaries,  or  from  any  profession, 
trade,  employment,  or  vocation  carried  on  in  the  United 
States  or  elsewhere,  or  from  any  other  source  whatever,  ex- 
cept as  hereinafter  mentioned,  if  such  annual  gains,  profits, 
or  income  exceed  the  sum  of  six  hundred  dollars,  and  do  not 
exceed  the  sum  of  ten  thousand  dollars,  a  duty  of  three  per 
centum  on  the  amount  of  such  annual  gains,  profits,  or  in- 
come over  and  above  the  said  sum  of  six  hundred  dollars; 
if  said  income  exceeds  the  sum  of  ten  thousand  dollars,  a 
duty  of  five  per  centum  upon  the  amount  thereof  exceeding 
six  hundred  dollars;  and  upon  the  annual  gains,  profits,  or 
income,  rents,  and  dividends  accruing  upon  any  property, 
securities,  and  stocks  owned  in  the  United  States  by  any 
citizen  of  the  United  States  residing  abroad,  except  as  here- 
inafter mentioned,  and  not  in  the  employment  of  the  govern- 
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ment  of  the  United  States,  there  shall  be  levied,  collected, 
and  paid  a  duty  of  five  per  centum. 

Sec.  91.  And  be  it  further  enacted  that  in  estimating 
said  annual  gains,  profits,  or  income,  whether  subject  to  a 
duty,  as  provided  in  this  act,  of  three  per  centum  or  of  five 
per  centum,  all  other  national,  state,  and  local  taxes,  law- 
fully assessed  upon  the  property  or  other  sources  of  income 
of  any  person  as  aforesaid,  from  which  said  annual  gains, 
profits,  or  income  of  such  person  is  or  should  be  derived, 
shall  be  first  deducted  from  the  gains,  profits,  or  income  of 
the  person  or  persons  who  actually  pay  the  same,  whether 
owner  or  tenant,  and  all  gains,  profits,  or  income  derived 
from  salaries  of  officers,  or  payments  to  persons  in  the  civil, 
military,  naval,  or  other  service  of  the  United  States,  in- 
cluding senators,  representatives,  and  delegates  in  Congress, 
above  six  hundred  dollars,  or  derived  from  interest  or  divi- 
dends on  stock,  capital,  or  deposits  in  any  bank,  trust  com- 
pany, or  savings  institution,  insurance,  gas,  bridge,  express, 
telegraph,  steamboat,  ferry-boat,  or  railroad  company  or  cor- 
poration, or  on  any  bonds  or  other  evidences  of  indebtedness 
of  any  railroad  company  or  other  corporation,  which  shall 
have  been  assessed  and  paid  by  said  banks,  trust  companies, 
savings  institutions,  insurance,  gas,  bridge,  telegraph,  steam- 
boat, ferry-boat,  express,  or  railroad  companies,  as  aforesaid, 
or  derived  from  advertisements,  or  on  any  articles  manufac- 
tured, upon  which  specific,  stamp  or  ad  valorem  duties  shall 
have  been  directly  assessed  or  paid,  shall  also  be  deducted; 
and  the  duty  hereinbefore  provided  for  shall  be  assessed  and 
collected  upon  the  income  for  the  year  ending  the  thirty- 
first  day  of  December  next  preceding  the  time  for  levying 
and  collecting  said  duty,  that  is  to  say,  on  the  first  day  of 
May,  eighteen  hundred  and  sixty-three,  and  in  each  year 
thereafter :  Provided,  that  upon  such  portion  of  said  gains, 
profits,  or  income,  whether  subject  to  a  duty  as  provided  in 
this  act  of  three  per  centum  or  of  five  per  centum,  which 
shall  be  derived  from  interest  upon  notes,  bonds,  or  other 
securities  of  the  United  States,  there  shall  be  levied,  collect- 
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ed,  and  paid  a  duty  not  exceeding  one  and  one-half  of  one 
per  centum,  anything  in  this  act  to  the  contrary  notwith- 
standing. 

Sec.  92.  And  be  it  further  enacted,  That  the  duties  on 
incomes  herein  imposed  shall  be  due  and  payable  on  or  be- 
fore the  thirtieth  day  of  June,  in  the  year  eighteen  hundred 
and  sixty-three,  and  in  each  year  thereafter  until  and  includ- 
ing the  year  eighteen  hundred  and  sixty-six  and  no  longer; 
and  to  any  sum  or  sums  annually  due  and  unpaid  for  thirty 
days  after  the  thirtieth  of  June  as  aforesaid,  and  for  ten  days 
after  demand  thereof  by  the  collector,  there  shall  be  levied 
in  addition  thereto  the  sum  of  five  per  centum  on  the  amount 
of  duties  unpaid,  as  a  penalty,  except  from  the  estates  of  de- 
ceased and  insolvent  persons ;  and  if  any  person  or  persons, 
or  party,  liable  to  pay  such  duty,  shall  neglect  or  refuse  to 
pay  the  same,  the  amount  due  shall  be  a  lien  in  favor  of  the 
United  States  from  the  time  it  was  so  due  until  paid,  with 
the  interest,  penalties,  and  costs  that  may  accrue  in  addition 
thereto,  upon  all  the  property,  and  rights  to  property,  stocks, 
securities,  and  debts  of  every  description  from  which  the  in- 
come upon  which  said  duty  is  assessed  or  levied  shall  have 
accrued,  or  may  or  should  accrue ;  and  in  default  of  the  pay- 
ment of  said  duty  for  the  space  of  thirty  days,  after  the  same 
shall  have  become  due,  and  be  demanded,  as  aforesaid,  said 
lien  may  be  enforced  by  distraint  upon  such  property,  rights 
to  property,  stocks,  securities,  and  evidences  of  debt,  by 
whomsoever  holden;  and  for  this  purpose  the  Commissioner 
of  Internal  Revenue,  upon  the  certificate  of  the  collector  or 
deputy  collector  that  said  duty  is  due  and  unpaid  for  the 
space  of  ten  days  after  notice  duly  given  of  the  levy  of  such 
duty,  shall  issue  a  warrant  in  form  and  manner  to  be  pre- 
scribed by  said  Comrnissioner  of  Internal  Revenue,  under 
the  directions  of  the  Secretary  of  the  Treasury,  and  by  vir- 
tue of  such  warrant  there  may  be  levied  on  such  property, 
rights  to  property,  stocks,  securities,  and  evidences  of  debi, 
a  further  sum,  to  be  fixed  and  stated  in  such  warrant,  over 
and  above  the  said  annual  duty,  interest,  and  penalty  for 
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non-payment,  sufficient  for  the  fees  and  expenses  of  such 
levy.  And  in  all  cases  of  sale,  as  aforesaid,  the  certificate 
of  such  sale  by  the  collector  or  deputy  collector  of  the  sale, 
shall  give  title  to  the  purchaser,  of  all  right,  title,  and  inter- 
est of  such  delinquent  in  and  to  such  property,  whether  the 
property  shall  be  real  or  personal;  and  where  the  subject  of 
sale  shall  be  stocks,  the  certificate  of  said  sale  shall  be  law- 
ful authority  and  notice  to  the  proper  corporation,  com- 
pany, or  association,  to  record  the  same  on  the  books  or 
records,  in  the  same  manner  as  if  transferred  or  assigned  by 
the  person  or  party  holding  the  same,  to  issue  new  certifi- 
cates of  stock  therefor  in  lieu  of  any  original  or  prior  cer- 
tificates, which  shall  be  void  whether  cancelled  or  not ;  and 
said  certificate  of  sale  of  the  collector  or  deputy  collector, 
where  the  subject  of  sale  shall  be  securities  or  other  evi- 
dences of  debt,  shall  be  good  and  valid  receipts  to  the  per- 
son or  party  holding  the  same,  as  against  any  person  or  per- 
sons, or  other  party  holding  or  claiming  to  hold  possession 
of  such  securities  or  other  evidences  of  debt. 

Sec.  93.  And  be  it  further  enacted.  That  it  shall  be  the 
duty  of  all  persons  of  lawful  age,  and  of  all  guardians  and 
trustees,  whether  such  trustees  are  so  by  virtue  of  their  of- 
fice as  executors,  administrators,  or  other  fiduciary  capacity, 
to  make  return  in  the  Hst  or  schedule,  as  provided  in  this 
act,  to  the  proper  officer  of  internal  revenue,  of  the  amount 
of  his  or  her  income,  or  the  income  of  such  minors  or  per- 
sons as  may  be  held  in  trust,  as  aforesaid,  according  to  the 
requirements  hereinbefore  stated,  and  in  case  of  neglect  or 
refusal  to  make  such  return,  the  assessor  or  assistant  asses- 
sor shall  assess  the  amount  of  his  or  her  income,  and  pro- 
ceed thereafter  to  collect  the  duty  thereon  in  the  same  man- 
ner as  is  provided  for  in  other  cases  of  neglect  and  refusal 
to  furnish  lists  or  schedules  in  the  general  provisions  of  this 
act,  where  not  otherwise  incompatible,  and  the  assistant  as- 
sessor may  increase  the  amount  of  the  list  or  return  of  any 
party  making  such  return,  if  he  shall  be  satisfied  that  the 
same  is  understated :     Provided,  that  any  party,  in  his  or  her 

(629) 


Appdx.)  INCOME  TAXATION 

own  behalf,  or  as  guardian  or  trustee,  as  aforesaid,  shall  be 
permitted  to  declare,  under  oath  or  affirmation,  the  form  and 
manner  of  which  shall  be  prescribed  by  the  Commissioner  of 
Internal  Revenue,  that  he  or  she  was  not  possessed  of  an  in- 
come of  six  hundred  dollars,  liable  to  be  assessed  according 
to  the  provisions  of  this  act,  or  that  he  or  she  has  been  as- 
sessed elsewhere  and  the  same  year  for  an  income  duty,  un- 
der authority  of  the  United  States,  and  shall  thereupon  be 
exempt  from  an  income  duty;  or,  if  the  list  or  return  of  any 
party  shall  have  been  increased  by  the  assistant  assessor,  in 
manner  as  aforesaid,  he  or  she  may  be  permitted  to  declare, 
as  aforesaid,  the  amount  of  his  or  her  annual  income,  or  the 
amount  held  in  trust,  as  aforesaid,  Hable  to  be  assessed,  as 
aforesaid,  and  the  same  so  declared  .shall  be  received  as  the 
sum  upon  which  duties  are  to  be  assessed  and  collected. 

[NOTE.  This  act  was  amended  by  Act  Cong.  March  3, 
1863,  12  Stat.  713,  723,  by  adding  the  following:  "In  esti- 
mating the  annual  gains,  profits,  or  income  of  any  person, 
under  the  act  to  which  this  act  is  an  amendment,  the  amount 
actually  paid  by  such  person  for  the  rent  of  the  dwelling 
house  or  estate  on  which  he  resides  shall  be  first  deducted 
from  the  gains,  profits,  or  income  of  such  person."] 

Act  of  Congress  June  30,  1864,  13  Stat.  223,  281,  as  amend- 
ed by  Act  of  Congress  March  3,  1865,  13  Stat.  469,  479 

Section  116.  There  shall  be  levied,  collected,  and  paid  an- 
nually upon  the  annual  gains,  profits,  and  income  of  every  per- 
son residing  in  the  United  States,  or  of  any  citizen  of  the 
United  States  residing  abroad,  and  whether  derived  from  any 
kind  of  property,  rents,  interests,  dividends,  or  salaries,  or 
from  any  profession,  trade,  employment,  or  vocation,  carried 
on  in  the  United  States  or  elsewhere,  or  from  any  other  source 
whatever,  a  duty  of  five  per  centum  on  the  excess  over  six 
hundred  dollars  and  not  exceeding  five  thousand  dollars,  and 
a  duty  of  ten  per  centum  on  the  excess  over  five  thousand  dol- 
lars ;  and  in  ascertaining  the  income  of  any  person  liable  to  an 
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income  tax,  the  amount  of  income  received  from  institutions 
whose  officers,  as  required  by  law,  withhold  a  per  centum  of 
the  dividends  made  by  such  institutions  and  pay  the  same  to 
the  Commissioner  of  Internal  Revenue  or  other  officer  author- 
ized to  receive  the  same,  shall  be  included,  and  the  amount  so 
withheld  shall  be  deducted  from  the  tax  which  otherwise 
would  be  assessed  upon  such  person.  And  the  duty  herein 
provided  for  shall  be  assessed,  collected,  and  paid  upon  the 
gains,  profits,  and  income  for  the  year  ending  on  the  thirty- 
first  day  of  December  next  preceding  the  time  for  levying,  col- 
lecting, and  paying  said  duty :  Provided,  that  incomes  derived 
from  interest  upon  notes,  bonds,  and  other  securities  of  the 
United  States,  and  also  all  premiums  on  gold  and  coupons  shall 
be  included  in  estimating  incomes  under  this  act.  Provided 
further,  that  only  one  deduction  of  six  hundred  dollars  shall 
be  made  from  the  aggregate  incomes  of  all  the  members  of  any 
family  composed  of  parents  and  minor  children,  or  husband 
and  wife:  And  provided  further,  that  net  profits  realized  by 
sales  of  real  estate  purchased  within  the  year  for  which  income 
is  estimated,  shall  be  chargeable  as  intome ;  and  losses  on  sales 
of  real  estate  purchased  within  the  year  for  which  income  is 
estimated  shall  be  deducted  from  the  income  of  such  year. 

Section  117.  In  estimating  the  annual  gains,  profits,  and 
income  of  any  person,  all  national,  state,  county,  and  municipal 
taxes  paid  within  the  year  shall  be  deducted  from  the  gains, 
profits,  or  income  of  the  person  who  has  actually  paid  the 
same,  whether  owner,  tenant,  or  mortgagor;  also  the  salary 
or  pay  received  for  services  in  the  civil,  military,  naval,  or 
other  service  of  the  United  States,  including  senators,  repre- 
sentatives, and  delegates  in  Congress,  above  the  rate  of  six 
hundred  dollars  per  annum ;  also  the  amount  paid  by  any  per- 
son for  the  rent  of  the  homestead  used  or  occupied  by  himself 
or  his  family,  and  the  rental  value  of  any  homestead  used  or 
occupied  by  any  person  or  by  his  family,  in  his  own  right  or  in 
the  right  of  his  wife,  shall  not  be  included  and  assessed  as  part 
of  the  income  of  such  person.  In  estimating  the  annual  gains, 
profits,  or  income  of  any  person,  the  interest  received  or  ac- 
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crued  upon  all  notes,  bonds,  and  mortgages,  or  other  forms  of 
indebtedness  bearing  interest,  whether  paid  or  not,  if  good  and 
collectable,  less  the  interest  paid  by  or  due  from  such  person, 
shall  be  included  and  assessed  as  part  of  the  income  of  such 
person  for  each  year;  and  also  all  income  or  gains  derived 
from  the  purchase  and  sale  of  stocks  or  other  property,  real  or 
personal,  and  of  live  stock,  and  the  amount  of  live  stock,  sugar, 
wool,  butter,  cheese,  pork,  beef,  mutton,  or  other  meats,  hay 
or  grain,  or  other  vegetable  or  other  productions,  being  the 
growth  or  produce  of  the  estate  of  such  person  sold,  not  in- 
cluding any  part  thereof  unsold  or  on  hand  during  the  year 
next  preceding  the  thirty-first  of  December,  until  the  same 
shall  be  sold,  shall  be  included  and  assessed  as  part  of  the  in- 
come of  such  person  for  each  year,  and  his  share  of  the  gains 
and  profits  of  all  companies,  whether  incorporated  or  partner- 
ship, shall  be  included  in  estimating  the  annual  gains,  profits, 
or  income  of  any  person  entitled  to  the  same,  whether  divided 
or  otherwise.  In  estimating  deductions  from  income,  as  afore- 
said, when  any  person  rents  buildings,  lands,  or  other  property, 
or  hires  labor  to  cultivate  land,  or  to  conduct  any  other  busi- 
ness from  which  such  income  is  actually  derived,  or  pays  in- 
terest upon  any  actual  incumbrance  thereon,  the  amount  actu- 
ally paid  for  such  rent,  labor,  or  interest  shall  be  deducted; 
and  also  the  amount  paid  out  for  usual  or  ordinary  repairs, 
not  exceeding  the  average  paid  out  for  such  purposes  for  the 
preceding  five  years  shall  be  deducted,  but  no  deduction  shall 
be  made  for  any  amount  paid  out  for  new  buildings,  perma- 
nent improvements,  or  betterments,  made  to  increase  the  value 
of  any  property  or  estate :  Provided,  that  in  cases  where  the 
salary  or  other  compensation  paid  to  any  person  in  the  em- 
ployment or  service  of  the  United  States  shall  not  exceed  the 
rate  of  six  hundred  dollars  per  annum,  or  shall  be  by  fees, 
or  uncertain  or  irregular  in  the  amount  or  in  the  time  during 
which  the  same  shall  have  accrued  or  been  earned,  such  salary 
or  other  compensation  shall  be  included  in  estimating  the  an- 
nual gains,  profits,  or  income  of  the  person  to  whom  the  same 
^hall  have  been  paid,  in  such  manner  as  the  commissioner  of 
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internal  revenue,  under  the  direction  of  the  Secretary  of  the 
Treasury,  may  prescribe. 

Section  118.  It  shall  be  the  duty  of  all  persons  of  lawful 
age  to  make  and  render  a  list  or  return,  in  such  form  and 
manner  as  may  be  prescribed  by  the  commissioner  of  internal 
revenue,  to  the  assistant  assessor  of  the  district  in  which 
they  reside,  of  the  amount  of  their  income,  gains,  and  profits 
as  aforesaid ;  and  all  guardians  and  .trustees,  whether  as  ex- 
ecutors, administrators,  or  in  any  other  fiduciary  capacity,  shall 
make  and  render  a  list  or  return,  as  aforesaid,  to  the  as- 
sistant assessor  of  the  district  in  which  such  guardian  or  trus- 
tee resides,  of  the  amount  of  income,  gains,  and  profits  of  any 
minor  or  person  ior  whom  they  act  as  guardian  or  trustee; 
and  the  assistant  assessor  shall  require  every  list  or  return 
to  be  verified  by  the,  oath  or  affirmation  of  the  party  render- 
ing it,  and  may  increase  the  amount  of  any  list  or  return, 
if  he  has  reason  to  believe  that  the  same  is  understated;  and 
in  case  any  person,  guardian,  or  trustee  shall  neglect  or  re- 
fuse to  make  and  render  such  list  or  return,  or  shall  render 
a  false  or  fraudulent  list  or  return,  it  shall  be  the  duty  of  the 
assessor  or  assistant  assessor  to  make  such  list,  according  to 
the  best  information  he  can  obtain,  by  the  examination  of 
such  person,  and  his  books  and  accounts,  or  any  other  evi- 
dence, and  to  add  twenty-five  per  centum  as  a  penalty  to  the 
amount  of  the  duty  due  on  such  list  in  all  cases  of  wilful 
neglect  or  refusal  to  make  and  render  a  list  or  return,  and, 
in  all  cases  of  a  falsfe  or  fraudulent  return  having  been  ren- 
dered, to  add  one  hundred  per  centum,  as  a  penalty,  to  the 
amount  of  duty  ascertained  to  be  due,  the  duty  and  the  addi- 
tions thereto  as  penalty  to  be  assessed  and  collected  in  the 
manner  provided  for  in  other  cases  of  wilful  neglect  or  re- 
fusal to  render  a  list  or  return,  or  of  rendering  a  false  or 
fraudulent  return:  Provided,  that  any  party,  in  his  or  her 
own  behalf,  or  as  guardian  or  trustee,  shall  be  permitted  to 
declare,  under  oath  or  affirmation,  the  form  and  manner  of 
which  shall  be  prescribed  by  the  commissioner  of  internal 
revenue,  that  he  or  she,  or  his  or  her  ward  or  beneficiary,  was 
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not  possessed  of  an  income  of  six  hundred  dollars,  liable  to 
be  assessed  according  to  the  provisions  of  this  act;  or  may 
declare  that  he  or  she  has  been  assessed  and  paid  an  income 
duty  elsewhere  in  the  same  year,  under  the  authority  of  the 
United  States,  upon  his  or  her  gains  and  profits,  as  prescribed 
by  law,  and  if  the  assistant  assessor  shall  be  satisfied  of  the 
truth  of  the  declaration,  shall  thereupon  be  exempt  from  in- 
come duty  in  said  district;  or  if  the  list  or  return  of  any  party 
shall  have  been  increased  by  the  assistant  assessor,  such  party 
may  exhibit  his  books  and  accounts,  and  be  permitted  to 
prove  and  declare,  under  oath  or  affirmation,  the  amount  of 
annual  income  liable  to  be  assessed;  but  such  oaths  and  evi- 
dence shall  not  be  considered  as  conclusive  of  the  facts,  and 
no  deductions  claimed  in  such  cases  shall  be  made  or  allowed 
until  approved  by  the  assistant  assessor.  Any  person  feel- 
ing aggrieved  by  the  decision  of  the  assistant  assessor  in  such 
cases  may  appeal  to  the  assessor  of  the  district,  and  his  deci- 
sion thereon,  unless  reversed  by  the  commissioner  of  inter- 
nal revenue,  shall  be  final,  and  the  form,  time,  and  manner 
of  proceedings  shall  be  subject  to  rules  and  regulations  to 
be  prescribed  by  the  commissioner  of  internal  revenue. 

Section  119.  The  duties  on  incomes  herein  imposed  shall 
be  levied  on  the  first  day  of  May,  and  be  due  and  payable  on 
or  before  the  thirtieth  day  of  June,  in  each  year,  until  and  in- 
cluding the  year  eighteen  hundred  and  seventy,  and  no  long- 
er; and  to  any  sum  or  sums  annually  due  and  unpaid  after 
the  thirtieth  of  June,  as  aforesaid,  and  for  ten  days  after 
notice  and  demand  thereof  by  the  collector,  there  shall  be 
levied  in  addition  thereto  the  sum  of  ten  per  centum  on 
the  amount  of  duties  unpaid,  as  a  penalty,  except  from  the 
estates  of  deceased  and  insolvent  persons.  And  if  any  per- 
son liable  to  pay  such  duty  shall  neglect  or  refuse  to  pay  the 
same,  after  such  demand,  the  amount  due  shall  be  a  lien 
in  favor  of  the  United  States  from  the  time  it  was  due  until 
paid,  with  the  interest,  penalties,  and  costs  that  may  accrue 
in  addition  thereto,  upon  all  the  property  and  rights  to  prop- 
erty belonging  to  such  person;    and  in  default  of  the  pay- 

(634) 


CIVIL  WAR  INCOME  TAX  ACTS  OF  CONGRESS        (Appdx. 

ment  of  the  said  duty  aforesaid,  such  lien  may  be  enforced 
by  distraint  upon  such  property,  rights  to  property,  stocks, 
securities,  and  evidences  of  debt,  by  whomsoever  holden; 
and  for  this  purpose,  the  collector,  after  demands  duly  giv- 
en, as  aforesaid,  shall  issue  a  warrant,  in  form  and  manner 
to  be  prescribed  by  the  commissioner  of  internal  revenue, 
under  the  directions  of  the  Secretary  of  the  Treasury,  and 
by  virtue  of  such  warrant  there  may  be  levied  on  such  prop- 
erty, rights  to  property,  stocks,  securities,  and  evidences  of 
debt,  a  further  sum,  to  be  fixed  and  stated  in  such  warrant, 
over  and  above  the  said  annual  diity,  interest,  and  penalty  for 
non-payment,  sufficient  for  the  fees,  costs,  and  expenses  of 
such  levy.  And  in  all  cases  of  sale,  as  aforesaid,  the  certifi- 
cate of  such  sale  by  the  collector  shall  vest  in  the  purchaser 
all  right,  title,  and  interest  of  such  delinquent  in  and  to 
such  property,  whether  the  property  be  real  or  personal; 
and  where  the  subject  of  sale  shall  be  stocks,  the  certificate 
of  said  sale  shall  be  lawful  authority  and  notice  to  the  proper 
corporation,  company,  or  association,  to  record  the  same  on 
the  books  or  records,  in  the  same  manner  as  if  transferred  or 
assigned  by  the  person  or  party  holding  the  same,  to  issue 
new  certificates  of  stock  therefor  in  lieu  of  any  original  or 
prior  certificates,  which  shall  be  void  whether  cancelled  or 
not.  And  said  certificates  of  sale  of  the  collector,  when  the 
subject  of  sale  shall  be  securities  or  other  evidences  of  debt, 
shall  be  good  and  valid  receipts  to  the  person  holding  the 
same,  as  against  any  person  holding,  or  claiming  to  hold, 
possession  of  such  securities  or  other  evidences  of  debt. 

Sections  120  and  121.  (These  sections  imposed  a  tax  of 
five  per  cent  on  dividends  declared  by  banks,  trust  companies, 
savings  institutions,  and  insurance  companies,  and  also  the 
same  tax  on  any  undivided  profits  of  such  companies  car- 
ried during  the  year  to  surplus  or  contingent  funds.) 

Section  122.  (This  section  made  a  similar  provision  as  to 
"railroad,  canal,  turnpike,  canal  navigation,  and  slackwater 
companies,"  in  addition  to  taxing  at  the  same  rate  the  annual 
payments  of  interest  on  their  bonds.) 
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Section  123.  There  shall  be  levied,  collected,  and  paid  on 
all  salaries  of  officers,  or  payments  for  services  to  persons 
in  the  civil,  military,  naval,  or  other  employment  or  service 
of  the  United  States,  including  senators  and  representatives 
and  delegates  in  Congress,  when  exceeding  the  rate  of  six 
hundred  dollars  per  annum,  a  duty  of  five  per  centum  on 
the  excess  above  the  said  six  hundred  dollars ;  and  it  shall 
be  the  duty  of  all  paymasters,  and  all  disbursing  officers, 
under  the  government  of  the  United  States,  or  in  the  employ 
thereof,  when  making  any  payments  to  officers  and  persons 
as  aforesaid,  or  upon  settling  and  adjusting  the  accounts  of 
such  officers  and  persons,  to  deduct  and  withhold  the  afore- 
said duty  of  five  per  centum,  and  [they]  shall,  at  the  same 
time,  make  a  certificate  stating  the  name  of  the  officer  or 
person  from  whom  such  deduction  was  made,  and  the  amount 
thereof,  which  shall  be  transmitted  to  the  office  of  the  com- 
missioner of  internal  revenue,  and  entered  as  part  of  the 
internal  duties ;  and  the  pay-roll,  receipts,  or  account  of 
officers  or  persons  paying  such  duty,  as  aforesaid,  shall  be 
made  to  exhibit  the  fact  of  such  payment.  And  it  shall  be  the 
duty  of  the  several  auditors  of  the  Treasury  Department, 
when  auditing  the  accounts  of  any  paymaster  or  disbursing 
officer,  or  when  settling  or  adjusting  the  accounts  of  any  such 
officer,  to  require  evidence  that  the  duties  or  taxes  mentioned 
in  this  section  have  been  deducted  or  paid  over  to  the  com- 
missioner of  internal  revenue:  Provided,  that  payments  of 
prize  money  shall  be  regarded  as  income  from  salaries,  and 
the  duty  thereon  shall  be  adjusted  and  collected  in  like  man- 
ner. 

[NOTE.  For  various  amendments  to  the  foregoing  stat- 
ute, see  Act  Cong.  March  10,  1866,  14  Stat.  4;  Act  Cong. 
July  13,  1866,  14  Stat.  98, 137-139;  Act  Cong.  March  2,  1867, 
14  Stat.  471,  477-480.] 
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Act  of  Congress,  July  14,  1870,  c.  255,  16  Stat.  256 

Section  6.  There  shall  be  levied  and  collected  annually, 
as  hereinafter  provided,  for  the  years  eighteen  hundred  and 
seventy  and  eighteen  hundred  and  seventy-one,  and  no  lon- 
ger, a  tax  of  two  and  one-half  per  centum  upon  the  gains, 
profits,  and  income  of  every  person  residing  within  the  United 
States,  and  of  every  citizen  of  the  United  States  residing 
abroad,  derived  from  any  source  whatever,  whether  within  or 
without  the  United  States,  except  as  hereafter  provided,  and 
a  like  tax  annually  upon  the  gains,  profits,  and  income  de- 
rived from  any  business,  trade,  or  profession  carried  on  in 
the  United  States  by  any  person  residing  without  the  United 
States,  and  not  a  citizen  thereof,  or  from  rents  of  real  estate 
within  the  United  States  owned  by  any  person  residing  with- 
out the  United  States,  and  not  a  citizen  thereof. 

Section  7.  In  estimating  the  gains,  profits,  and  income 
of  any  person,  there  shall  be  included  all  income  derived  from 
any  kind  of  property,  rents,  interest  received  or  accrued  upon 
all  notes,  bonds,  and  mortgages,  or  other  forms  of  indebt- 
edness bearing  interest,  whether  paid  or  not,  if  good  and 
collectable,  interest  upon  notes,  bonds,  or  other  securities 
of  the  United  States ;  and  the  amount  of  all  premium  on  gold 
and  coupons ;  the  gains,  profits,  and  income  of  any  business, 
profession,  trade,  employment,  office,  or  vocation,  including 
any  amount  received  as  salary  or  pay  for  services  in  the  civil, 
military,  naval,  or  other  service  of  the  United  States,  or  as 
senator,  representative,  or  delegate  in  Congress,  except  that 
portion  thereof  from  which,  under  authority  of  acts  of  Con- 
gress previous  hereto,  a  tax  of  five  per  centum  shall  have 
been  withheld ;  the  share  of  any  person  of  the  gains  and 
profits,  whether  divided  or  not,  of  all  companies  or  partner- 
ships, but  not  including  the  amount  received  from  any  corpo- 
rations whose  officers,  as  authorized  by  law,  withhold  and  pay 
as  taxes  a  per  centum  of  the  dividends  made,  and  of  interest 
or  coupons  paid  by  such  corporations ;   profits  realized  within 
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the  year  from  sales  of  real  estate  purchased  within  two  years 
previous  to  the  year  for  which  income  is  estimated;  the 
amount  of  sales  of  live  stock,  sugar,  wool,  butter,  cheese,  pork, 
beef,  mutton,  or  other  meats,  hay  and  grain,  fruits,  vegetables, 
or  other  productions,  being  the  growth  or  produce  of  the  es- 
tate of  such  person,  but  not  including  any  part  thereof  con- 
sumed directly  by  the  family;  and  all  other  gains,  profits, 
and  income  drawn  from  any  source  whatever,  but  not  includ- 
ing the  rental  value  of  the  homestead  used  or  occupied  by  any 
person  or  by  his  family. 

Section  8.  Military  or  naval  pensions  allowed  to  any  per- 
son under  the  laws  of  the  United  States,  and  the  sum  of  two 
thousand  dollars  of  the  gains,  profits,  and  income  of  any 
person,  shall  be  exempt  from  said  income  tax,  in  the  man- 
ner hereinafter  provided.  Only  one  deduction  of  two 
thousand  dollars  shall  be  made  from  the  aggregate  income 
of  all  members  of  any  family  composed  of  one  or  both  par- 
ents and  one  or  more  minor  children,  or  of  husband  and 
wife ;  but  when  a  wife  has  by  law  a  separate  income,  be- 
yond the  control  of  her  husband,  and  is  living  separate 
and  apart  from  him,  such  deduction  shall  then  be  made 
from  her  income,  gains,  and  profits;  and  guardians  and 
trustees  shall  be  allowed  to  make  the  deduction  in  favor  of 
each  ward  or  beneficiary,  except  that  in  a  case  of  two  or 
more  wards  or  beneficiaries  comprised  in  one  family,  hav- 
ing joint  property  interest,  only  one  deduction  shall  be 
made  in  their  favor.  For  the  purpose  of  allowing  such  de- 
duction from  the  income  of  any  religious  or  social  com- 
munity holding  all  their  property  and  the  income  thereof 
jointly  and  in  common,  each  five  of  the  persons  composing 
such  society,  and  any  remaining  fractional  number  of  such 
persons  less  than  five  over  such  groups  of  five,  shall  be  held  to 
constitute  a  family,  and  a  deduction  of  two  thousand  dol- 
lars shall  be  allowed  for  each  of  such  families.  Any  taxes 
on  the  incomes,  gains,  and  profits  of  such  societies  now 
due  and  unpaid,  shall  be  assessed  and  collected  according 
to  this  provision,  except  that  the  deduction  shall  be  only 
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one  thousand  dollars  for  any  year  prior  to  eighteen  hun- 
dred and  seventy. 

Section  9.  In  addition  to  the  exemptions  provided  in  the 
preceding  section,  there  shall  be  deducted  from  the  gains, 
profits,  and  income  of  any  person  all  national,  state,  county, 
and  municipal  taxes  paid  by  him  within  the  year,  whether  such 
person  be  owner,  tenant,  or  mortgagor ;  all  his  losses  actually 
sustained  during  the  year  arising  from  fires,  floods,  shipwreck, 
or  incurred  in  trade,  and  debts  ascertained  to  be  worthless,  but 
excluding  all  estimated  depreciation  of  values;  the  amount 
of  interest  paid  during  the  year,  and  the  amount  paid  for  rent 
or  labor  to  cultivate  land,  or  to  conduct  any  other  business 
from  which  income  is  derived;  the  amount  paid  for  the  rent 
of  the  house  or  premises  occupied  as  a  residence  for  himself 
or  his  family,  and  the  amount  paid  out  for  usual  and  ordinary 
repairs.  No  deduction  shall  be  made  for  any  amount  paid  out 
for  new  buildings,  permanent  improvements,  or  betterments 
made  to  increase  the  value  of  any  property  or  estate. 

Section  10.  The  tax  hereinbefore  provided  shall  be  as- 
sessed upon  the  gains,  profits,  and  income  for  the  year  ending 
on  the  thirty-first  day  of  December  next  preceding  the  time 
for  levying  and  collecting  said  tax,  and  shall  be  levied  on  the 
first  day  of  March,  eighteen  hundred  and,  seventy-one,  and 
eighteen  hundred  and  seventy-two,  and  be  due  and  payable  on 
or  before  the  thirtieth  day  of  April  in  each  of  said  years.  And 
in  addition  to  any  sum  annually  due  and  unpaid  after  the  thir- 
tieth day  of  April,  and  for  ten  days  after  notice  and  demand 
therefor  by  the  collector,  there  shall  be  levied  and  collected, 
as  a  penalty,  the  sum  of  five  per  centum  on  the  amount  unpaid, 
and  interest  on  said  amount  at  the  rate  of  one  per  centum 
per  month  from  the  time  the  same  became  due,  except  from 
the  estates  of  deceased,  insane,  or  insolvent  persons. 

Section  11.  It  shall  be  the  duty  of  every  person  of  lawful 
age,  whose  gross  income  during  the  preceding  year  exceeded 
two  thousand  dollars,  to  make  and  render  a  return  on  or  be- 
fore the  day  designated  by  law,  to  the  assistant  assessor  of  the 
district  in  which  he  resides  of  the  gross  amount  of  his  income, 
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gains,  and  profits  as  aforesaid;  but  not  including  the  amount 
received  from  any  corporation  whose  officers,  as  authorized  by- 
law, withhold  and  pay  as  taxes  a  per  centum  of  the  dividends 
made  and  of  the  interest  or  coupons  paid  by  such  corporations, 
nor  that  portion  of  the  salary  or  pay  received  for  services  in 
the  civil,  military,  naval,  or  other  service  of  the  United  States, 
or  as  senator,  representative,  or  delegate  in  Congress,  from 
which  tax  has  been  deducted,  nor  the  wages  of  minor  children 
not  received ;  and  every  guardian  and  trustee,  executor  or  ad- 
ministrator, and  any  person  acting  in  any  other  fiduciary  ca- 
pacity, or  as  resident  agent  for,  or  copartner  of,  any  non-resi- 
dent alien,  deriving  income,  gains,  and  profits  from  any  busi- 
ness, trade,  or  profession  carried  on  in  the  United  States,  or 
from  rents  of  real  estate  situated  therein,  shall  make  and  ren- 
der a  return  as  aforesaid  to  the  assistant  assessor  of  the  dis- 
trict in  which  he  resides  of  the  amount  of  income,  gains,  and 
profits  of  any  minor  or  person  for  whom  he  acts.  The  as- 
sistant assessor  shall  require  every  such  return  to  be  verified 
by  the  oath  of  the  party  rendering  it,  and  may  increase  the 
amount  of  any  return,  after  notice  to  such  party,  if  he  has 
reason  to  believe  that  the  same  is  understated.  In  case  any 
person  having  a  gross  income  as  above,  of  two  thousand  dol- 
lars or  more,  shall  neglect  or  refuse  to  make  and  render  such 
return,  or  shall  render  a  false  or  fraudulent  return,  the  as- 
sessor or  the  assistant  assessor  shall  make  such  return,  accord- 
ing to  the  best  information  he  can  obtain  by  the  examination 
of  said  person,  or  of  his  books  or  accounts,  or  by  any  other 
evidence,  and  shall  add,  as  a  penalty,  to  the  amount  of  the 
tax  due  thereon,  fifty  per  centum  in  all  cases  of  willful  neglect 
or  refusal  to  make  and  render  a  return,  and  one  hundred  per 
centum  in  all  cases  of  a  false  or  fraudulent  return  having  been 
rendered.  The  tax  and  the  addition  thereto  as  penalty  shall  be 
assessed  and  collected  in  the  manner  provided  for  in  cases  of 
willful  neglect  or  refusal  to  render  a  return,  or  of  rendering 
a  false  or  fraudulent  return.  But  no  penalty  shall  be  assessed 
upon  any  person  for  such  neglect  or  refusal,  or  for  making  or 
rendering  a  false  or  fraudulent  return,  except  after  reasonable 
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notice  of  the  time  and  place  of  hearing,  to  be  regulated  by  the 
commissioner  of  internal  revenue,  so  as  to  give  the  person 
charged  an  opportunity  to  be  heard:  Provided  that  no  col- 
lector, deputy  collector,  assessor,  or  assistant  assessor  shall 
permit  to  be  published  in  any  manner  such  income  returns,  or 
any  part  thereof,  except  such  general  statistics,  not  specifying 
thtf  names  of  individuals  or  firms,  as  he  may  make  public,  un- 
der such  rules  and  regulations  as  the  commissioner  of  internal 
revenue  shall  prescribe. 

Section  12.  When  the  return  of  any  person  is  increased 
by  the  assistant  assessor,  such  person  may  exhibit  his  books 
and  accounts  and  be  permitted  to  prove  and  declare,  under 
oath,  the  amount  of  income  liable  to  be  assessed;  but  such 
oath  and  evidence  shall  not  be  conclusive  of  the  facts,  and  no 
deductions  claimed  in  such  case  shall  be  allowed  until  approved 
by  the  assistant  assessor.  Any  person  may  appeal  from  the 
decision  of  the  assistant  assessor,  in  such  cases,  to  the  assessor 
of  the  district,  and  his  decision  thereon,  unless  reversed  by  the 
commissioner  of  internal  revenue,  shall  be  final.  The  form, 
time,  and  manner  of  proceedings  shall  be  subject  to  regulations 
to  be  prescribed  by  the  commissioner  of  internal  revenue. 

Section  13.  Any  person  in  his  own  behalf,  or  as  such  fidu- 
ciary or  agent,  shall  be  permitted  to  declare,  under  oath,  that 
he,  or  his  ward,  beneficiary,  or  principal,  was  not  possessed  of 
an  income  of  two  thousand  dollars,  liable  to  be  assessed  ac- 
cording to  the  provisions  of  this  act ;  or  may  declare  that  an 
income  tax  has  been  assessed  and  paid  elsewhere  in  the  same 
year,  under  authority  of  the  United  States,  upon  his  income, 
gains,  and  profits,  or  those  of  his  ward,  beneficiary,  or  prin- 
cipal, as  required  by  law;  and  if  the  assistant  assessor  shall 
be  satisfied  of  the  truth  of  the  declaration,  sucH  person  shall 
thereupon  be  exempt  from  income  tax  in  said  district. 

Section  14.  Consuls  of  foreign  governments  who  are  not 
citizens  of  the  United  States  shall  be  exempt  from  any  income 
tax  imposed  by  this  act  which  may  be  derived  from  their  offi- 
cial emoluments,  or  from  property  in  foreign  countries :  Pro- 
vided that  the  governments  which  such  consuls  may  represent 
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shall  extend  similar  exemptions  to  consuls  of  the  United  States. 
Section  IS.  There  shall  be  levied  and  collected  for  and 
during  the  year  eighteen  hundred  and  seventy-one  a  tax  of 
two  and  one-half  per  centum  on  the  amount  of  all  interest 
or  coupons  paid  on  bonds  or  other  evidences  of  debt  issued 
and  payable  in  one  or  more  years  after  date,  by  any  of  the 
corporations  in  this  section  hereinafter  enumerated,  and  on 
the  amount  of  all  dividends  of  earnings,  income,  or  gains  here- 
after declared,  by  any  bank,  trust  company,  savings  institu- 
tion, insurance  company,  railroad  company,  canal  company, 
turnpike  company,  canal  navigation  company,  and  slack-water 
company,  whenever  and  wherever  the  same  shall  be  payable, 
and  to  whatsoever  person  the  same  may  be  due,  including  non- 
residents, whether  citizens  or  aliens,  and  on  all  undivided 
profits  of  any  such  corporation  which  have  accrued  and  been 
earned  and  added  to  any  surplus,  contingent,  or  other  fund, 
and  every  such  corporation  having  paid  the  tax  as  aforesaid, 
is  hereby  authorized  to  deduct  and  withhold  from  any  pay- 
ment on  account  of  interest,  coupons,  and  dividends  an  amount 
equal  to  the  tax  of  two  and  one-half  per  centum  on  the  same ; 
and  the  payment  to  the  United  States,  as  provided  by  law, 
of  the  amount  of  tax  so  deducted  from  the  interest,  coupons, 
and  dividends  aforesaid,  shall  discharge  the  corporation  from 
any  liability  for  that  amount  of  said  interest,  coupons,  or 
dividends,  claimed  as  due  to  any  person,  except  in  cases  where 
said  corporations  have  provided  otherwise  by  an  express  con- 
tract: Provided,  that  the  tax  upon  the  dividends  of  insur- 
ance companies  shall  not  be  deemed  due  until  such  dividends 
are  payable,  either  in  money  or  otherwise ;  and  that  the  money 
returned  by  mutual  insurance  companies  to  their  policy  hold- 
ers, and  the  annual  or  semi-annual  interest  allowed  or  paid 
to  the  depositors  in  savings  banks  and  savings  institutions, 
shall  not  be  considered  as  dividends ;  and  that  when  any  divi- 
dend is  made,  or  interest  as  aforesaid  is  paid,  which  includes 
any  part  of  the  surplus  or  contingent  fund  of  any  corporation 
which  has  been  assessed  and  the  tax  paid  thereon,  or  which 
includes  any  part  of  the  dividends,  interest,  or  coupons  re- 
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ceived  from  other  corporations  whose  officers  are  authorized 
by  law  to  withhold  a  per  centum  on  the  same,  the  amount 
of  tax  so  paid  on  that  portion  of  the  surplus  or  contingent 
fund,  and  the  amount  of  tax  which  has  been  withheld  and 
paid  on  dividends,  interest,  or  coupons  so  received,  may  be 
deducted  from  the  tax  on  such  dividend  or  interest. 

Section  16.  Every  person  having  the  care  or  management 
of  any  corporation  liable  to  be  taxed  under  the  last  preceding 
section  shall  make  and  render  to  the  assessor  or  assistant 
assessor  of  the  district  in  which  such  person  has  his  office 
for  conducting  the  business  of  such  corporation,  on  or  before 
the  tenth  day  of  the  month  following  that  in  which  any  divi- 
dends or  sums  of  money  become  due  or  payable  as  aforesaid, 
a  true  and  complete  return  in  such  form  as  the  commissioner 
of  internal  revenue  may  prescribe,  of  the  amount  of  income 
and  profits  and  of  taxes  as  aforesaid ;  and  there  shall  be  an- 
nexed thereto  a  declaration  of  the  president,  cashier,  or  treas- 
urer of  the  corporation,  under  oath,  that  the  same  contains 
a  true  and  complete  account  of  the  income  and  profits  and  of 
taxes  as  aforesaid.  And  for  any  default  in  the  making  or 
rendering  of  such  return,  with  such  declaration  annexed,  the 
corporation  so  in  default  shall  forfeit,  as  a  penalty,  the  sum 
of  one  thousand  dollars;  and  in  case  of  any  default  in  mak- 
ing or  rendering  said  return,  or  of  any  default  in  the  payment 
of  the  tax  as  required,  or  of  any  part  thereof,  the  assessment 
and  collection  of  the  tax  and  penalty  shall  be  in  accordance 
with  the  general  provisions  of  law  in  other  cases  of  neglect 
and  refusal. 

THE  WISCONSIN  INCOME  TAX  LAW  OF  1911 

Laws  of  Wisconsin  1911,  c.  658,  page  984,  July  15,  1911 

Section  1.  There  are  added  to  the  statutes  thirty  new  sec- 
tions to  read:  Section  1087m — 1.  There  shall  be  assessed, 
levied,  collected,  and  paid  a  tax  upon  incomes  received  during 
the  year  ending  December  31,  1911,  and  upon  incomes  received 
annually  thereafter,  by  such  persons  and  from  such  sources 

Bl.Inc.Tax.(2dEd.)— 42  (643) 


Appdx.)  INCOME  TAXATION 

as  hereinafter  described;  provided,  that  firms,  copartnerships, 
corporations,  joint  stock  companies  and  associations  which 
customarily  close  their  annual  accounts  on  a  date  other  than 
December  31,  or  which  customarily  estimate  their  income  or 
profits  on  a  basis  other  than  that  of  actual  cash  receipts  and 
disbursements,  may,  with  the  consent  and  approval  of  the 
tax  commission,  return-  for  assessment  and  taxation  the  in- 
come or  profits  earned  during  the  business  year  for  which  the 
accounts  of  such  person  are  customarily  made  up. 

Section  1087m — 2.  1.  The  term  "person,"  as  used  in  this 
act,  shall  mean  and  include  any  individual,  firm,  copartnership, 
and  every  corporation,  joint  stock  company  or  association  or- 
ganized for  profit  and  having  a  capital  stock  represented  by 
shares,  unless  otherwise  expressly  stated. 

2.  The  term  "income,"  as  used  in  this  act,  shall  include : 

(a)  All  rent  of  real  estate,  including  the  estimated  rental 
of  residence  property,  occupied  by  the  owner  thereof. 

(b)  All  interest  derived  from  money  loaned  or  invested  in 
notes,  mortgages,  bonds  or  other  evidences  of  debt  of  any 
kind  whatsoever. 

(c)  All  wages,  salaries  or  fees  derived  from  services;  pro- 
vided that  compensation  to  public  officers  for  public  service 
shall  not  be  computed  as  a  part  of  the  taxable  income  in  such 
cases  where  the  taxation  thereof  would  be  repugnant  to  the 
constitution. 

(d)  All  dividends  or  profits  derived  from  stock  or  from  the 
purchase  and  sale  of  any  property  or  other  valuable  acquired 
within  three  years  previous  or  from  any  business  whatever. 

(e)  All  royalties  derived  from  the  possession  or  use  of  fran- 
chises or  legalized  privileges  of  any  kind. 

(f)  And  all  other  income  of  any  kind  derived  from  any 
source  whatever  except  such  as  is  hereinafter  exempted. 

3.  The  tax  shall  be  assessed,  levied,  and  collected  upon  all 
income,  not  hereinafter  exempted,  received  by  every  person 
residing  within  the  state,  and  by  every  non-resident  of  the 
state  upon  such  income  as  is  derived  from  sources  within  the 
state  or  within  its  jurisdiction.     So  much  of  the  income  of 
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any  person  residing  within  the  state  as  is  derived  from  rentals, 
stocks,  bonds,  securities  or  evidences  of  indebtedness  shall  be 
assessed  and  taxed,  whether  such  incorhe  is  derived  from 
sources  within  or  without  the  state ;  provided,  that  any  person 
engaged  in  business  within  and  without  the  state  shall,  with 
respect  to  income  other  than  that  derived  from  rentals,  stocks, 
bonds,  securities  or  evidences  of  indebtedness,  be  taxed  only 
upon  that  proportion  of  such  income  as  is  derived  from  busi- 
ness transactions  and  property  located  within  [the]  state, 
which  shall  be  determined  in  the  manner  specified  is  [in]  sub- 
division (e)  of  section  1770b,  as  far  as  applicable. 

Section  1087m — 3.  Every  corporation,  joint  stock  com- 
pany or  association  shall  be  allowed  to  make  from  its  gross  in- 
come the  following  deductions : 

(a)  Payments  made  within  the  year  for  personal  services  of 
officers  and  employes  actually  employed  in  the  production  of 
such  income;  provided,  there  be  reported  the  name,  address,, 
and  amount  paid  each  such  officer  or  employe  to  whom  a  com- 
pensation of  seven  hundred  dollars  or  more  shall  have  beea 
paid  during  the  assessment  year. 

(b)  Other  ordinary  and  necessary  expenses  actually  paid 
within  the  year  out  of  income  in  the  maintenance  and  opera- 
tion of  its  business  and  property,  including  a  reasonable  allow- 
ance for  depreciation  of  property  from  which  the  income  is 
derived.  All  bonds  issued  by  a  corporation  shall  be  deemed  an 
interest  in  the  property  and  business  of  such  corporation ;  and 
so  much  of  the  interest  payable  on  such  bonds  as  is  represent- 
ed by  the  ratio  between  the  property  located  and  business 
transacted  within  this  state  to  he  [the]  total  property  and 
business  of  such  corporation  as  provided  in  subdivision  3,  of 
section  1087m — 2,  shall  be  subject  to  taxation  under  this  act 
at  the  same  rate  as  the  income  of  such  corporation.  Such  tax 
shall  be  assessed  to  the  bondholders  under  the  general  desig- 
nation "The  Bondholders  of "  (inserting  the  name  of  the 

corporation),  but  shall  be  a  lien  upon  the  property  and  business 
of  such  corporation  prior  to  all  other  liens,  and  unless  paid  by 
the  bondholders  shall  be  enforced  against  the  corporation. 
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When  paid  by  the  corporation  the  amount  of  such  tax  may  be 
deducted  from  the  next  interest  payment  on  such  bonds,  un- 
less otherwise  provided  by  contract. 

(c)  Losses  actually  sustained  within  the  year  and  not  com- 
pensated for  by  insurance  or  otherwise. 

(d)  Sums  paid  by  such  person  within  the  year  for  taxes  im- 
posed by  any  state  of  this  union  or  subdivision  thereof,  or  any 
territory  or  possession  of  the  United  States,  upon  the  source 
from  which  the  income  taxed  by  this  act  is  derived. 

(e)  Dividends  or  income  received  within  the  year  from 
stocks  or  interest  in  any  firm,  copartnership  or  corporation, 
joint  stock  company  or  association,  the  income  of  which  shall 
have  been  assessed  under  the  provisions  of  this  act ;  provided, 
such  firm,  copartnership,  corporation,  joint  stock  company  or 
association  report  at  the  time  of  assessment  the  name  and 
address  of  each  such  person  owning  stocks  or  interest  in  the 
same  and  the  amount  of  dividends  or  income  paid  such  person 
during  the  assessment  year. 

(f)  Interest  received  from  bonds  or  other  securities  exempt 
from  taxation  under  the  laws  of  the  United  States. 

Section  1087m- — 4.  Persons  other  than  corporations,  joint 
stock  companies  or  associations,  in  reporting  incomes  for  pur- 
poses of  taxation  shall  be  allowed  the  following  deductions : 

(a)  The  ordinary  and  necessary  expenses  actually  paid 
within  the  year  in  carrying  on  the  profession,  occupation,  or 
business  from  which  the  income  is  derived,  including  a  rea- 
sonable allowance  for  depreciation  of  the  property  from  which 
the  income  is  derived.  But  no  deductions  shall  be  made  for 
any  amount  paid  for  personal  services  unless  these  be  report- 
ed, the  name,  address,  and  the  amount  paid  each  such  em- 
ploye to  whom  a  compensation  of  seven  hundred  dollars  or 
more  shall  have  been  paid  during  the  assessment  year. 

(b)  Losses  during  the  year  and  not  compensated  for  by  in- 
surance or  otherwise. 

(c)  Dividends  or  incomes  received  by  any  person  from 
stocks,  or  interest  in  any  firm,  copartnership,  corporation,  joint 
stock  company  or  association,  the  income  of  which  shall  have 
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been  assessed  under  the  provisions  of  this  act;  provided,  such 
firm,  copartnership,  corporation,  joint  stock  company  or  as- 
sociation report  at  the  time  of  assessment  the  name  and  ad- 
dress of  each  such  person  owning  stock  or  interest  in  the  same 
and  the  amount  of  dividends  or  income  paid  such  person  dur- 
ing the  assessment  year. 

(d)  Interest  paid  within  the  year  on  existing  indebtedness; 
provided,  the  debtor  reports  the  amount  so  paid,  the  form  of 
the  indebtedness,  together  with  the  name  and  address  of  the 
creditor. 

(e)  Interest  received  from  bonds  or  other  securities  exempt 
from  taxation  under  the  laws  of  the  United  States, 

(f)  Salaries  or  other  compensation  received  from  the  Unit- 
ed States  by  officials  thereof. 

(g)  Pensions  received  from  the  United  States. 

(h)  Taxes  paid  by  such  persons  during  the  year  other  than 
inheritance  taxes  upon  the  property  or  business  from  .which 
the  income  hereby  taxed  is  derived. 

(i)  All  inheritances,  devises  and  bequests  received  during 
the  year  upon  which  an  inheritance  tax  shall  have  been  paid 
to  this  state. 

(j)  Insurance  to  the  total  amount  of  ten  thousand  dollars 
received  by  any  person  or  persons  legally  dependent  upon  the 
decedent,  in  payment  of  a  death  claim  by  any  insurance  com- 
pany, fraternal  benefit  society  or  other  insurer. 

Section  1087m — 5.  1.  There  shall  be  exempt  from  tax- 
ation under  this  act  income  as  follows,  to-wit : 

(a)  To  an  individual,  income  up  to  and  including  eight 
hundred  dollars. 

(b)  To  husband  and  wife,  twelve  hundred  dollars. 

(c)  For  each  child  under  the  age  of  eighteen  years,  two 
hundred  dollars. 

(d)  For  each  additional  person,  for  whose  support  the 
taxpayer  is  legally  liable  and  who  is  entirely  dependent  up- 
on the  taxpayer  for  his  support,  two  hundred  dollars. 

(e)  The  aforesaid  exemptions  shall  not  apply  to  incomes 
derived   from   sources   within   the   state   by   non-residents 
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thereof,  nor  to  firms,  copartnerships,  corporations,  joint 
stock  companies  nor  associations.  In  computing  said  ex- 
emptions and  the  amount  of  taxes  payable  under  section 
1087m — 7  of  this  act,  the  income  of  a  wife  shall  be  added  to 
the  income  of  her  husband,  and  the  income  of  each  child 
under  eighteen  years  of  age  to  that  of  its  parent  or  par- 
ents, when  said  wife  or  child  is  not  living  separately  from 
said  husband,  parent  or  parents. 

(2)  Income  of  any  mutual  savings  or  loan  and  building 
association,  or  of  any  religious,  scientific,  educational,  be- 
nevolent, or  other  association  of  individuals  not  organized 
or  conducted  for  pecuniary  profit. 

(3)  Incomes  derived  from  property  and  privileges  by 
persons  now  required  by  law  to  pay  taxes  or  license  fees 
directly  into  the  treasury  of  the  state  in  lieu  of  taxes,  and 
such  persons  shall  continue  to  pay  taxes  and  license  fees 
as  heretofore. 

(4)  Incomes  received  by  the  United  States,  the  state, 
and  all  counties,  cities,  villages,  school  districts  or  other 
political  units  of  the  state. 

Section  1087m — 6.  1.  The  tax  to  be  assessed,  levied, 
and  collected  upon  the  incomes  of  all  persons,  except  as 
otherwise  provided  by  law,  after  making  such  deductions 
and  exemptions  as  are  hereinbefore  allowed,  shall  be  com- 
puted at  the  following  rates,  to-wit : 

(a)  On  the  first  one  thousand  dollars  of  taxable  income 
or  any  part  thereof,  at  the  rate  of  one  per  cent. 

(b)  On  the  second  one  thousand  dollars  or  any  part 
thereof,  one  and  one-fourth  per  cent. 

(c)  On  the  third  one  thousand  dollars  or  any  part  there- 
ot,  one  and  one-half  per  cent. 

(d)  On  the  fourth  one  thousand  dollars  or  any  part  there- 
of, one  and  three-fourths  per  cent. 

(e)  On  the  fifth  one  thousand  dollars  or  any  part  there- 
of, two  per  cent. 

(f)  On  the  sixth  one  thousand  dollars  or  any  part  there- 
of, two  and  one-half  per  cent. 
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(g)  On  the  seventh  one  thousand  dollars  or  any  part 
thereof,  three  per  cent. 

(h)  On  the  eighth  one  thousand  dollars  or  any  part 
thereof,  three  and  one-half  per  cent. 

(i)  On  the  ninth  one  thousand  dollars  or  any  part  there- 
of, four  per  cent. 

(j)  On  the  tenth  one  thousand  dollars  or  any  part  there- 
of, four  and  one-half  per  cent. 

(k)  On  the  eleventh  one  thousand  dollars  or  any  part 
thereof,  five  per  cent. 

(1)  On  the  twelfth  one  thousand  dollars  or  any  part  there- 
of, five  and  one-half  per  cent. 

(m)  On  any  sum  of  taxable  income  in  excess  of  twelve 
thousand  dollars,  six  per  cent. 

2.  Providing,  however,  that  the  tax  to  be  assessed,  levied, 
and  collected  upon  the  incomes  of  corporations,  joint  stock 
companies  or  associations,  after  making  due  allowance  for 
deductions  as  hereinbefore  provided,  shall  be  computed  at 
the  following  rates  to-wit : 

(a)  If  the  taxable  income  equals  one  per  cent  or  less  of 
the  assessed  value  of  the  property  used  and  employed  in  the 
acquisition  of  such  income,  the  rate  of  tax  shall  be  one  half 
of  one  per  cent  of  such  income. 

(b)  If  the  taxable  income  equals  more  than  one,  but  does 
not  exceed  two  per  cent  of  the  assessed  value  of  the  proper- 
ty used  and  employed  in  the  acquisition  of  such  income,  the 
rate  of  tax  shall  be  one  per  cent  of  such  income. 

(c)  If  the  taxable  income  equals  more  than  two,  but  does 
not  exceed  three  per  cent  of  the  assessed  value  of  the  prop- 
erty used  and  employed  in  the  acquisition  of  such  income, 
the  rate  of  tax  shall  be  one  and  one-half  per  cent  of  such 
income. 

(d)  If  the  taxable  income  equals  more  than  three,  but 
does  not  exceed  four  per  cent  of  the  assessed  value  of  the 
property  used  and  employed  in  the  acquisition  of  such  in- 
come, the  rate  of  the  tax  shall  be  two  per  cent  of  such  in- 
come. 
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(e)  If  the  taxable  income  equals  more  than  four,  but  does 
not  exceed  five  per  cent  of  the  assessed  value  of  the  proper- 
ty used  and  employed  in  the  acquisition  of  such  income,  the 
rate  of  the  tax  shall  be  two  and  one-half  per  cent  of  such 
income. 

(f)  If  the  taxable  income  equals  more  than  five,  but  does 
not  exceed  six  per  cent  of  the  assessed  value  of  the  property 
used  and  employed  in  the  acquisition  of  such  income,  the 
rate  of  the  tax  shall  be  three  per  cent  of  such  income. 

(g)  And  in  like  manner  the  tax  upon  the  taxable  income 
shall  continue  to  increase  at  the  rate  of  one-half  of  one  per 
cent  for  each  additional  one  per  cent  or  fractional  part  there- 
of that  the  taxable  income  bears  to  the  assessed  value  of 
the  property  used  and  employed  in  the  acquisition  of  such 
income,  until  the  rate  of  profits  equals  twelve  per  cent  of 
such  assessed  value  of  the  property  used  and  employed  in 
the  acquisition  of  such  income,  when  such  rate  shall  con- 
tinue as  a  proportional  rate  of  six  per  cent  of  such  taxable 
income. 

Section  1087m — 7.  The  legislature  intends  subsection  2, 
of  section  1087m — 6  of  this  act,  to  be  a  separable  part  there- 
of, so  that  said  subsection  may  fail  or  be  declared  invalid 
without  adversely  affecting. any  other  part  of  the  act:  pro- 
vided that  in  event  of  its  failing  or  being  declared  invalid 
the  incomes  of  corporations,  joint  stock  companies  and  as- 
sociations shall  be  subject  and  shall  be  construed  to  have 
been  subject  to  taxation  at  the  rates  specified  in  subsection 
1,  of  section  1087m — 6,  and  said  incomes  shall  be  reassess- 
ed by  the  tax  commission  and  taxed  for  the  years  for  which 
the  rates  provided  in  subsection  2  of  section  1087m — 6,  shall 
have  failed. 

Section  1087m — 8.  1.  The  state  shall  be  divided  into 
assessment  districts  by  the  state  tax  commission,  but  in  no 
instance  shall  a  county  be  divided. 

2.  Not  less  than  thirty  days  prior  to  the  first  of  March, 
1912,  there  shall  be  selected  and  appointed  by  the  state  tax 
commission  an  assessor  of  incomes  for  each  assessment  dis- 
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trict  in  the  state,  who  shall  hold  office  for  the  term  of  three 
years  unless  sooner  removed  as  hereinafter  provided.  Such 
assessor  shall  be  a  citizen  and  an  elector  of  this  state,  but 
need  not  be  a  resident  of  the  district  in  which  he  is  appoint- 
ed to  serve;  provided,  however,  that  so  far  as  practicable 
preference  shall  be  given  in  making  such  appointments  to 
residents  of  the  districts. 

3.  The  tax  commission  may  in  its  discretion  transfer  any 
assessor  of  incomes  from  one  district  to  another  and  may 
remove  any  assessor  of  incomes  or  his  deputy  from  office. 

4.  Before  entering  upon  his  duties  such  assessor  of  in- 
comes shall  subscribe  to  the  constitutional  oath  and  file  the 
same  in  the  office  of  the  secretary  of  state. 

5.  The  state  tax  commission  may  authorize  any  assessor 
of  incomes  to  appoint  such  deputies  and  other  assistants  as 
may  be  required  for  the  proper  performance  of  his  duties. 
Such  deputies  shall  qualify  in  like  manner  and  possess  the 
same  powers  as  the  assessor. 

Section  1087m — 9.  The  salaries  of  the  assessors  of  in- 
comes and  their  deputies  and  assistants  shall  be  fixed  by 
the  state  tax  commission,  but  such  salaries,  together  with 
the  expenses  of  such  assessors  and  their  deputies  and  as- 
sistants shall  not  in  any  year  exceed  in  amount  five  cents 
for  every  thousand  dollars  of  the  valuation  of  all  property 
as  fixed  by  the  tax  commission  in  the  state  assessment  of 
the  preceding  year.  The  assessor  shall  be  furnished  all 
necessary  printing,  stationery  and  postage,  and  he  and  his 
deputies  shall  be  entitled  to  receive  their  actual  necessary 
expenses  while  traveling  in  the  performance  of  their  duties. 
The  salaries  of  the  assessor  and  his  assistants,  and  all  such 
expenditures  shall  be  audited  and  paid  out  of  the  state 
treasury  in  the  same  manner  as  other  similar  salaries  and 
state  expenses  are  audited  and  paid. 

Section  1087m — 10.  1.  The  state  tax  commission  and  the 
assessors  of  incomes  shall  annually  on  the  first  day  of  Jan- 
uary, or  as  soon  thereafter  as  practicable,  proceed  to  assess 
as  hereinafter  provided  every  income  received  during  the 
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preceding  calendar  year  liable  to  taxation  under  the  provi- 
sions of  this  act.  The  assessment  of  corporations,  joint 
stock  companies  and  associations  shall  be  made  by  the  state 
tax  commission,  and  the  assessment  of  persons,  other  than 
corporations,  joint  stock  companies  and  associations  shall 
be  by  the  county  assessor  of  incomes. 

2.  In  the  performance  of  such  duty  the  state  tax  commis- 
sion and  the  county  assessors  of  incomes  shall  respectively 
possess  all  powers  now  or  hereafter  granted  by  law  to  the 
state  tax  commission  or  assessors  in  the  assessment  of  per- 
sonal property  and  also  the  power  to  estimate  incomes. 

3.  Every  corporation,  joint  stock  company  or  association, 
whether  taxable  under  this  act  or  not,  shall  furnish  to  the 
tax  commission  a  true  and  accurate  statement  at  such  time, 
in  such  manner  and  form  and  setting  forth  such  facts  as 
said  commission  shall  deem  necessary  to  enforce  the  provi- 
sions of  this  act.  Such  statement  shall  be  made  upon  the 
oath  or  affirmation  of  the  president,  vice-president  or  other 
principal  officer  and  the  treasurer  of  said  corporation,  joint 
stock  company  or  association. 

4.  Whenever  in  the  judgment  of  the  assessor  of  incomes 
any  person  in  his  district  other  than  a  corporation,  joint 
stock  company  or  association  shall  be  subject  to  an  income 
tax  under  the  provisions  of  this  act,  he  shall  require  such 
person  to  make  report  in  such  manner  and  form  as  the  tax 
commission  may  prescribe,  specifying  particularly  among 
other  items  the  amount  of  income  received  from  services, 
unsecured  notes,  mortgages,  bonds,  stocks,  real  estate  and 
other  such  information  as  the  commission  may  deem  neces- 
sary to  enforce  the  provisions  of  this  act. 

5.  Every  guardian,  trustee,  executor,  administrator,  agent 
or  receiver,  and  every  other  person  or  corporation  acting 
in  a  fiduciary  capacity,  shall  make  and  render  to  the  asses- 
sor of  incomes  of  the  district  in  which  such  representative 
resides,  a  verified  list  or  return  as  aforesaid  of  the  amount 
of  income  of  any  such  person,  ward,  or  beneficiary.     The 
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return  so  made  shall  be  signed  by  the  person  rendering  it, 
and  by  the  president  or  secretary  thereof,  if  a  corporation. 

6.  For  each  question  unanswered,  the  assessor  or  deputy 
assessor,  failing  to  present  satisfactory  cause  for  such  omis- 
sion to  the  state  tax  commission,  shall  be  subject  to  a  pen- 
alty of  five  dollars,  and  said  penalty  shall  be  deducted  from 
the  compensation  of  said  assessor  or  deputy  assessor  at  the 
time  such  compensation  is  paid. 

Section  1087m — 11.  1.  Whenever  evidence  shall  be  pro- 
duced before  the  state  tax  commission,  which  in  the  opinion 
of  the  commission,  justifies  the  belief  that  in  any  one  bi 
more  of  the  three  next  previous  years  the  returns  made  by 
any  corporation,  joint  stock  company  or  association  are  in- 
correct, or  are  made  with  false  or  fraudulent  intent,  or 
when  any  corporation,  joint  stock  company  or  association 
has  failed  or  refused  to  make  a  return  as  required  by  law 
the  state  tax  commission  may  require  from  every  such  cor- 
poration, joint  stock  company  or  association  such  further 
information  with  reference  to  its  capital,  income,  losses,  ex- 
penditures and  business  transactions  as  is  deemed  expedi- 
ent. Upon  the  information  so  required  the  state  tax  com- 
mission may  make  such  additions  or  corrections  to  the  as- 
sessment as  is  deemed  true  and  just,  such  corrections  to  be 
made  in  the  next  tax  levy.  Whenever  the  state  tax  com- 
mission shall  so  increase  or  make  subject  to  tax  any  in- 
come, it  shall  give  notice  in  writing  to  the  person  liable  for 
the  payment  of  the  tax  on  said  income  of  the  amount  of  the 
assessment.    Such  notice  may  be  served  by  registered  mail. 

2.  In  case  any  return  made  by  any  corporation,  joint 
stock  company  or  association  is  made  with  false  or  fraudu- 
lent intent  or  in  case  of  a  refusal  or  neglect  to  make  a  re- 
turn as  required  by  law,  and  an  additional  amount  is  dis- 
covered, the  amount  so  discovered  shall  be  subject  to  twice 
the  original  rate.  The  amount  so  added  to  the  tax  shall  be 
collected  at  such  time  and  in  such  manner  as  may  be  desig- 
nated by  the  state  tax  commission. 

3.  In  case  of  neglect  occasioned  by  the  sickness  or  ab- 
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sence  of  an  officer  of  any  corporation,  joint  stock  company 
or  association  required  to  make  said  return,  or  for  other 
sufficient  reason,  the  state  tax  commission  may  allow  such 
further  time  for  making  and  delivering  such  return  as  it 
may  deem  necessary,  not  to  exceed  thirty  days. 

4.  If  any  of  the  corporations,  joint  stock  companies  or 
associations  aforesaid  shall  fail  or  refuse  to  make  a  return 
at  the  time  or  times  hereinbefore  specified  in  each  year,  or 
shall  render  a  false  or  fraudulent  return,  such  corporation, 
joint  stock  company  or  association  shall  be  liable  to  a  pen- 
alty of  not  less  than  one  hundred  dollars  and  not  to  exceed 
five  thousand  dollars  at.  the  discretion  of  the  court. 

5.  Any  officer  of  a  corporation,  joint  stock  company  or 
association  required  by  law  to  make,  render,  sign  or  verify 
any  return  who  makes  any  false  or  fraudulent  return  or 
statement,  with  intent  to  defeat  or  evade  the  assessment 
required  by  this  act  to  be  made,  shall  upon  conviction  be 
fined  not  to  exceed  five  hundred  dollars  or  be  imprisoned 
not  to  exceed  one  year,  or  both,  at  the  discretion  of  the 
court,  with  the  cost  of  prosecution. 

Section  1087m — 12.  1.  Whenever  the  assessor  of  in- 
comes or  the  county  board  of  review  herein  provided  for 
shall  have  reason  to  believe  that  in  any  one  or  more  of  the 
three  next  previous  years  the  returns  made  by  any  person 
other  than  a  corporation,  joint  stock  company  or  association 
are  incorrect  or  are  made  with  false  or  fraudulent  intent, 
or  when  any  such  person  has  failed  or  refused  to  make  a  re- 
turn as  required  by  law,  the  assessor  or  county  board  of 
review  shall  make  such  additions  or  corrections  to  the  next 
assessment  as  he  or  they  shall  deem  true  and  just.  When- 
ever the  assessor  or  the  county  board  of  review  shall  so  in- 
crease or  make  subject  to  tax  any  income  he  or  they  shall 
give  notice  in  writing  to  the  person  liable  for  the  payment 
of  the  tax  on  said  income  of  the  amount  of  the  assessment. 
Such  notice  may  be  served  by  registered  mail. 

2.  In  case  any  return  made  by  any  person  other  than  a 
corporation,  joint  stock  company  or  association   is  made 
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with  false  or  fraudulent  intent,  or  in  case  of  a  refusal  or 
neglect  to  make  a  return  as  required  by  law,  and  an  addi- 
tional amount  is  discovered,  the  amount  so  discovered  shall 
be  subject  to  twice  the  original  rate. 

3.  Any  person  other  than  a  corporation,  joint  stock  com- 
pany or  association  who  fails  or  refuses  to  make  a  return 
at  the  time  hereinbefore  specified  in  each  year  or  shall  ren- 
der a  false  or  fraudulent  return  shall  upon  conviction  be 
fined  not  to  exceed  five  hundred  dollars,  or  be  imprisoned 
not  to  exceed  one  year,  or  both,  at  the  discretion  of  the 
court,  together  with  the  cost  of  prosecution. 

Section  1087m — 13.  Any  corporation,  joint  stock  com- 
pany or  association  subject  to  assessment  by  the  state  tax 
commission,  feeling  aggrieved  by  the  decision  of  said  com- 
mission regarding  the  assessment  of  its  income,  shall  be 
granted  the  same  rights  of  hearing  and  appeal  as  are  now 
granted  corporations  assessed  by  said  commission. 

Section  1087m — 14.  The  state  tax  commission  shall  ap- 
point three  resident  tax  payers  of  each  county  to  serve  as 
a  county  board  of  review,  and  shall  fix  their  compensation, 
which  shall  not  be  more  than  ten  dollars  per  day,  and  shall 
be  audited  and  paid  in  the  same  manner  as  the  salary  of 
assessors  under  this  act  is  paid. 

Section  1087m — 15.  The  county  clerk  shall  be  clerk  of 
such  board,  and  shall  keep  an  accurate  record  of  all  pro- 
ceedings thereof,  including  a  correct  record  of  all  changes 
in  the  assessment  rolls  made  by  the  board.  The  county 
clerk  shall  take  full  minutes  of  all  evidence  given  before  the 
board ;  provided,  however,  that  the  board,  with  the  approv- 
al of  the  assessor  of  incomes,  may  in  cases  where  they 
deem  it  advisable,  employ  a  stenographic  reporter  to  take 
such  evidence  in  shorthand,  and  extend  the  same  in  type- 
written form.  The  county  clerk  shall  preserve  in  his  office 
a  record  of  all  such  proceedings,  minutes  and  evidence  tak- 
en, and  all  documentary  evidence  ofifered.  The  stenograph- 
er shall  be  paid  by  the  state,  but  the  board  may,  in  its  dis- 
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cretion,  charge  the  expenses  to  the  complaining  party  or 
parties  appearing  before  the  board. 

Section  1087m — 16.  1.  The  county  board  of  review  of 
each  county,  constituting  an  assessment  district,  shall  meet 
annually  on  the  last  Monday  of  July  at  ten  o'clock  a.  m.  at 
the  court  house  in  said  county  to  hear  complaints  and  to 
review  the  assessments  of  income  made  by  the  assessor.  A 
majority  shall  constitute  a  quorum. 

2.  In  assessment  districts  composed  of  more  than  one 
county  the  board  of  review  of  the  county  designated  by  the 
assessor  of  incomes  shall  meet  as  provided  above  and  the 
board  of  review  of  each  remaining  county  of  the  district 
shall  meet  as  soon  thereafter  as  is  possible  for  the  assessor 
of  incomes  to  be  present.  The  date  of  such  meeting  shall 
be  fixed  by  the  assessor  of  incomes. 

3.  Notice  of  the  annual  meeting  of  each  county  board  of 
review  shall  be  published  in  a  newspaper  of  the  county  at 
least  one  week  previous  to  such  meeting. 

4.  The  board  may  adjourn  from  day  to  day,  and  from 
time  to  time,  until  its  business  is  completed,  but  no  ad- 
journment other  than  from  day  to  day  shall  be  had  except 
upon  written  request  and  for  satisfactory  cause  shown. 

5.  Attendance  of  witnesses  and  the  production  of  books 
and  papers  before  said  board  may  be  compelled  by  sub- 
poena, issued  by  the  clerk  thereof,  a  justice  of  the  peace  or 
a  court  commissioner. 

Section  1087m — 17.  1.  The  board  shall  hear  and  exam- 
ine, and  permit  the  assessor  to  examine,  any  aggrieved  or 
other  person  upon  oath  who  shall  appear  before  it  in  rela- 
tion to  any  assessment  or  commission  [sic]  of  income,  and 
may  increase  or  lessen  the  amount  of  any  income  assessed, 
if  satisfied  from  the  evidence  submitted  and  the  statements 
of  the  assessor,  that  such  change  should  be  made. 

2.  The  board  shall  not  increase  any  assessments,  nor  as- 
sess any  income  not  on  the  roll  without  notice  in  writing  to 
the  person  liable  for  payment  of  the  tax  thereon,  or  his 
agent,  if  either  be  resident  of  the  county,  of  such  intention 
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in  time  to  appear  and  be  heard  before  the  board  in  relation 
thereof. 

Section  1087m^l8.  No  person  subject  to  assessment  by 
the  county  assessor  shall  be  allowed  in  any  action  or  pro- 
ceeding to  question  any  assessment  of  income,  unless  ob- 
jections thereto  shall  first  have  been  presented  to  the  coun- 
ty board  of  review  in  good  faith  and  full  disclosure  made 
under  oath  of  any  and  all  income  of  such  party  liable  to  as- 
sessment. 

Section  ld87m — 19.  1.  Any  person  dissatisfied  with  any 
determination  of  the  county  board  of  review  may  appeal 
within  twenty  days  to  the  state  tax  commission,  to  whom 
a  copy  of  the  record  of  the  board  shall  be  certified,  together 
with  all  evidence  or  a  copy  thereof,  relating  to  such  assess- 
ment. 

2.  The  tax  commission  shall  review  such  assessments 
from  the  record  thus  submitted  and  shall  make  necessary 
corrections  and  certify  its  conclusion  to  the  county  clerk, 
who  shall  duly  notify  the  person  liable  for  the  tax  and  en- 
ter upon  the  assessment  roll  any  change  made  by  the  com- 
mission. 

Section  1087m — 20.  1.  The  state  tax  commission  shall 
complete  the  assessment  of  income  for  each  corporation, 
joint  stock  company,  and  association  on  or  before  the  fif- 
teenth day  of  October  in  each  year  and  compute  the  tax 
thereon,  and  shall  thereupon  forthwith  certify  to  each  coun- 
ty clerk  a  statement  of  the  assessment  of  each  corporation, 
joint  stock  company  and  association  in  his  county  and  the 
amount  of  tax  levied  against  each. 

2.  The  state  tax  commission  shall  submit  in  their  bien- 
nial report  the  amount  of  income  tax  collected  for  each  county 
in  the  state,  and  shall  designate  the  several  general  classes  of 
property  from  which  the  incomes  were  received,  the  cost 
to  the  state  and  each  county  for  the  administration  of  the 
law,  and  all  such  facts  as  shall  be  required  to  give  a  definite 
understanding  of  the  financial  operations  of  the  law. 
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Section  1087m — ^21.  The  tax  upon  the  income  of  persons 
other  than  corporations,  joint  stock  companies  and  associa- 
tions shall  be  computed  by  the  county  clerk,  assisted  by  the 
assessor  of  incomes,  and  said  clerk  shall  on  or  before  No- 
vember first,  certify  to  each  town,  city  and  village  clerk  the 
names  of  all  persons  whose  incomes  are  assessed  in  his  own 
town,  city  or  village,  and  the  amount  of  tax  levied  against 
each  such  person,  and  such  amount  shall  be  entered  by  the 
town,  city  and  village  clerks  in  a  separate  column  designat- 
ed "income  tax"  upon  the  tax  roll  of  the  year,  and  shall  be 
collected  and  paid  as  personal  property  taxes  are  now  col- 
lected and  paid. 

Section  1087m — 22.  The  place  at  which  the  income  tax 
herein  provided  for  shall  be  assessed,  levied  and  collected 
shall  be  determined  as  follows : 

1.  In  their  return  for  purposes  of  assessment  persons  de- 
riving incomes  from  within  and  without  the  state,  or  from 
more  than  one  political  subdivision  of  the  state,  shall  make 
a  separate  accounting  of  the  income  derived  from  without 
the  state  and  from  each  political  subdivision  of  the  state  in 
such  form  and  manner  as  the  tax  commission  may  pre- 
scribe. 

2.  The  entire  taxable  income  of  every  person  deriving  in- 
come from  within  and  without  the  state  or  from  within  dif- 
ferent political  subdivisions  of  the  state,  when  such  person 
resides  within  the  state,  shall  be  combined  and  aggregated 
for  the  purpose  of  determining  the  proper  exemptions  and 
proper  rate  of  taxation.  The  taxable  income  so  computed 
shall  be  assessed,  and  taxes  at  such  rate  shall  be  paid,  in 
the  several  towns,  cities  and  villages  in  proportion  to  the 
respective  amounts  of  income  derived  from  each,  counting 
that  part  of  income  derived  from  without  the  state  when 
taxable  as  having  been  derived  from  the  town,  city  or  vil- 
lage in  which  said  person  resides. 

3.  Income  derived  by  non-residents  of  the  state  from 
sources  within  the  state  or  within  its  jurisdiction,  shall  be 
separately  assessed  and  taxed  in  the  town,  city  or  village 
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from  which  such  income  is  derived,  at  a  rate  determined  by 
the  total  income  derived  from  within  any  single  town,  city 
or  village. 

4.  All  laws  not  in  conflict  with  the  provisions  of  this 
act  regulating  the  time,  place  and  manner  of  payment  of 
taxes  on  personal  property,  the  collection  thereof  by  action, 
distress  or  otherwise  and  the  return  of  personal  property 
taxes  unpaid,  shall  apply  to  the  income  tax  herein  provided 
for. 

Section  1087m — 23.  The  revenue  derived  from  such  in- 
come tax  shall  be  divided  as  follows,  to-wit :  Ten  per  cent 
to  the  state,  twenty  per  cent  to  the  county  and  seventy  per 
cent  to  the  town,  city  or  village  in  which  the  tax  was  as- 
sessed, levied  and  collected,  which  shall  be  remitted  and 
accounted  for  in  the  same  manner  as  the  state  and  county 
taxes  collected  from  property  are  remitted  and  paid. 

Section  1087m — 24.  1.  No  commissioner,  assessor  of  in- 
comes, deputy,  member  of  a  county  board  of  review,  or 
any  other  officer,  agent,  clerk  or  employe  shall  divulge  or 
make  known  to  any  person  in  any  manner  except  as  provid- 
ed by  law  any  information  whatsoever  obtained  directly  or 
indirectly  by  him  in  the  discharge  of  his  duties  or  permit 
any  income  return  or  copy  thereof  or  any  paper  or  book  so 
obtained  to  be  seen  or  examined,  by  any  person  except  as 
provided  by  law. 

2.  Any  officer,  clerk,  agent  or  employe  violating  any  of 
the  provisions  of  this  section  shall  upon  conviction  thereof 
be  punished  by  fine  of  not  less  than  one  hundred  dollars  nor 
more  than  five  hundred  dollars,  or  by  imprisonment  in  the 
county  jail  for  not  less  than  one  month  nor  more  than  six 
months,  or  by  imprisonment  in  the  state  prison  for  not 
more  than  two  years,  at  the  discretion  of  the  court. 

3.  Such  officer,  agent,  clerk  or  employe  upon  such  con- 
viction shall  also  forfeit  his  office  or  employment  and  shall 
be  incapable  of  holding  any  public  office  in  this  state  for  a 
period  of  three  years  thereafter. 
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4.  Nothing  herein  shall  be  construed  as  preventing  the 
assessment  roll,  the  tax  roll  and  all  proceedings  had  before 
the  county  board  of  review  and  all  evidence  taken  at  such 
hearing  from  being  open  to  public  inspection  at  such  times 
and  under  such  conditions  as  the  state  tax  commission  may 
direct. 

Section  1087m — 25.  1.  On  and  after  the  first  Monday  in 
January,  1912,  the  office  of  county  supervisor  of  assessment 
is  hereby  abolished. 

2.  The  assessor  of  incomes  shall  on  and  after  the  first 
Monday  of  January,  1912,  in  addition  to  the  duties  and 
powers  herein  imposed  and  conferred  upon  him,  perform 
all  the  duties  and  possess  all  the  powers  heretofore  imposed 
and  conferred  by  law  upon  the  said  county  supervisor  of 
assessment.  The  assessor  of  incomes  shall  be  under  the 
direction  and  control  of  the  state  tax  commission,  and  shall 
make  such  reports  to  the  commission,  to  the  county  board 
of  review  and  the  county  board  of  supervisors,  and  perform 
such  other  duties  as  the  commission  shall  direct. 

Section  1087m — ^26.  Any  person  who  shall  have  paid  a 
tax  upon  his  personal  property  during  any  year  shall  be 
permitted  to  present  the  receipt  therefor  to,  and  have  the 
same  accepted  by,  the  tax  collector  to  its  full  amount  in  the 
payment  of  taxes  due  upon  the  income  of  such  person  dur- 
ing said  year.  Any  bank  which  has  paid  taxes  during  any 
year  upon  its  shares  assessed  to  the  individual  stockholders 
thereof  shall  be  entitled,  under  the  provisions  of  this  sec- 
tion, to  present  the  receipt  therefor,  and  have  the  same  ac- 
cepted by  the  tax  collector  to  its  full  amount  in  the  pay- 
ment of  taxes  upon  the  income  of  such  bank  during  said 
year. 

Section  1087m — 27.  Nothing  contained  in  this  act  shall 
be  construed  to  affect  the  assessment  or  collection  of  taxes 
assessed  in  the  year  1911  or  prior  thereto,  under  present 
laws,  nor  to  limit  the  power  of  assessors  and  boards  of  re- 
view relative  to  correcting  assessment  rolls,  placing  omit- 
ted property  thereon,  and  reassessing  property  whenever 
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such  correction,  insertion  of  omitted  property,  or  reassess- 
ment might  be  made  under  the  laws  as  they  now  exist. 

Section  1087m — 28.  The  state  tax  commission  is  hereby 
empowered  to  make  such  rules  and  regulations  as  it  shall 
deem  necessary  in  order  to  carry  out  the  foregoing  provi- 
sions. 

Section  1087m — 29.  The  state  tax  commission  is  hereby 
authorized  to  employ  such  clerks  and  specialists  as  are  nec- 
essary to  carry  into  efifective  operation  this  act. 

Section  1087m — 30.  There  is  hereby  appropriated  from 
the  general  fund  of  the  state,  out  of  any  money  in  the  state 
treasury  not  otherwise  appropriated,  a  sum  sufficient  to 
carry  out  the  provisions  of  this  act. 

SOUTH   CAROLINA   INCOME  TAX   LAW 

Civil  Code  South  Carolina    1902,  Sections  325-331 

Section  325.  There  shall  be  annually  assessed,  levied  and 
collected  upon  the  gains,  gross  profits  and  income  received 
during  the  preceding  calendar  year  by  every  citizen  of 
this  state,  whether  such  gains,  profits  or  income  be  derived 
from  any  kind  of  property,  rents,  interests,  dividends,  or 
salaries,  or  from  any  profession,  trade,  employment,  or  vo- 
cation carried  on  in  this  state,  or  from  any  other  source 
whatever,  a  tax  of  one  per  centum  on  the  amount  so  derived 
over  and  above  $2,500  and  up  to  $5,000;  one  and  one-half 
per  centum  on  $5,000  and  over,  up  to  $7,500 ;  two  per  cent- 
um on  $7,500  and  over,  up  to  $10,000 ;  two  and  one-half  per 
centum  on  $10,000  and  over,  up  to  $15,000;  three  per  centum 
on  $15,000  and  over;  and  a  like  tax  shall  be  assessed,  levied 
and  collected  annually  upon  the  gains,  profits  and  income 
from  all  property  owned,  and  every  business,  trade  or  pro- 
fession carried  on  in  this  state  by  persons  residing  without 
this  state,  excepting  such  corporations  as  are  hereinafter 
excepted:  Provided  that,  in  estimating  the  gains,  profits 
and  income  there  shall  not  be  included  interest  upon  such 
bonds  or  securities  of  this  state,  or  of  the  United  States,  the 
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principal  and  interest  of  which  are,  by  the  law  of  their  is- 
sue, exempt  from  taxation. 

Section  326.  In  computing  incomes,  the  necessary  ex- 
penses actually  incurred  in  carrying  on  any  business,  occu- 
pation or  profession,  not  including  remuneration  to  the  tax- 
payer for  personal  supervision  or  the  support  and  mainte- 
nance of  his  or  her  family,  shall  be  deducted  from  the  gross 
income  or  revenue ;  and  the  word  "income,"  as  used  in  this 
article,  shall  be  deemed  and  taken  to  mean  "gross  profits :" 
Provided,  that  no  deduction  shall  be  made  or  allowed  for 
any  amount  paid  or  contracted  for  permanent  improve- 
ments or  betterments  made  to  increase  the  value  of  any 
property  or  estate,  or  for  the  increase  of  capital,  capital 
stock  or  assets. 

Section  327.  The  words  "citizen"  and  "person,"  as  used 
in  this  article,  shall  be  deemed  to  include  all  natural  persons, 
all  copartnerships,  and  all  members  of  any  incorporated  as- 
sociation, and  to  exclude,  except  as  hereinafter  included,  all 
corporations  duly  chartered  by  the  laws  of  the  United  States 
or  of  this  or  any  other  state. 

Section  328.  The  tax  herein  provided  for  shall  be  assess- 
ed, levied,  and  collected  in  the  same  manner,  at  the  same 
time,  as  other  taxes,  and  by  the  same  county  officials  as  are 
now  charged  with  the  assessment,  levy,  and  collection  of 
state  and  county  taxes,  and  shall  be  paid  into  the  state  treas- 
ury as  other  general  state  taxes. 

Section  329.  All  persons  liable  for  the  payment  of  any 
of  the  tax  herein  provided  for  shall,  at  the  time  now  or  here- 
after provided  for  the  making  of  returns  of  personal  prop- 
erty make,  under  oath,  a  full  and  complete  list  or  return,  in 
such  form  and  manner  as  may  be  directed  by  the  Comptrol- 
ler General,  to  the  auditor  of  the  county  in  which  they  re- 
side ;  or,  in  case  of  nonresidents,  of  the  county  or  counties 
where  said  gains,  profits,  or  income  arise,  of  the  amount  of 
their  income,  gains,  and  profits  as  aforesaid,  and  the  prop- 
erty or  investment,  if  any,  upon  which  the  same  are  com- 
puted, and  such  other  particulars  as  may  be  required  by 
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the  Comptroller  General.  All  persons,  whether  natural  or 
corporations  created  by  charter,  acting  as  guardians,  trus- 
tees, executors,  administrators,  agents,  receivers,  or  in  any 
other  fiduciary  capacity,  shall  make  and  render  a  list  or  re- 
turn as  aforesaid  to  the  auditor  of  the  county  in  which  such 
persons  or  corporations  acting  in  a  fiduciary  capacity  reside 
or  do  business,  of  the  income,  gains  and  profits  of  any  minor 
or  person  for  whom  they  act. 

Section  330.  Any  person  or  corporation  failing  or  refus- 
ing to  make  the  list  or  return  required  by  this  act,  or  ren- 
dering a  willfully  false  or  fraudulent  list  or  return,  shall  be 
assessed  by  the  auditor  on  account  of  said  income  tax,  in 
such  amount  as  appears  to  him  from  the  best  information 
obtainable  by  him  either  by  examination  of  the  defaulting 
taxpayer  or  any  other  evidence,  that  such  taxpayer  is  liable 
for;  and  in  case  of  failure  or  neglect  to  make  said  list  or 
return,  the  said  auditor  shall  add  fifty  per  centum  as  a  pen- 
alty to  the  amount  of  tax  due;  and  in  case  of  a  willfully 
false  or  fraudulent  return  or  list  having  been  rendered,  the 
auditor  shall  add  one  hundred  per  centum  as  a  penalty  tO' 
said  tax ;  the  tax  and  the  additions  thereto  as  a  penalty  tO' 
be  assessed  and  collected  in  the  manner  provided  for  in  the 
case  of  failure  to  make  returns  or  lists  of  personal  property. 

Section  331.  In  every  respect  not  herein  specified,  the 
returns  for  and  the  levy  and  collection  of  the  tax  provided  in 
this  act  shall  be  subject  to  all  the  provisions  of  law  relative 
to  the  assessment  and  collection  of  taxes  on  personal  prop- 
erty. 

VIRGINIA  INCOME  TAX  LAW 

Acts  Virginia  1903,  c.  148,  p.  155,  as  amended  by  Acts  1908, 
c.  10,  p.  20 

Section  3.  The  taxable  subjects  shall  be  classified  by 
schedules,  as  follows : 

Section  10.  The  classification  under  schedule  D  shall  be 
as  follows,  to  wit :  The  aggregate  amount  of  income  in  ex- 
cess of  one  thousand  dollars,  whether  received  or  due  but 
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not  received,  within  the  year  next  preceding  the  first  of 
February  in  each  year. 

Income  shall  include: 

First.  All  rents,  except  ground  rents  or  rents  charge, 
salaries,  interest  upon  notes,  bonds,  or  other  evidences  of 
debt,  of  whatever  description,  of  the  United  States,  or  any 
other  state  or  country,  or  any  corporation,  company,  part- 
nership, firm,  or  individual,  collected  or  received  during  the 
year,  less  the  interest  due  and  paid  during  the  year. 

Second.  The  amount  of  all  premiums  on  gold,  silver,  or 
coupons. 

Third.  The  amount  of  sales  of  live  stock  and  meat  of  all 
kinds,  less  the  value  assessed  thereon  the  previous  year  by 
the  commissioner  of  the  revenue. 

Fourth.  The  amount  of  sales  of  wood,  butter,  cheese, 
hay,  tobacco,  grain  and  other  vegetable  and  agricultural 
productions  during  the  preceding  year,  whether  the  same 
was  grown  during  the  preceding  year  or  not,  less  all  sums 
paid  for  taxes  and  for  labor,  fences,  fertilizers,  clover  or 
other  seed  purchased  and  used  upon  the  land  upon  which 
the  vegetable  and  agricultural  productions  were  grown  or 
produced,  and  the  rent  of  said  land  paid  by  said  person,  if 
he  be  not  the  owner  thereof. 

Fifth.  All  other  gains  and  profits  derived  from  any 
source  whatever. 

In  addition  to  the  sum  of  one  thousand  dollars  as  afore- 
said, there  shall  be  deducted  from  the  income  of  the  person 
assessed,  all  losses  sustained  during  the  year :  provided  fur- 
ther, that  only  one  deduction  of  one  thousand  dollars  shall 
be  made  from  the  aggregate  income  of  any  family,  except 
that  guardians  may  make  a  separate  deduction  of  one  thou- 
sand dollars,  in  favor  of  each  ward,  out  of  income  coming 
to  said  ward. 

Section  11.  On  income,  as  defined  in  this  schedule,  the 
tax  shall  be  one  per  centum. 
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OKLAHOMA  INCOME  TAX  LAW 

Laws  Oklahoma    1907,  p.  730 

Section  1.  At  the  time  of  making  the  assessment  of  real 
and  personal  property  for  taxation  in  this  state,  the  asses- 
sor shall  demand  of  each  person  a  list  of  his  income  for  the 
year  ending  June  thirtieth  last  preceding,  in  excess  of  three 
thousand  five  hundred  dollars.  The  blank  for  listing  taxes 
shall  contain  the  question:  "Was  your  gross  income  from 
salaries,  fees,  trade,  profession  and  property  upon  which  a 
gross  receipt  or  excise  tax  has  not  been  paid,  any  and  all 
of  them,  for  the  year  ending  June  thirtieth  last  preceding, 
in  excess  of  three  thousand  five  hundred  dollars?" 

Section  2.  If  the  person  answers  the  question  in  the  af- 
firmative, he  shall  be  furnished  by  the  assessor  with  a  blank 
in  the  following  form,  to-wit: 

"To  the  Auditor  of  the  State  of  Oklahoma:  I  hereby 
certify  that  my  income  from  salaries,  fees,  trade,  profession 
and  property  upon  which  a  gross  receipt  or  excise  tax  has 
not  been  paid,  any  and  all  of  them,  for  the  year  ending  June 
thirtieth,  in  excess  of  three  thousand  five  hundred  dollars 
was  $ " 

"I, being  duly  sworn,  do  certify  that  the 

foregoing  certificate  is  true  to  the  best  of  my  knowledge 

and  belief. 

it 

"Subscribed  and  sworn  to  before  me  this   day 

of   

ft 

"Assessor." 
Said  person  shall  fill  out,  sign,  and  swear  to  said  certificate 
before  the  assessor  or  other  officer  authorized  by  law  to 
administer  oaths,  and  such  assessor  shall  forward  the  same 
to  the  state  auditor  not  later  than  July  first  of  that  year, 
and  said  state  auditor  shall  certify  the  amount  of  the  tax 
due  upon  the  income  so  reported  to  the  county  clerk  of  the 
county  in  which  said  person  resides,  who  shall  extend  the 
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same  on  the  tax  rolls  and  shall  at  the  same  time  and  in  the 
same  manner  as  is  now,  or  may  hereafter  be,  provided  by 
law  relative  to  the  tax  lists  of  the  real  and  personal  proper- 
ty, deliver  the  same  to  the  county  treasurer. 

Section  3.  It  shall  be  the  duty  of  the  assessor  of  each 
township  to  furnish  the  state  auditor  a  list  of  all  persons 
whom  he  may  find  who  are  subject  to  the  above  tax  and 
who  have  filled  out  the  list  above  required,  together  with 
the  names  of  other  persons  in  his  township  not  appearing 
thereon,  who,  in  his  opinion,  may  be  liable  for  an  income 
tax  hereunder,  and  said  state  auditor  may  take  such  steps 
as  he  may  deem  necessary  to~  require  any  such  person 
whose  name  is  added  to  make  proper  return  of  his  said  in- 
come, and  to  enable  him  to  obtain  such  information  he  or 
anyone  designated  by  him  to  obtain  such  information  shall 
have  the  power  to  summon  witnesses  within  the  county  in 
which  such  persons  live.  Provided,  however,  if  any  wit- 
ness so  subpoenaed  fails  and  refuses  to  appear  and  give  in- 
formation as  provided  by  this  section,  the  state  auditor 
shall  certify  such  fact  to  any  court  and  said  court  shall 
thereupon  issue  a  subpoena  requiring  the  person  subpoenaed 
to  appear  and  give  testimony  as  required  by  this  section, 
and  if  any  such  person  subpoenaed  shall  fail  or  refuse  to 
obey  said  subpoena,  such  person  shall  be  punished  as  pro- 
vided by  law  in  cases  of  contempt. 

Section  4.  There  is  hereby  levied,  for  the  benefit  of  the 
available  common  school  fund  of  the  state,  a  tax  of  five 
mills  on  the  dollar  on  the  excess  over  the  amount  of  three 
thousand  five  hundred  dollars  and  less  than  five  thousand, 
and  seven  and  one-half  mills  on  the  dollar  on  the  excess  of 
five  thousand  dollars  and  less  than  ten  thousand  dollars, 
and  twelve  mills  on  the  dollar  on  the  excess  over  the 
amount  of  ten  thousand  dollars  and  less  than  twenty  thou- 
sand dollars,  and  fifteen  mills  on  the  dollar  on  the  excess 
over  the  amount  of  twenty  thousand  dollars  and  less  than 
fifty  thousand  dollars,  and  twenty  mills  on  the  dollar  on 
the  excess  over  the  amount  of  fifty  thousand  dollars  and 
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less  than  one  hundred  thousand  dollars,  and  thirty-three 
and  one-third  mills  on  the  dollar  upon  all  amounts  over  one 
hundred  thousand  dollars  of  all  gross  incomes. 

Section  5.  The  above  tax  shall  not  be  levied  upon  the 
income  derived  from  property  upon  which  a  gross  receipt 
or  excise  tax  has  been  paid. 

Section  6.  It  shall  be  unlawful  for  any  person  to  print 
or  publish  in  any  manner  whatever  any  income  tax  return 
or  any  part  thereof,  or  the  taxes  due  thereon  unless  the  tax 
herein  becomes  delinquent,  and  any  person  violating  the 
provisions  of  this  section  shall  be  deemed  guilty  of  a  mis- 
demeanor and  shall  be  fined  not  to  exceed  fifty  dollars  and 
imprisoned  in  the  county  jail  not  more  than  thirty  days  for 
each  offense. 

Section  7.  If  any  of  the  taxes  herein  levied  become  de- 
linquent they  shall  become  a  lien  on  all  the  property,  per- 
sonal and  real,  of  such  delinquent  person  and  shall  be  sub- 
ject to  the  same  penalties  and  provisions  as  are  all  ad  va- 
lorem taxes. 

Section  8.  Any  person  making  the  affidavits  required 
herein,  who  shall  knowingly  swear  falsely  shall  be  guilty 
of  perjury. 

Section  9.  Any  assessor  who  shall  fail  or  refuse  to  per- 
form the  duties  herein  imposed  shall  be  guilty  of  malfeas- 
ance in  office  and  shall  forfeit  the  amount  of  taxes  lost  by 
the  state  by  such  failure  or  refusal,  to  be  collected  in  a  civil 
action  in  the  name  of  the  state  against  the  assessor. 

Section  10.  AH  acts  and  parts  of  acts  in  conflict  here- 
with are  hereby  repealed. 

Section  11.  An  emergency  is  hereby  declared  to  exist 
by  reason  whereof  this  act  shall  take  effect  and  be  in  force 
from  and  after  its  passage  and  approval. 

Approved  May  26,  1908. 
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NORTH  CAROLINA  INCOME  TAX  LAW 

Acts  North  Carolina    1907,  c.  256,  §§  22-25,  p.  298 

Section  22.  The  tax  payer  shall  list  his  income  for  the 
year  ending  June  first  from  any  and  all  sources  in  excess  of 
one  thousand  dollars. 

Section  23.  The  blank  for  listing  taxes  shall  contain  the 
following  question :  "Was  your  gross  income  from  salaries, 
fees,  trade,  profession  and  property  not  taxed,  any  or  all  of 
them,  for  the  year  ending  June  first,  in  excess  of  one  thou- 
sand dollars?"  If  the  tax  payer  answers  this  question  in  the 
affirmative,  he  shall  be  furnished  by  the  list-taker  with  a 
blank  in  the  following  form,  to  wit : 

"To  the  Corporation  Commission  of  the  State  of  North 
Carolina:  I  hereby  certify  that  my  income  from  salaries, 
fees,  trade,  profession  and  property  not  taxed,  any  or  all  of 
them,  for  the  year  ending  June  first,  in  excess  of  one  thou- 
sand dollars  was  $ 


" being  duly  sworn,  says  that  the  foregoing 

certificate  is  true  to  the  best  of  his  knowledge  and  belief. 
"Subscribed  and   sworn  to  before  me  this    ....    day  of 


Said  tax  payer  shall  fill  out,  sign,  and  swear  to  said  cer- 
tificate before  the  list-taker  or  other  officer  authorized  by 
law  to  administer  oaths,  and  the  list-taker  shall  forward  the 
same  to  the  Corporation  Commission  of  the  State  not  later 
than  July  first  of  that  year ;  and  said  Corporation  Commis- 
sion shall  certify  the  amount  of  the  tax  due  upon  the  in- 
come so  reported  to  the  chairman  of  the  Board  of  County 
Commissioners  of  the  county  in  which  said  tax  payer  re- 
sides, and  the  same  shall  be  paid  to  the  sheriff  of  said  coun- 
ty, together  with  other  taxes  for  that  year;  and  it  shall  be 
unlawful  for  any  person  to  print  or  publish  in  any  manner 
whatever  any  income,  tax  return  or  any  part  thereof,  or 
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the  amount  or  source  of  income  appearing  in  any  such  re- 
turn, or  the  taxes  due  thereunder,  and  any  person  offending 
against  the  provisions  of  this  section  shall  be  guilty  of  a 
misdemeanor  and  be  punished  by  a  fine  not  exceeding  fifty 
dollars,  or  be  imprisoned  not  more  than  thirty  days  for  each 
offense. 

At  the  time  said  tax  payer  states  to  the  list-taker  that  he 
is  liable  for  a  tax  upon  his  income,  as  herein  provided,  said 
list-taker  shall  note  the  same  on  a  list  to  be  kept  by  him  for 
that  purpose,  and  on  or  before  July  fifth  next  he  shall  re- 
turn such  list  to  the  chairman  of  the  Board  of  Commission- 
ers of  that  county,  and  said  chairman  shall  within  five  days 
thereafter  furnish  to  said  Corporation  Commission  a  copy 
of  such  list,  and  the  names  of  any  other  persons  in  his  coun- 
ty not  appearing  thereon,  who  in  his  opinion  may  be  liable 
for  an  income  tax  hereunder,  and  said  Corporation  Commis- 
sion may  take  such  steps  as  he  may  deem  necessary  to  re- 
quire any  such  person  whose  name  is  so  added  to  make 
proper  return  of  his  said  income. 

Section  24.  On  all  gross  incomes  as  provided  in  the  pre- 
ceding section  hereof,  a  tax  shall  be  levied  as  follows :  On 
the  excess  over  the  amount  legally  exempted,  one  per  cent. 
The  above  tax  shall  not  be  levied  upon  the  income  derived 
from  property  already  taxed,  nor  upon  income  less  than  one 
thousand  dollars.  The  incomes  subject  to  the  above  tax 
are  those  derived  from  property  not  taxed;  from  salaries, 
fees  and  commissions,  public  or  private;  from  annuities, 
from  trades  or  professions,  and  from  any  other  sources  the 
incomes  from  which  are  not  specifically  exempted  from  tax- 
ation by  law. 

Section  25.  No  city,  town,  township,  or  county  shall 
levy  any  inheritance  or  income  tax. 
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HAWAIIAN  INCOME  TAX  LAW 

Session  Laws  Hawaii    1901,  Act  No.  20,  pp.  31-35 

Section  1.  From  and  after  the  first  day  of  July,  A.  D. 
1901,  there  shall  be  levied,  assessed,  collected  and  paid  an- 
nually upon  the  gains,  profits,  and  income  over  and  above 
one  thousand  dollars,  derived  by  every  person  residing  in 
the  territory  of  Hawaii  from  all  property  owned,  and  all 
business,  trade,  profession,  employment  or  vocation  carried 
on  in  the  territory,  and  by  every  person  residing  without 
the  territory  from  all  property  owned,  and  every  business, 
trade,  profession,  employment  or  vocation  carried  on  in  the 
territory,  and  by  every  servant  or  officer  of  the  territory, 
wherever  residing,  a  tax  of  two  per  cent,  on  the  amount  so 
derived  during  the  year  preceding. 

Section  2.  There  shall  be  levied,  assessed,  collected  and 
paid  annually,  except  as  hereinafter  provided,  a  tax  of  two 
per  cent,  on  the  net  profit  or  income  above  actual  operating 
and  business  expenses,  from  all  property  owned,  and  every 
business,  trade,  employment  or  vocation  carried  on  in  the 
territory  of  Hawaii,  of  all  corporations  doing, business  for 
profit  in  the  territory,  no  matter  where  created  and  organ- 
ized:  Provided,  however,  that  nothing  therein  [herein] 
contained  shall  apply  to  corporations,  companies  or  asso- 
ciations conducted  solely  for  charitable,  religious,  educa- 
tional or  scientific  purposes,  including  fraternal  beneficiary 
societies,  nor  to  insurance  companies  taxed  on  a  percentage 
of  the  premium  under  the  authority  of  another  act. 

Section  3.  In  estimating  the  gains,  profits,  and  income 
of  any  person  or  corporation,  there  shall  be  included  all  in- 
come derived  from  interest  upon  notes,  bonds  and  other  se- 
curities, except  such  bonds  of  the  territory  of  Hawaii,  or  of 
municipalities  hereafter  created  by  the  territory,  the  princi- 
pal and  interest  of  which  are  by  the  law  of  their  issuance 
exempt  from  all  taxation;  profits  realized  within  the  year 
from   sales   of   real  estate,   including   leaseholds   purchased 
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within  two  years,  dividends  upon  the  stock  of  any  corpora- 
tion; the  amount  of  all  premium  on  bonds,  notes  or  cou- 
pons ;  the  amount  of  sales  of  all  movable  property,  less  the 
amount  expended  on  the  purchase  or  production  of  the 
same,  and  in  the  case  of  a  person,  not  including  any  part 
thereof  consumed  directly  by  him  or  his  family ;  money  and 
the  value  of  all  personal  property  acquired  by  gift  or  inher- 
itance, and  all  other  gains,  profits  and  income  derived  from 
any  source  whatsoever. 

Section  4.  The  net  profits  or  income  of  all  corporations 
shall  include  the  amounts  paid  or  payable  to,  or  distributed 
or  distributable  among  shareholders  from  any  fund  or  ac- 
count, or  carried  to  the  account  of  any  fund  or  used  for  con- 
struction, enlargements  of  plant,  or  any  other  expenditure 
or  investment  paid  from  the  net  annual  profits  made  or  ac- 
quired by  said  corporation.  In  computing  incomes,  the  nec- 
essary expenses  actually  incurred  in  carrying  on  any  busi- 
ness, trade,  profession,  or  occupation,  or  in  managing  any 
property,  shall  be  deducted,  and  also  all  interest  paid  by 
such  person  or  corporation  on  existing  indebtedness.  And 
all  government  taxes  and  license  fees  paid  within  the  year 
shall  be  deducted  from  the  gains,  profits  or  income  of  the 
person  who,  or  the  corporation  which,  has  actually  paid  the 
same,  whether  such  person  or  corporation  be  owner,  tenant 
or  mortgagor ;  also  all  losses  actually  sustained  during  the 
year  incurred. in  trade  or  arising  from  losses  by  fire  not  cov- 
ered by  insurance,  or  losses  otherwise  actually  incurred. 
Provided,  that  no  deduction  shall  be  made  for  any  amount 
paid  out  for  new  buildings,  permanent  improvements  or 
betterments  made  to  increase  the  value  of  any  property  or 
estate.  Provided,  further,  that  no  deduction  shall  be  made 
for  personal  or  family  expenses,  the  exemption  of  one  thou- 
sand dollars,  mentioned  in  section  1,  being  in  lieu  of  same. 
Provided,  further,  that  where  allowable  herein,  only  one 
deduction  of  one  thousand  dollars  shall  be  made  from  the 
aggregate  annual  income  of  all  the  members  of  one  family 
composed  of  one  or  both  parents  and  one  or  more  minor 
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children,  or  husband  and  wife ;  that  guardians  shall  be  al- 
lowed to  make  a  deduction  in  favor  of  each  and  every  ward, 
except  where  two  or  more  wards  are  comprised  in  one  fam- 
ily, in  which  case  the  aggregate  deduction  in  their  favor 
shall  not  exceed  one  thousand  dollars.  Provided,  further, 
that  in  assessing  the  income  of  any  person  or  corporation 
there  shall  not  be  included  the  amount  received  from  any 
corporation,  as  dividends  upon  the  stock  of  such  corpora- 
tion, if  the  tax  of  two  per  cent,  has  been  assessed  upon  its 
net  profits  by  said  corporation  as  required  by  this  act,  nor 
any  bequest  or  inheritance  otherwise  taxed  as  such. 

Section  5.  Every  corporation  doing  business  for  profit 
in  the  Territory  shall  make  and  render  to  the  assessor  of 
its  tax  division,  between  the  first  and  thirty-first  days  oi 
July  of  each  year,  beginning  in  the  year  1901,  a  full  return 
verified  by  oath  or  affirmation  of  its  duly  empowered  offi- 
cer, in  such  form  as  the  Treasurer  of  the  Territory  may 
prescribe,  of  all  the  following  matters  for  the  whole  twelve 
months  ending  June  30th  last  preceding  the  date  of  such 
return : 

First.  The  gross  receipts  of  such  corporation  from  sales 
made  at  home  or  abroad,  and  from  all  kinds  of  business  of 
any  name  or  nature; 

Second.  The  expenses  of  such  corporation,  exclusive  of 
interest,  annuities  and  dividends; 

Third.  The  amount  paid  on  account  of  interest,  annui- 
ties and  dividends  stated  separately ; 

Fourth.  The  amount  expended  on  permanent  improve- 
ments ; 

Fifth.  The  amount  paid  in  salaries  or  compensation  of 
more  than  six  hupdred  dollars  to  each  person  employed, 
and  the  name  and  amount  paid  to  each. 

Section  6.  It  shall  be  the  duty  of  all  persons  of  lawful 
age  having  an  income  of  six  hundred  dollars  or  more  for  the 
preceding  year,  from  all  sources,  and  of  all  corporations 
made  liable  to  income  tax,  to  make  and  render  a  list  or  re- 
turn, between  the  first  and  thirty-first  days  of  July  of  each 
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year,  in  such  form  as  the  Treasurer  of  the  Territory  may 
direct,  to  the  assessor  of  the  division  in  which  such  persons 
ot  corporations  reside,  locate  or  do  business,  of  the  amount 
of  their  or  its  income,  gains  and  profits  as  aforesaid ;  and 
all  guardians,  trustees,  executors,  administrators,  agents, 
receivers,  and  all  corporations  or  persons  acting  in  a  fidu- 
ciary capacity,  shall  make  or  render  a  list  or  return,  as 
aforesaid,  to  the  assessor  of  the  division  in  which  such  per- 
son or  corporation,  acting  in  a  fiduciary  capacity,  resides  or 
does  business,  of  the  amount  of  income,  gains,  and  profits 
of  any  minor  or  person  for  whom  they  act ;  and  the  assessor 
shall  require  every  list  or  return  to  be  verified  by  the  oath 
or  affirmation  of  the  person  or  authorized  officer  of  the  cor- 
poration making  the  same.  If  any  person  or  corporation 
refuse  or  neglect  to  render  such  return  within  the  time  re- 
quired as  aforesaid,  or  renders  a  return  which  in  the  opin- 
ion of  the  assessor  is  false  and  fraudulent,  or  contains  any 
understatement,  it  shall  be  lawful  for  the  assessor  to  sum- 
mon such  person,  or  any  of  the  officers  of  such  corporation, 
or  any  person  having  possession,  custody  or  care  of  books 
of  account  containing  entries  relating  to  the  business  of 
such  person,  or  corporation,  or  any  other  person  he  may 
deem  proper,  wherever  residing  or  found,  to  appear  before 
him  and  produce  such  books  at  a  time  and  place  named  in 
the  siimmons,  and  to  give  testimony  or  answer  interroga- 
tions under  oath,  respecting  any  income  liable  to  tax  or  the 
returns  thereof.  False,  willful  testimony,  given  before  such 
assessor  shall  be  deemed  perjury  and  punished  as  such. 

Section  7.  It  shall  be  the  duty  of  every  person  or  cor- 
poration doing  business  for  profit  to  keep  full,  regular  and 
accurate  books  of  accounts  upon  which  all  its  transactions 
shall  be  entered  from  day  to  day  in  regular  order,  which 
books  shall  be  open  to  the  inspection  of  the  assessor  of 
the  division  or  any  person  authorized  by  him  to  inspect  the 
same,  during  business  hours. 

Section  8.  When  any  person  or  corporation  having  a 
taxable  income  refuses  or  neglects  to  render  any  return  or 
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list  required  by  law,  or  declines  to  take  oath  or  affirmation 
thereto,  the  assessor  may  make  such  assessments  as  he 
may  consider  just,  and  the  same  shall  be  binding  and  con- 
clusive upon  all  parties  and  shall  not  be  subject  to  appeal. 
In  case  of  any  false  or  fraudulent  return  or  valuation  by 
any  taxpayer,  the  assessor  shall  add  200  per  cent,  to  the 
just  valuation  of  the  income  of  such  taxpayer  and  the 
amount  of  the  tax  assessed  on  such  increase  shall  become 
part  of  the  tax  on  the  said  income. 

Section  9.  Any  person  or  corporation  who  or  which  has 
made  a  legal  return  as  aforesaid  may  appeal  from  the 
amount  assessed  to  the  Tax  Appeal  Court  constituted  un- 
der Act  51  of  the  Session  Laws  of  1896,  in  like  manner  as 
allowed  in  case  of  property  tax  appeals,  and  the  said  court 
is  hereby  authorized  to  hear  and  determine  such  appeals 
subject  to  the  revision  of  the  Supreme  Court  as  provided  in 
the  case  of  property  taxes.  Where  the  words  "valuation  of 
property"  or  similar  words  occur  in  said  act  concerning 
such  appeals  the  words  "amount  of  taxable  income"  shall 
be  understood  in  all  proceedings  in  regard  to  appeals  from 
assessments  or  judgments  in  income  tax  matters.  Any 
person  or  corporation  appealing  from  the  assessment  of  the 
assessor  shall  lodge  with  the  assessor  on  or  before  the  first 
day  of  October  of  each  year  a  notice  in  writing  of  his  in- 
tention to  appeal  and  the  grounds  of  such  appeal,  and  de- 
posit with  him  the  costs  of  appeal  as  prescribed  in  case  of 
property  taxes,  which  costs  shall  be  subject  to  the  regula- 
tions prescribed  in  said  act.  The  said  Tax  Appeal  Court 
shall  sit  for  hearing  of  tax  appeals  under  the  authority  of 
this  act  between  the  fifth  and  twenty-fifth  days  of  October 
of  each  year. 

Section  10.  The  taxes  on  income  imposed  shall  be  due  and 
payable  on  or  before  the  fifteenth  day  of  November  of  each 
year;  and  any  sum  or  sums  annually  due  and  unpaid  after 
the  said  fifteenth  day  of  November  shall  have  added  thereto 
ten  per  cent,  on  the  amount  which  shall  be  and  become  a 
part  of  such  tax.  Interest  at  the  rate  of  nine  per  cent,  per 
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annum  shall  be  added  to  the  amount  of  such  tax  and  pen- 
alty from  the  time  same  shall  become  due. 


INCOME  TAX  PROVISIONS  IN  STATUTES  OF 
OTHER  STATES 
Massachusetts 

"Personal  estate,  for  the  purpose  of  taxation,  shall  in- 
clude *  *  *  (-jjg  income  from  an  annuity,  or  from  ships 
and  vessels  engaged  in  the  foreign  carrying  trade  within 
the  meaning  of  section  seven,  and  the  excess  above  two 
thousand  dollars  of  the  income  from  a  profession,  trade  or 
employment  accruing  to  the  person  to  be  taxed  during  the 
year  ending  on  the  first  day  of  May  of  the  year  in  which 
the  tax  is  assessed.  Incomes  derived  from  property  sub- 
ject to  taxation  shall  not  be  taxed."  Rev.  Laws  Mass.  1902, 
p.  206  (Gen.  Stat.  Mass.  c.  11,  §  4.) 

Tennessee 

"The  amount  of  income  derived  from  United  States 
bonds,  and  all  other  stocks  and  bonds  not  taxed  ad  valor- 
em, shall  be  taxable"  at  the  rate  of  five  per  cent.  Code 
Tenn.  §§  690,  710. 

UNITED  STATES  REVISED  STATUTES 

Provisions  of  the  Revised  Statutes  of  the  United  States  Ap- 
plicable to  the  Assessment  and  Collection  of  Internal 
Revenue  Taxes,  as  Amended  by  Various  Subsequent 
Acts  of  Congress  and  Now  in  Force 

Section  3165.  Revenue  OMcers  May  Administer  Oaths  and 
Take  Evidence.  Every  collector,  deputy  collector,  and  inspec- 
tor is  authorized  to  administer  oaths  and  to  take  evidence 
touching  any  part  of  the  administration  of  the  internal-revenue 
laws  with  which  he  is  charged,  or  where  such  oaths  and  evi- 
dence are  authorized  by  law  or  regulation  authorized  by  law 
to  be  taken. 
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Section  3167.  Unlawful  Disclosure  of  Tax  Returns.  It 
shall  be  unlawful  for  any  collector,  deputy  collector,  agent, 
clerk,  or  other  officer  or  employee  of  the  United  States  to 
divulge  or  to  make  known  in  any  manner  whatever  not  pro- 
vided by  law  to  any  person  the  operations,  style  of  work,  or 
apparatus  of  any  manufacturer  or  producer  visited  by  him  in 
the  discharge  of  his  official  duties,  or  the  amount  or  source 
of  income,  profits,  losses,  expenditures,  or  any  particular  there- 
of, set  forth  or  disclosed  in  any  income  return  by  any  person 
or  corporation,  or  to  permit  any  income  return  or  copy  thereof 
or  any  book  containing  any  abstract  or  particulars  thereof  to 
be  seen  or  examined  by  any  person  except  as  provided  by  law ; 
and  it  shall  be  unlawful  for  any  person  to  print  or  publish  in 
any  manner  whatever  not  provided  by  law  any  income  return 
or  any  part  thereof  or  the  amount  or  source  of  income,  profits, 
losses,  or  expenditures  appearing  in  any  income  return ;  and 
any  offense  against  the  foregoing  provision  shall  be  a  misde- 
meanor and  be  punished  by  a  fine  not  exceeding  $1,000  or  by 
imprisonment  not  exceeding  one  year,  or  both,  at  the  discretion 
of  the  court ;  and  if  the  offender  be  an  officer  or  employee  of 
the  United  States  he  shall  be  dismissed  from  office  and  be 
incapable  thereafter  of  holding  any  office  under  the  Gov- 
ernment. 

Section  3172.  Canvass  of  Districts  for  Objects  of  Taxa- 
tion. Every  collector  shall,  from  time  to  time,  cause  his  depu- 
ties to  proceed  through  every  part  of  his  district  and  inquire 
after  and  concerning  all  persons  therein  who  are  liable  to 
pay  any  internal-revenue  tax,  and  all  persons  owning  or  having 
the  care  and  management  of  any  objects  liable  to  pay  any  tax, 
and  to  make  a  list  of  such  persons  and  enumerate  said  objects. 

Section  3173.  Annual  Returns  of  Persons  Liable  to  Tax. 
It  shall  be  the  duty  of  any  person,  partnership,  firm,  associa- 
tion, or  corporation,  made  liable  to  any  duty,  special  tax,  or 
other  tax  imposed  by  law,  when  not  otherwise  provided  for,  in 
case  of  a  special  tax,  on  or  before  the  thirty-first  day  of  July 
in  each  year,  in  case  of  income  tax  on  or  before  the  first  day 
of  March  in  each  year,  and  in  other  cases  before  the  day  on 
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which  the  taxes  accrue,  to  make  a  list  or  return,  verified  by 
oath  or  affirmation,  to  the  collector  or  a  deputy  collector  of  the 
district  where  located,  of  the  articles  or  objects,  including  the 
amount  of  annual  income  charged  with  a  duty  or  tax,  the 
quantity  of  goods,  wares,  and  merchandise  made  or  sold  and 
charged  with  a  tax,  the  several  rates  and  aggregate  amount, 
according  to  the  forms  and  regulations  to  be  prescribed  by 
the  Commissioner  of  Internal  Revenue,  with  the  approval  of 
the  Secretary  of  the  Treasury,  for  which  such  person,  part- 
nership, firm,  association,  or  corporation  is  liable:  Provided, 
That  if  any  person  liable  to  pay  any  duty  or  tax,  or  owning, 
possessing,  or  having  the  care  or  management  of  property, 
goods,  wares,  and  merchandise,  articles,  or  objects  liable  to 
pay  any  duty,  tax,  or  license,  shall  fail  to  make  and  exhibit 
a  list  or  return  required  by  law,  but  shall  consent  to  disclose 
the  particulars  of  any  and  all  the  property,  goods,  wares,  and 
merchandise,  articles,  and  objects  liable  to  pay  any  duty  or 
tax,  or  any  business  or  occupation  liable  to  pay  any  tax  as 
aforesaid,  then,  and  in  that  case  it  shall  be  the  duty  of  the  col- 
lector or  deputy  collector  to  make  such  list  or  return,  which, 
being  distinctly  read,  consented  to,  and  signed  and  verified  by 
oath  or  affirmation  by  the  person  so  owning,  possessing,  or 
having  the  care  and  management  as  aforesaid,  may  be  receiv- 
ed as  the  list  of  such  person :  Provided  further,  That  in  case 
no  annual  list  or  return  has  been  rendered  by  such  person  to 
the  collector  or  deputy  collector  as  required  by  law,  and  the 
person  shall  be  absent  from  his  or  her  residence  or  place  of 
business  at  the  time  the  collector  or  a  deputy  collector  shall 
call  for  the  annual  list  or  return,  it  shall  be  the  duty  of  such 
collector  or  deputy  collector  to  leave  at  such  place  of  residence 
or  business,  with  some  one  of  suitable  age  and  discretion,  if 
such  be  present,  otherwise  to  deposit  in  the  nearest  post  office, 
a  note  or  memorandum  addressed  to  such  person,  requiring 
him  or  her  to  render  to  such  collector  or  deputy  collector  the 
list  or  return  required  by  law  within  ten  days  from  the  date 
of  such  note  or  memorandum,  verified  by  oath  or  affirmation. 
And  if  any  person,  on  being  notified  or  required  as  aforesaid, 
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shall  refuse  or  neglect  to  render  such  list  or  return  within  the 
time  required  as  aforesaid,  or  whenever  any  person  who  is 
required  to  deliver  a  monthly  or  other  return  of  objects  sub- 
ject to  tax  fails  to  do  so  at  the  time  required,  or  delivers  any 
return  which,  in  the  opinion  of  the  collector,  is  false  or  fraud- 
ulent, or  contains  any  undervaluation  or  understatement,  it 
shall  be  lawful  for  the  collector  to  summon  such  person,  or 
any  other  person  having  possession,  custody,  or  care  of  books 
of  account  containing  entries  relating  to  the  business  of  such 
person,  or  any  other  person  he  may  deem  proper,  to  appear 
before  him  and  produce  such  books,  at  a  time  and  place  named 
in  the  summons,  and  to  give  testimony  or  answer  interroga- 
tories, under  oath,  respecting  any  objects  liable  to  tax  or  the 
returns  thereof.  The  collector  may  summon  any  person  resid- 
ing or  found  within  the  State  in  which  his  district  lies;  and 
when  the  person  intended  to  be  summoned  does  not  reside 
and  can  not  be  found  within  such  State,  he  may  enter  any 
collection  district  where  such  person  may  be  found  and  there 
make  the  examination  herein  authorized.  And  to  this  end 
he  may  there  exercise  all  the  authority  which  he  might  law- 
fully exercise  in  the  district  for  which  he  was  commissioned. 

Section  3174.  Summons,  Form  and  Manner  of  Service. 
Such  summons  shall  in  all  cases  be  served  by  a  deputy  collector 
of  the  district  where  the  person  to  whom  it  is  directed  may  be 
found,  by  an  attested  copy  delivered  to  such  person  in  hand, 
or  left  at  his  last  and  usual  place  of  abode,  allowing  such 
person  one  day  for  each  twenty-five  miles  he  may  be  required 
to  travel,  computed  from  the  place  of  service  to  the  place  of 
examination;  and  the  certificate  of  service  signed  by  such 
deputy  shall  be  evidence  of  the  facts  it  states  on  the  hearing 
of  an  application  for  an  attachment.  When  the  summons 
requires  the  production  of  books,  it  shall  be  sufiScient  if  such 
books  are  described  with  reasonable  certainty. 

Section  3175.  Proceedings  on  Failure  to  Obey  Summons. 
Whenever  any  person  summoned  under  the  two  preceding  sec- 
tions neglects  or  refuses  to  obey  such  summons,  or  to  give  testi- 
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mony,  or  to  answer  interrogatories  as  required,  the  collectors 
may  apply  to  the  judge  of  the  district  court  or  to  a  commission- 
er of  the  circuit  court  of  the  United  States  for  the  district  with- 
in which  the  person  so  summoned  resides  for  an  attachment 
against  him  as  for  a  contempt.  It  shall  be  the  duty  of  the 
judge  or  commissioner  to  hear  the  application,  and,  if  satisfac- 
tory proof  is  made,  to  issue  an  attachment,  directed  to  some 
proper  officer,  for  the  arrest  of  such  person,  and  upon  his  being 
brought  before  him  to  proceed  to  a  hearing  of  the  case ;  and 
upon  such  hearing  the  judge  or  commissioner  shall  have  power 
to  make  such  order  as  he  shall  deem  proper  not  inconsistent 
with  existing  laws  for  the  punishment  of  contempts,  to  enforce 
obedience  to  the  requirements  of  the  summons  and  to  punish 
such  person  for  his  default  or  disobedience. 

Section  3176.  Procedure  on  Failure  to  Render  Return  or 
Rendering  False  Return.  When  any  person,  corporation,  com- 
pany, or  association  refuses  or  neglects  to  render  any  return  or 
list  required  by  law,  or  renders  a  false  or  fraudulent  return  or 
list,  the  collector  or  any  deputy  collector  shall  make,  according 
to  the  best  information  which  he  can  obtain,  including  that  de- 
rived from  the  evidence  elicited  by  the  examinatio;:  of  the  col- 
lector, and  on  his  own  view  and  information,  such  list  or  re- 
turn, according  to  the  form  prescribed,  of  the  income,  property, 
and  objects  liable  to  tax  owned  or  possessed  or  under  the  care 
or  management  of  such  person  or  corporation,  company  or  as- 
sociation, and  the  Commissioner  of  Internal  Revenue  shall  as- 
sess all  taxes  not  paid  by  stamps,  including  the  amount,  if  any, 
due  for  special  tax,  income  or  other  tax,  and  in  case  of  any  re- 
turn of  a  false  or  fraudulent  list  or  valuation  intentionally  he 
shall  add  100  per  centum  to  such  tax ;  and  in  case  of  a  refusal 
or  neglect,  except  in  cases  of  sickness  or  absence,  to  make  a  list 
or  return,  or  to  verify  the  same  as  aforesaid,  he  shall  add  50  per 
centum  to  such  tax.  In  case  of  neglect  occasioned  by  sickness 
or  absence  as  aforesaid  the  collector  may  allow  such  further 
time  for  making  and  delivering  such  list  or  return  as  he  may 
deem  necessary,  not  exceeding  thirty  days.  The  amount  so 
added  to  the  tax  shall  be  collected  at  the  same  time  and  in  the 
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same  manner  as  the  tax  unless  the  neglect  or  falsity  is  discover- 
ed after  the  tax  has  been  paid,  in  which  case  the  amount  so 
added  shall  be  collected  in  the  same  manner  as  the  tax ;  and  the 
list  or  return  so  made  and  subscribed  by  such  collector  or  depu- 
ty collector  shall  be  held  prima  facie  good  and  sufficient  for  all 
legal  purposes. 

Section  3179.  Making  False  Return  or  Refusing  to  Pro- 
duce Books;  Penalty.  Whenever  any  person  delivers  or  dis- 
closes to  the  collector  or  deputy  any  false  or  fraudulent  list,  re- 
turn, account,  or  statement,  with  intent  to  defeat  or  evade  the 
valuation,  enumeration,  or  assessment  intended  to  be  made,  or, 
being  duly  summoned  to  appear  to  testify,  or  to  appear  and 
produce  such  books  as  aforesaid,  neglects  to  appear  or  to  pro- 
duce said  books,  he  shall  be  fined  not  exceeding  one  thousand 
dollars,  or  be  imprisoned  not  exceeding  one  year,  or  both,  at 
the  discretion  of  the  court,  with  costs  of  prosecution. 

Section  3183.  Duty  to  Collect  Taxes;  Receipts  to  be  Given. 
It  shall  be  the  duty  of  the  collectors,  or  their  deputies,  in  their 
respective  districts,  and  they  are  authorized,  to  collect  all  the 
taxes  imposed  by  law,  however  the  same  may  be  designated. 
And  every  collector  and  deputy  collector  shall  give  receipts  for 
all  sums  collected  by  him,  excepting  only  when  the  same  are  in 
payment  for  stamps  sold  and  delivered,  but  no  collector  or  dep- 
uty collector  shall  issue  a  receipt  in  lieu  of  a  stamp  represent- 
ing a  tax. 

Section  3184.  Notice  and  Demand  of  Taxes.  Where  it  is 
not  otherwise  provided,  the  collector  shall  in  person  or  by  dep- 
uty, within  ten  days  after  receiving  any  list  of  taxes  from  the 
Commissioner  of  Internal  Revenue,  give  notice  to  each  person 
liable  to  pay  any  taxes  stated  therein,  to  be  left  at  his  dwelling 
or  usual  place  of  business,  or  to  be  sent  by  mail,  stating  the 
amount  of  such  taxes  and  demanding  payment  thereof.  If 
such  person  does  not  pay  the  taxes,  within  ten  days  after  the 
service  or  the  sending  by  mail  of  such  notice,  it  shall  be  the 
duty  of  the  collector  or  his  deputy  to  collect  the  said  taxes  with 
a  penalty  of  five  per  centum  additional  upon  the  amount  of 
taxes,  and  interest  at  the  rate  of  one  per  centum  a  month. 

(680) 


UNITED  STATES  EBVISBD  STATUTES  (Appdx. 

Section  3186.  Lien  of  Taxes.  If  any  person  liable  to  pay 
any  tax  neglects  or  refuses  to  pay  the  same  after  demand,  the 
amount  shall  be  a  lien  in  favor  of  the  United  States  from  the 
time  when  the  assessment  list  was  received  by  the  collector,  ex- 
cept when  otherwise  provided,  until  paid,  with  the  interest, 
penalties,  and  costs  that  may  accrue  in  addition  thereto,  upon 
all  property  and  rights  to  property  belonging  to  such  person : 
Provided,  however,  that  such  lien  shall  not  be  valid  as  against 
any  mortgagee,  purchaser,  or  judgment  creditor  until  notice  of 
s'uch  lien  shall  be  filed  by  the  collector  in  the  office  of  the  clerk 
of  the  district  court  of  the  district  within  which  the  property 
subject  to  such  lien  is  situated:  Provided  further,  whenever 
any  state  by  appropriate  legislation  authorizes  the  filing  of  such 
notice  in  the  office  of  the  registrar  or  recorder  of  deeds  of  the 
'counties  of  that  state,  or  in  the  state  of  Louisiana  in  the  par- 
ishes thereof,  then  such  lien  shall  not  be  valid  in  that  state  as 
against  any  mortgagee,  purchaser,  or  judgment  creditor,  until 
such  notice  shall  be  filed  in  the  office  of  the  registrar  or  record- 
er of  deeds  of  the  county  or  counties,  or  parish  or  parishes  in 
the  state  of  Louisiana,  within  which  the  property  subject  to 
the  lien  is  situated. 

Section  3187.  Taxes  Collectible  by  Distraint.  If  any  per- 
son liable  to  pay  any  taxes  neglects  or  refuses  to  pay  the  same 
within  ten  days  after  notice  and  demand,  it  shall  be  lawful  for 
the  collector  or  his  deputy  to  collect  the  said  taxes,  with  five 
per  centum  additional  thereto,  and  interest  as  aforesaid,  by  dis- 
traint and  sale,  in  the  manner  hereafter  provided,  of  the  goods, 
chattels,  or  effects,  including  stocks,  securities,  and  evidences 
of  debt,  of  the  person  delinquent  as  aforesaid :  Provided,  That 
there  shall  be  exempt  from  distraint  and  sale,  if  belonging  to 
the  head  of  a  family,  the  school-books  and  wearing  apparel 
necessary  for  such  family;  also  arms  for  personal  use,  one 
cow,  two  hogs,  five  sheep  and  the  wool  thereof,  provided  the 
aggregate  market-value  of  said  sheep  shall  not  exceed  fifty 
dollars ;  the  necessary  food  for  such  cow,  hogs,  and  sheep,  for 
a  period  not  exceeding  thirty  days;  fuel  to  an  amount  not 
greater  in  value  than  twenty-five  dollars ;    provisions  to  an 
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amount  not  greater  than  fifty  dollars ;  household  furniture  kept 
for  use  to  an  amount  not  greater  than  three  hundred  dollars ; 
and  the  books,  tools,  or  implements,  of  a  trade  or  profession,  to 
an  amount  not  greater  than  one  hundred  dollars  shall  also  be 
exempt;  and  the  officer  making  the  distraint  shall  summon 
three  disinterested  householders  of  the  vicinity,  who  shall  ap- 
praise and  set  apart  to  the  owner  the  amount  of  property  here- 
in declared  to  be  exempt. 

Section  3188.  Mode  of  Levying  Distraint.  In  such  case  of 
neglect  or  refusal,  the  collector  may  levy,  or  by  warrant  may 
authorize  a  deputy  collector  to  levy,  upon  all  property  and 
rights  to  property,  except  such  as  are  exempt  by  the  preceding 
section,  belonging  to  such  person,  or  on  which  the  said  lien  ex- 
ists, for  the  payment  of  the  sum  due  as  aforesaid,  with  interest 
and  penalty  for  non-payment,  and  also  of  such  further  sum  as 
shall  be  sufficient  for  the  fees,  costs,  and  expenses  of  such  levy. 

Section  3189.  Delinquents  Must  Exhibit  Bvidence  Relating 
to  Property  Distrained.  All  persons,  and  officers  of  companies 
or  corporations,  are  required,  on  demand  of  a  collector  or  depu- 
ty collector  about  to  distrain  or  having  distrained  on  any  prop- 
erty, or  rights  of  property,  to  exhibit  all  books  containing  evi- 
dence or  statements  relating  to  the  subject  of  distraint,  or  the 
property  or  rights  of  property  liable  to  distraint  for  the  tax 
due  as  aforesaid. 

Section  3190.  Proceedings  on  Distraint.  When  distraint  is 
made,  as  aforesaid,  the  officer  charged  with  the  collection  shall 
make  or  cause  to  be  made  an  account  of  the  goods  or  effects 
distrained,  a  copy  of  which,  signed  by  the  officer  making  such 
distraint,  shall  be  left  with  the  owner  or  possessor  of  such 
goods  or  effects,  or  at  his  dwelling  or  usual  place  of  business, 
with  some  person  of  suitable  age  and  discretion,  if  any  such 
can  be  found,  with  a  note  of  the  sum  demanded,  and  the  time 
and  place  of  sale ;  and  the  said  officer  shall  forthwith  cause  a 
notification  to  be  published  in  some  newspaper  within  the  coun- 
ty wherein  said  distraint  is  made,  if  a  newspaper  is  published 
in  said  county,  or  to  be  publicly  posted  at  the  post-office,  if 
there  be  one  within  five  miles  nearest  to  the  residence  of  the 
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person  whose  property  shall  be  distrained,  and  in  not  less  than 
two  other  public  places.  Such  notice  shall  specify  the  articles 
distrained,  and  the  time  and  place  for  the  sale  thereof.  Such 
time  shall  not  be  less  than  ten  nor  more  than  twenty  days  from 
the  date  of  such  notification  to  the  owner  or  possessor  of  the 
property  and  the  publication  or  posting  of  such  notice  as  here- 
in provided,  and  the  place  proposed  for  the  sale  shall  not  be 
more  than  five  miles  distant  from  the  place  of  making  such  dis- 
traint. Said  sale  may  be  adjourned  from  time  to  time  by  said 
officer,  if  he  deems  it  advisable,  but  not  for  a  time  to  exceed  in 
all  thirty  days. 

Section  3191.  Ta:i;  payable  out  of  Proceeds  of  Sale.  When 
property  subject  to  tax,  but  upon  which  the  tax  has  not  been 
paid,  is  seized  upon  distraint  and  sold,  the  amount  of  such  tax 
shall,  after  deducting  the  expenses  of  such  sale,  be  first  appro- 
priated out  of  the  proceeds  thereof  to  the  payment  of  the  tax. 
And  if  no  assessment  of  such  tax  has  been  made  upon  such 
property,  the  collector  shall  make  a  return  thereof  in  the  form 
required  by  law,  and  the  Commissioner  of  Internal  Revenue 
shall  assess  the  tax  thereon. 

Section  3192.  Distrained  Property  May  be  Purchased  for 
United  States.  When  any  property  advertised  for  sale  under 
distraint,  as  aforesaid,  is  of  a  kind  subject  to  tax,  and  the  tax 
has  not  been  paid,  and  the  amount  bid  for  such  property  is  not 
equal  to  the  amount  of  the  tax,  the  collector  may  purchase  the 
same  in  behalf  of  the  United  States  for  an  amount  not  exceed- 
ing the  said  tax.  All  property  so  purchased  may  be  sold  by  the 
collector,  under  such  regulations  as  may  be  prescribed  by  the 
Commissioner  of  Internal  Revenue.  The  collector  shall  render 
to  the  Commissioner  a  distinct  account  of  all  charges  incurred 
in  such  sales,  and,  in  case  of  sale,  shall  pay  into  the  Treasury 
the  surplus,  if  any  there  be,  after  defraying  all  lawful  charges 
and  fees. 

Section  3193.  Property  Distrained  Restored  on  Payment 
Before  Sale.  In  any  case  of  distraint  for  the  payment  of  the 
taxes  aforesaid,  the  goods,  chattels,  or  effects  so  distrained 
shall  be  restored  to  the  owner  or  possessor,  if,  prior  to  the  sale, 
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payment  of  the  amount  due  is  made  to  the  proper  officer  charg- 
ed with  the  collection,  together  with  the  fees  and  other  charges ; 
but  in  case  of  non-payment  as  aforesaid,  the  said  officers  shall 
proceed  to  sell  the  said  goods,  chattels,  or  effects  at  public  auc- 
tion, and  shall  retain  from  the  proceeds  of  such  sale  the  amount 
demandable  for  the  use  of  the  United  States,  and  a  commission 
of  five  per  centum  thereon  for  his  own  use,  with  the  fees  and 
charges  for  distraint  and  sale,  rendering  the  overplus,  if  any 
there  be,  to  the  person  who  may  be  entitled  to  receive  the  same. 

Section  3194.  Certificate  of  Sale  as  Evidence.  In  all  cases 
of  sale,  as  aforesaid,  the  certificate  of  such  sale  shall  be  prima- 
facie  evidence  of  the  right  of  the  officer  to  make  such  sale,  and 
conclusive  evidence  of  the  regularity  of  his  proceedings  in  mak- 
ing the  sale,  and  shall  transfer  to  the  purchaser  all  right,  title, 
and  interest  of  such  delinquent  in  and  to  the  property  sold; 
and  where  such  property  consists  of  stocks,  said  certificate  shall 
be  notice,  when  received,  to  any  corporation,  company,  or  as- 
sociation of  said  transfer,  and  shall  be  authority  to  such  corpo- 
ration, company,  or  association  to  record  the  same  on  their 
books  and  records  in  the  same  manner  as  if  transferred  or  as- 
signed by  the  party  holding  the  same,  in  lieu  of  any  original  or 
prior  certificates,  which  shall  be  void,  whether  canceled  or  not. 
And  said  certificates,  where  the  subject  of  sale  is  securities  or 
other  evidences  of  debt,  shall  be  good  and  valid  receipts  to  the 
person  holding  the  same,  as  against  any  person  holding,  or 
claiming  to  hold,  possession  of  such  securities  or  other  evi- 
dences of  debt. 

Section  3195.  When  Property  Distrained  is  not  Divisible. 
When  any  property  liable  to  distraint  for  taxes  is  not  divisible, 
so  as  to  enable  the  collector  by  a  sale  of  part  thereof  to  raise 
the  whole  amount  of  the  tax,  with  all  costs,  charges,  and  com- 
missions, the  whole  of  such  property  shall  be  sold,  and  the 
surplus  of  the  proceeds  of  the  sale,  after  satisfying  the  tax, 
costs,  and  charges,  shall  be  paid  to  the  person  legally  entitled 
to  receive  the  same;  or,  if  he  cannot  be  found,  or  refuses  to 
receive  the  same,  shall  be  deposited  in  the  Treasury  of  the 
United  States,  to  be  there  held  for  his  use  until  he  makes 
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application  therefor  to  the  Secretary  of  the  Treasury,  who, 
upon  such  appHcation  and  satisfactory  proofs  in  support  there- 
of, shall,  by  warrant  on  the  Treasury,  cause  the  same  to  be 
paid  to  the  applicant. 

Section  3196.  When  Real  Estate  May  be  Sold  to  Satisfy 
Taxes.  When  goods,  chattels,  or  effects  sufficient  to  satisfy 
the  taxes  imposed  upon  any  person  are  not  found  by  the  col- 
lector or  deputy  collector,  he  is  authorized  to  collect  the  same 
by  seizure  and  sale  of  real  estate. 

Section  3197.  Proceedings  for  Seizure  and  Sale  of  Real 
Estate.  The  officer  making  the  seizure  mentioned  in  the  pre- 
ceding section  shall  give  notice  to  the  person  whose  estate  it 
is  proposed  to  sell,  by  giving  him  in  hand,  or  leaving  at  his 
last  or  usual  place  of  abode,  if  he  has  any  such  within  the  col- 
lection-district where  said  estate  is  situated,  a  notice,  in  writ- 
ing, stating  what  particular  estate  is  to  be  sold,  describing  the 
same  with  reasonable  certainty,  and  the  time  when  and  place 
where  said  officer  proposes  to  sell  the  same;  which  time  shall 
not  be  less  than  twenty  nor  more  than  forty  days  from  the 
time  of  giving  said  notice.  The  said  officer  shall  also  cause  a 
notification  to  the  same  eifect  to  be  published  in  some  news- 
paper within  the  county  where  such  seizure  is  made,  if  any 
such  there  be,  and  shall  also  cause  a  like  notice  to  be  posted 
at  the  post-office  nearest  to  the  estate  seized,  and  in  two  other 
public  places  within  the  county;  and  the  place  of  said  sale 
shall  not  be  more  than  five  miles  distant  from  the  estate  seized, 
except  by  special  order  of  the  Commissioner  of  Internal  Rev- 
enue. At  the  time  and  place  appointed,  the  officer  making  such 
seizure  shall  proceed  to  sell  the  said  estate  at  public  auction, 
offering  the  same  at  a  minimum  price,  including  the  expense  of 
making  such  levy,  and  all  charges  for  advertising  and  an 
officer's  fee  of  ten  dollars.  When  the  real  estate  so  seized 
consists  of  several  distinct  tracts  or  parcels,  the  officer  making 
sale  thereof  shall  offer  each  tract  or  parcel  for  sale  separately, 
and  shall,  if  he  deem  it  advisable,  apportion  the  expenses, 
charges,  and  fees,  aforesaid,  to  such  several  tracts  or  parcels, 

(685) 


Appdx.)  INCOME  TAXATION 

or  to  any  of  them,  in  estimating  the  minimum  price  aforesaid.. 
If  no  person  offers  for  said  estate  the  amount  of  said  minimum 
price,  the  officer  shall  declare  the  same  to  be  purchased  by 
him  for  the  United  States,  otherwise,  the  same  shall  be 
declared  to  be  sold  to  the  highest  bidder.  And  in  case  the 
same  shall  be  declared  to  be  purchased  for  the  United  States, 
the  officer  shall  immediately  transmit  a  certificate  of  the  pur- 
chase to  the  Commissioner  of  Internal  Revenue,  and  at  the 
proper  time  as  hereafter  provided,  shall  execute  a  deed  there- 
for, after  its  preparation  and  the  indorsement  of  approval 
as  to  its  form  by  the  United  States  district  attorney  for  the 
district  in  which  the  property  is  situate,  and  shall  without 
delay  cause  the  same  to  be  duly  recorded  in  the  proper  registry 
of  deeds,  and  immediately  thereafter  shall  transmit  such  deed 
to  the  Commissioner  of  Internal  Revenue.  And  said  sale 
may  be  adjourned  from  time  to  time  by  said  officer  for  not 
exceeding  thirty  days  in  all,  if  he  shall  think  it  advisable  so 
to  do.  If  the  amount  bid  shall  not  be  then  and  there  paid,  the 
officer  shall  forthwith  proceed  to  again  sell  the  estate  in  the 
same  manner.  And  it  is  hereby  provided  that  all  certificates 
of  purchase  and  deeds  of  property  purchased  by  the  United 
States  under  the  internal  revenue  laws,  on  sales  for  taxes,  or 
under  executions  issuing  from  United  States  courts,  which 
now  are,  or  hereafter  may  be,  found  in  the  office  of  any  col- 
lector. United  States  marshal,  or  United  States  district  attor- 
ney, shall  be  immediately  transmitted  by  such  officers  respec- 
tively to  the  Commissioner  of  Internal  Revenue.  And  it  is 
hereby  further  provided  that,  for  the  preparation  and  approval 
by  the  United  States  district  attorney  of  each  deed  as  above 
required,  a  fee  of  five  dollars  shall  be  allowed  to  that  officer, 
to  be  paid  by  the  United  States,  and  which  he  shall  account 
for  in  his  emolument  returns. 

Section  3198.  Certificate  of  Purchase  and  Deed.  Upon 
any  sale  of  real  estate,  as  provided  in  the  preceding  section, 
and  the  payment  of  the  purchase-money,  the  officer  making  the 
seizure  and  sale  shall  give  to  the  purchaser  a  certificate  of  pur- 
chase,  which  shall  set  forth  the  real  estate  purchased,   for 
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whose  taxes  the  same  was  sold,  the  name  of  the  purchaser,  and 
the  price  paid  therefor ;  and  if  the  said  real  estate  be  not  re- 
deemed in  the  manner  and  within  the  time  hereafter  provided, 
the  said  collector  or  deputy  collector  shall  execute  to  the  said 
purchaser,  upon  his  surrender  of  said  certificate,  a  deed  of  the 
real  estate  purchased  by  him  as  aforesaid,  reciting  the  facts 
set  forth  in  said  certificate,  and  in  accordance  with  the  laws  of 
the  State  in  which  such  real'  estate  is  situate  upon  the  subject 
of  sales  of  real  estate  under  execution. 

Section  3199.  Collector's  Deed  Prima  Facie  Evidence. 
The  deed  of  sale  given  in  pursuance  of  the  preceding  section 
shall  be  prima- facie  evidence  of  the  facts  therein  stated;  and 
if  the  proceedings  of  the  officer  as  set  forth  have  been  sub- 
stantially in  accordance  with  the  provisions  of  law,  shall  be 
considered  and  operate  as  a  conveyance  of  all  the  right,  title, 
and  interest  the  party  delinquent  had  in  and  to  the  real  estate 
thus  sold  at  the  time  the  lien  of  the  United  States  attached 
thereto. 

Section  3200.  Seizure  of  Land  in  Other  Districts  in  Same 
State.  Any  collector  or  deputy  collector  may,  for  the  collec- 
tion of  taxes  imposed  upon  any  person,  and  committed  to  him 
for  collection,  seize  and  sell  the  lands  of  such  person  situated 
in  any  other  collection-district  within  the  State  in  which  such 
officer  resides;  and  his  proceedings  in  relation  thereto  shall 
have  the  same  effect  as  if  the  same  were  had  in  his  proper 
collection-district. 

Section  3201.  Redemption  of  Land  Before  Sale.  Any 
person  whose  estate  may  be  proceeded  against  as  aforesaid 
shall  have  the  right  to  pay  the  amount  due,  together  with  the 
costs  and  charges  thereon,  to  the  collector  or  deputy  collector 
at  any  time  prior  to  the  sale  thereof,  and  all  further  proceed- 
ings shall  cease  from  the  time  of  such  payment. 

Section  3202.  Redemption  of  Land  After  Sale.  The  own- 
ers of  any  real  estate  sold  as  aforesaid,  their  heirs,  executors, 
or  administrators,  or  any  person  having  any  interest  therein, 
or  a  lien  thereon,  or  any  person  in  their  behalf,  shall  be  per- 
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mitted  to  redeem  the  land  sold,  or  any  particular  tract  thereof, 
at  any  time  within  one  year  after  the  sale  thereof,  upon  pay- 
ment to  the  purchaser,  or,  in  case  he  cannot  be  found  in  the 
county  in  which  the  land  to  be  redeemed  is  situate,  then  to  the 
collector  of  the  district  in  which  the  land  is  situate,  for  the  use 
of  the  purchaser,  his  heirs  or  assigns,  the  amount  paid  by  the 
said  purchaser  and  interest  thereon  at  the  rate  of  twenty  per 
centum  per  annum. 

Section  3203.  Record  of  Sales.  It  shall  be  the  duty  of 
every  collector  to  keep  a  record  of  all  sales  of  land  made  in  his 
collection-district,  whether  by  himself  or  his  deputies,  or  by 
another  collector,  in  which  shall  be  set  forth  the  tax  for  which 
any  such  sale  was  made,  the  dates  of  seizure  and  sale,  the 
name  of  the  party  assessed,  and  all  proceedings  in  making  said 
sale,  the  amount  of  fees  and  expenses,  the  name  of  the  pur- 
chaser and  the  date  of  the  deed ;  and  said  record  shall  be  cer- 
tified by  the  officer  making  the  sale.  And  on  or  before  the 
fifth  day  of  each  succeeding  month  he  shall  transmit  a  copy  of 
such  record  of  the  preceding  month  to  the  Commissioner  of 
Internal  Revenue.  And  it  shall  be  the  duty  of  every  deputy 
making  sale,  as  aforesaid,  to  return  a  statement  of  all  his  pro- 
ceedings to  the  collector,  and  to  certify  the  record  thereof. 
In  case  of  the  death  or  removal  of  the  collector,  or  the  expira- 
tion of  his  term  of  office  from  any  other  cause,  said  record 
shall  be  delivered  to  his  successor  in  office ;  and  a  copy  of  every 
such  record,  certified  by  the  collector,  shall  be  evidence  in  any 
court  of  the  truth  of  the  facts  therein  stated. 

Section  3204.  Redemptions  to  be  Entered  on  Record. 
When  any  lands  sold,  as  aforesaid,  are  redeemed  as  heretofore 
provided,  the  collector  shall  make  entry  of  the  fact  upon  the 
record  mentioned  in  the  preceding  section,  and  the  said  entry 
shall  be  evidence  of  such  redemption. 

Section  3205.  Successive  Seizures  May  he  Made.  When- 
ever any  property,  personal  or  real,  which  is  seized  and  sold 
by  virtue  of  the  foregoing  provisions,  is  not  sufficient  to  satisfy 
the  claim  of  the  United  States  for  which  distraint  or  seizure  is 
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made,  the  collector  may,  thereafter,  and  as  often  as  the  same 
may  be  necessary,  proceed  to  seize  and  sell,  in  like  manner, 
any  other  property  liable  to  seizure  of  the  person  against  whom 
such  claim  exists,  until  the  amount  due  from  him,  together 
with  all  expenses,  is  fully  paid. 

Section  3206.  Fees  and  Charges  in  Seizure  Cases.  The 
Commissioner  of  Internal  Revenue  shall  by  regulation  deter- 
mine the  fees  and  charges  to  be  allowed  in  all  cases  of  dis- 
traint and  other  seizures;  and  shall  have  power  to  determine 
whether  any  expense  incurred  in  making  any  distraint  or 
seizure  was  necessary. 

Section  3207.  Proceedings  in  Chancery  to  Subject  Land  to 
Payment  of  Tax.  In  any  case  where  there  has  been  a  refusal 
or  neglect  to  pay  any  tax,  and  it  has  become  necessary  to  seize 
and  sell  real  estate  to  satisfy  the  same,  the  Commissioner  of 
Internal  Revenue  may  direct  a  bill  in  chancery  to  be  filed,  in 
a  district  or  circuit  court  of  the  United  States,  to  enforce  the 
lien  of  the  United  States  for  tax  upon  any  real  estate,  or  to 
subject  any  real  estate  owned  by  the  delinquent,  or  in  which 
he  has  any  right,  title,  or  interest,  to  the  payment  of  such  tax. 
All  persons  having  liens  upon  or  claiming  any  interest  in  the 
real  estate  sought  to  be  subjected  as  aforesaid,  shall  be  made 
parties  to  such  proceedings,  and  be  brought  into  court  as  pro- 
vided in  other  suits  in  chancery  therein.  And  the  said  court 
shall,  at  the  term  next  after  the  parties  have  been  duly  notified 
of  the  proceedings,  unless  otherwise  ordered  by  the  court,  pro- 
ceed to  adjudicate  all  matters  involved  therein,  and  finally 
determine  the  merits  of  all  claims  to  and  liens  upon  the  real 
estate  in  question,  and,  in  all  cases  where  a  claim  or  interest  of 
the  United  States  therein  is  established,  shall  decree  a  sale 
of  such  real  estate,  by  the  proper  officer  of  the  court,  and  a 
distribution  of  the  proceeds  of  such  sale  according  to  the  find- 
ings of  the  court  in  respect  to  the  interests  of  the  parties  and 
of  the  United  States. 

Section  3208.  Commissioner  to  have  Charge  of  Real  Es- 
tate Acquired  for  United  States.    The  Commissioner  of  Inter- 
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nal  Revenue  shall  have  charge  of  all  real  estate  which  has  been 
or  shall  be  assigned,  set  off,  or  conveyed,  by  purchase  or  other- 
wise, to  the  United  States,  in  payment  of  debts  arising  under 
the  laws  relating  to  internal  revenue,  and  of  all  trusts  created 
for  the  use  of  the  United  States  in  payment  of  such  debts  due 
them ;  and,  with  the  approval  of  the  Secretary  of  the  Treasury, 
may,  at  public  vendue,  and  upon  not  less  than  twenty  days' 
notice,  sell  and  dispose  of  lands  assigned  or  set  off  to  the 
United  States  in  payment  of  such  debts,  or  vested  in  them  by 
mortgage  or  other  security,  for  the  payment  of  such  debts. 
And  in  cases  where  real  estate  has  or  may  become  the  prop- 
erty of  the  United  States  by  conveyance  or  otherwise,  in 
payment  of  or  as  security  for  a  debt  arising  under  the  laws  re- 
lating to  internal  revenue,  and  such  debt  shall  have  been  paid, 
together  with  the  interest  thereon,  at  the  rate  of  one  per  cen- 
tum per  month,  to  the  United  States,  within  two  years  from 
the  date  of  the  acquisition  of  such  real  estate,  it  shall  be  lawful 
for  the  Commissioner  of  Internal  Revenue,  with  the  approval 
of  the  Secretary  of  the  Treasury,  to  release  by  deed,  or  other- 
wise convey  such  real  estate  to  the  debtor,  from  whom  it  was 
taken,  or  to  his  heirs  or  other  legal  representatives. 

Section  3209.  List  to  he  Sent  to  District  where  Taxpayer 
Resides  or  has  Property.  Whenever  a  collector  has  on  any 
list  duly  returned  to  him  the  name  of  any  person  not  within 
his  collection-district  who  is  liable  to  tax,  or  of  any  person  so 
liable  who  has,  in  the  collection-district  in  which  he  resides, 
no  sufficient  property  subject  to  seizure  or  distraint,  from 
which  the  money  due  for  tax  can  be  collected,  such  collector 
shall  transmit  a  statement  containing  the  name  of  the  person 
liable  to  such  tax,  with  the  amount  and  nature  thereof,  duly 
certified  under  his  hand,  to  the  collector  of  any  district  to 
which  said  person  shall  have  removed,  or  in  which  he  shall 
have  property,  real  or  personal,  liable  to  be  seized  and  sold 
for  tax.  And  the  collector  to  whom  the  said  certified  state- 
ment is  transmitted  shall  proceed  to  collect  the  said  tax  in  the 
same  way  as  if  the  name  of  the  person  and  objects  of  tax  con- 
tained in  the  said  certified  statement  were  on  any  list  of  his 
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own  collection-district ;  and  he  shall,  upon  receiving  said  certi- 
fied statement  as  aforesaid,  transmit  his  receipt  for  it  to  the 
collector  sending  the  same  to  him. 

Section  3213.  Suits  for  Fines,  Penalties,  and  Forfeitures. 
It  shall  be  the  duty  of  the  collectors, ,  in  their  respective  dis- 
tricts, subject  to  the  provisions  of  this  Title,  to  prosecute  for 
the  recovery  of  any  sums  which  may  be  forfeited  by  law.  All 
suits  for  fines,  penalties,  and  forfeitures,  where  not  otherwise 
provided  for,  shall  be  brought  in  the  name  of  the  United  States, 
in  any  proper  form  of  action,  or  by  any  appropriate  form  of 
proceeding,  qui  tam  or  otherwise,  before  any  circuit  or  district 
court  of  the  United  States,  for  the  district  within  which  said 
fine,  penalty,  or  forfeiture  may  have  been  incurred,  or  before 
any  other  court  of  competent  jurisdiction;  and  taxes  may  be 
sued  for  and  recovered  in  the  name  of  the  United  States,  in 
any  proper  form  of  action,  before  any  circuit  or  district  court 
of  the  United  States  for  the  district  within  which  the  liability 
to  such  tax  is  incurred,  or  where  the  party  from  whom  such 
tax  is  due  resides  at  the  time  of  the  commencement  of  the 
said  action. 

Section  3214.  Suits  for  Taxes  Not  Brought  Without  Sanc- 
tion of  Commissioner.  No  suit  for  the  recovery  of  taxes,  or 
of  any  fine,  penalty,  or  forfeiture,  shall  be  commenced  unless 
the  Commissioner  of  Internal  Revenue  authorizes  or  sanctions 
the  proceedings :  Provided,  That  in  case  of  any  suit  for  pen- 
alties or  forfeitures  brought  upon  information  received  from 
any  person,  other  than  a  collector  or  deputy  collector,  the 
United  States  shall  not  be  subject  to  any  costs  of  suit. 

Section  3215.  Regulations  as  to  Suits  for  Government  of 
Officers.  It  shall  be  the  duty  of  the  Commissioner  of  Internal 
Revenue,  with  the  approval  of  the  Secretary  of  the  Treasury, 
to  establish  such  regulations,  not  inconsistent  with  law,  for 
the  observance  of  revenue  officers,  district  attorneys,  and  mar- 
shals, respecting  suits  arising  under  the  internal-revenue  laws 
in  which  the  United  States  is  a  party,  as  may  be  deemed  neces- 
sary for  the  just  responsibility  of  those  officers  and  the  prompt 
Bl.Inc.Tax.  (2d  Ed.)  — 15  (691) 
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collection  of  all  revenues  and  debts  due  and  accruing  to  the 
United  States  under  such  laws. 

Section  3220.  Refund  of  Taxes  and  Penalties.  The  Com- 
missioner of  Internal  Revenue,  subject  to  regulations  pre- 
scribed by  the  Secretary  of  the  Treasury,  is  authorized,  on 
appeal  to  him  made,  to  remit,  refund,  and  pay  back  all  taxes 
erroneously  or  illegally  assessed  or  collected,  all  penalties  col- 
lected without  authority,  and  all  taxes  that  appear  to  be  un- 
justly assessed  or  excessive  in  amount,  or  in  any  manner 
wrongfully  collected;  also  to  repay  to  any  collector  or  deputy 
collector  the  full  amount  of  such  sums  of  money  as  may  be 
recovered  against  him  in  any  court,  for  any  internal  taxes  col- 
lected by  him,  with  the  cost  and  expenses  of  suit ;  also  all  dam- 
ages and  costs  recovered  against  any  assessor,  assistant 
assessor,  collector,  deputy  collector,  or  inspector,  in  any  suit 
brought  against  him  by  reason  of  anything  done  in  the  due 
performance  of  his  official  duty :  Provided,  That  where  a  sec- 
ond assessment  is  made  in  case  of  a  list,  statement,  or  return 
which  in  the  opinion  of  the  collector  or  deputy  collector  was 
false  or  fraudulent,  or  contained  any  understatement  or  under- 
valuation, such  assessment  shall  not  be  remitted,  nor  shall 
taxes  collected  under  such  assessment  be  refunded,  or  paid 
back,  unless  it  is  proved  that  said  list,  statement,  or  return 
was  not  false  or  fraudulent,  and  did  not  contain  any  under- 
statement or  undervaluation. 

Section  3224.  No  Suit  Maintainable  to  Restrain  Assess- 
ment or  Collection  of  Taxes.  No  suit  for  the  purpose  of 
restraining  the  assessment  or  collection  of  any  tax  shall  be 
maintained  in  any  court. 

Section  3225.  Suit  to  Recover  Taxes  Under  Second  Assess- 
ment. When  a  second  assessment  is  made  in  case  of  any  list, 
statement,  or  return,  which  in  the  opinion  of  the  collector  or 
deputy  collector  was  false  or  fraudulent,  or  contained  any 
understatement  or  undervaluation,  no  taxes  collected  under 
such  assessment  shall  be  recovered  by  any  suit,  unless  it  is 
proved  that  the  said  list,  statement,  or  return  was  not  false 

(692) 


UNITED  STATES  REVISED  STATUTES  (Appclx. 

nor  fraudulent,  and  did  not  contain  any  understatement  or 
undervaluation. 

Section  3226.  Appeal  to  Commussioner  Pre-Requisite  to 
Suit  for  Recovery  of  Taxes  Paid.  No  suit  shall  be  main- 
tained in  any  court  for  the  recovery  of  any  internal  tax  alleged 
to  have  been  erroneously  or  illegally  assessed  or  collected,  or 
of  any  penalty  claimed  to  have  been  collected  without  author- 
ity, or  of  any  sum  alleged  to  have  been  excessive  or  in  any 
manner  wrongfully  collected,  until  appeal  shall  have  been 
duly  made  to  the  Commissioner  of  Internal  Revenue,  accord- 
ing to  the  provisions  of  law  in  that  regard,  and  the  regulations 
of  the  Secretary  of  the  Treasury  established  in  pursuance 
thereof,  and  a  decision  of  the  Commissioner  has  been  had 
therein :  Provided,  That  if  such  decision  is  delayed  more  than 
six  months  from  the  date  of  such  appeal,  then  the  said  suit 
may  be  brought,  without  first  having  a  decision  of  the  Com- 
missioner at  any  time  within  the  period  limited  in  the  next 
section. 

Section  3227.  Limitation  of  Actions  for  Recovery  of 
Taxes  Wrongfully  Collected.  No  suit  or  proceeding  for  the 
recovery  of  any  internal  tax  alleged  to  have  been  erroneously 
or  illegally  assessed  or  collected,  or  of  any  penalty  alleged 
to  have  been  collected  without  authority,  or  of  any  sum  alleged 
to  have  been  excessive  or  in  any  manner  wrongfully  collected, 
shall  be  maintained  in  any  court,  unless  the  same  is  brought 
within  two  years  next  after  the  cause  of  action  accrued :  Pro-, 
vided,  That  actions  for  such  claims  which  accrued  prior  to 
June  six,  eighteen  hundred  and  seventy-two,  may  be  brought 
within  one  year  from  said  date;  and  that  where  any  such 
claim  was  pending  before  the  Commissioner,  as  provided  in 
the  preceding  section,  an  action  thereon  may  be  brought  within 
one  year  after  such  decision  and  not  after.  But  no  right  of 
action  which  was  already  barred  by  any  statute  on  the  said 
date  shall  be  revived  by  this  section. 

Section  3228.  Claims  for  Refundment,  Limitation.  All 
claims  for  the  refunding  of  any  internal  tax  alleged  to  have 
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been  erroneously  or  illegally  assessed  or  collected,  or  of  any 
penalty  alleged  to  have  been  collected  without  authority,  or  of 
any  sum  alleged  to  have  been  excessive  or  in  any  manner 
wrongfully  collected,  must  be  presented  to  the  Commissioner 
of  Internal  Revenue  within  two  years  next  after  the  cause 
of  action  accrued :  Provided,  That  claims  which  accrued  prior 
to  June  six,  eighteen  hundred  and  seventy-two,  may  be  pre- 
sented to  the  Commissioner  at  any  time  within  one  year  from! 
said  date.  But  nothing  in  this  section  shall  be  construed  to 
revive  any  right  of  action  which  was  already  barred  by  any 
statute  on  that  date. 

Section  3229.  Compromises.  The  Commissioner  of  Inter- 
nal Revenue,  with  the  advice  and  consent  of  the  Secretary  of 
the  Treasury,  may  compromise  any  civil  or  criminal  case  aris- 
ing under  the  internal-revenue  laws  instead  of  commencing 
suit  thereon;  and,  with  the  advice  and  consent  of  the  said 
Secretary  and  the  recommendation  of  the  Attorney-General, 
he  may  compromise  any  such  case  after  a  suit  thereon  has  been 
commenced.  Whenever  a  compromise  is  made  in .  any  case 
there  shall  be  placed  on  file  in  the  office  of  the  Commissioner 
the  opinion  of  the  SoHcitor  of  Internal  Revenue,  or  of  the 
officer  acting  as  such,  with  his  reasons  therefor,  with  a  state- 
ment of  the  amount  of  tax  assessed,  the  amount  of  additional 
tax  or  penalty  imposed  by  law  in  consequence  of  the  neglect 
or  delinquency  of  the  person  against  whom  the  tax  is  as- 
sessed, and  the  amount  actually  paid  in  accordance  with  the 
terms  of  the  compromise. 
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FORM    lOOO. 

Form  of  Certificate  to  be  Presented  with  Coupons  or  Inter- 
est Orders  Stating  Whether  or  not  Exemption  is  Claim- 
ed Under  Paragraph  C,  Section  2,  of  the  Federal  In- 
come Tax  Law 

I  do  solemnly  declare  that  I a  citizen  or  resident 

of  the  United  States,  and  residing  at ,  am  the  owner 

of  $ bonds  of  the  denominations  of  $ ,  each,  Nos. 


of   the 

(Give  name  of  debtor.) 

know  as bonds, 

(Describe  the  particular  issue  of  bonds.) 

from  which  were  detacfied  the  accompanying  coupons,  due , 

191. .,  amounting  to  | .,  or  upon  which  there  matured 

191 . . ,  $ of  registered  interest. 

now  claim,  with  respect  to  the  income  represented  by 


fdo        1 
(do  notj 


said  interest,  the  benefit  of  a  deduction  of  $ allowed  under 

paragraph  C,  Section  II,  of  the  Federal  income-tax  law. 

Name 

Address 

Date 101... 
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REVISED    FOKM    lOOO. 

Ownership  Certificate — Individual — Exemption  not  Claim- 
ed, Shall  be  in  the  Following  Form  and  Shall  be  Print- 
ed on  White  Paper: 

Ownership     Certificate — Individual — Exemption     Not 
Claimed. 


Form 

1000. 

Revised. 


■< 

H 

s 

o 


(To  be  furnished  with  coupons  or  interest  orders  showing  owner- 
ship of  bonds.) 


(Give  name  of  debtor.) 

(Full  description  of  bonds,  giving  name  of  issue  and  interest  rate.) 

191. .         Amount  of  coupon  or  registered 

(Date  of  maturity  of  interest.) 

interest,  S . . . . 

I  do  solemnly  declare  that  I  am  a  citizen  or  resident  of 
the  United  States  and  am  the  owner  of  the  above-de- 
scribed bonds  from  which  were  detached  the  accompany- 
ing coupons,  or  from  which  I  am  entitled  to  the  above- 
described  registered  interest,  and  that  all  of  the  informa- 
tion as  given  in  this  certificate  is  true  and  correct.  I  do 
not  now  claim  exemption  from  having  the  normal  tax  of 
1  per  cent  withheld  from  said  income  by  the  debtor  at 
the  source. 

Date, 191 .  .  (Usual   business   signature   of 

ownei*  of  bonds.) 

♦Note  1.— To  be  filled  in  only 
when  duly  authorized  agent  ex- 
ecutes this  certificate  for  owner, 

in  which  case  the  name  and  ad-  

dress    of    owner  must    be    given,  (Full  post-office  address  of 

and    collecting    agent    first    re-  owner.) 

ceiving  certificate  must  stamp 
across  face,  "Satisfied  as  to 
identity     and     responsibility     of 

agent"  (giving  name  and  address    ^^    Hy     Agent. 

of  collecting  agent).  (Usual     business     signature     of 

Note  2. — If  securities  are  own-            agent  authorized  to  sign 
ed  jointly  by  several  persons  one                        for  owner.) 
may    sign,    and    the   names,    ad- 
dresses, and  proportion  of  owner- 
ship   of    each,    indorsed   on    the 
back  hereof.  

Note  3.-When      numbers      of  (Full  post-office   address  of 

bonds   are  required   to  be   given,  "^      agent ) 

same  are  to  be  entered  on  back 
hereof. 

(SIGNATURES    MUST    BE    CLEARLY    AND    LEGIBLY    WRITTEN.) 
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On  the  back  of  said  certificate  there  shall  be  printed,  for 
the  use  of  joint  owners  of  bonds,  the  following  form,  to  wit : 


JOINT   OWNERS. 

If  securities  described  on  other  side  are  owned  jointly,  the  names 
and  addresses  of  owners  and  the  proportion  of  ownership  of  each 
should  be  given. 


Names. 

Full  post-offlce  addresses. 

Proportion    owned. 
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FOKM    1000  A. 

Form  of  Certificate  to  be  Attached  to  Interest  Coupons  in 
Cases  Where  the  Collecting  Agent's  Certificate  is  Sub- 
stituted.for  the  Certificate  of  the  Owners 

The  owner's  certificate,  of  which  the  following  certificate  is  the 
counterpart,  and  hears  the  same  number  as  this  certificate,  will  be 
sent  by  the  collecting  agent  direct  to  the  Commissioner  of  Internal 
Revenue,  at  Washington,  as  prescribed  by  regulations. 
No 

I  (we)  do  solemnly  declare  that  the 

(Name  of  collecting  agent.) 

owner  of  $ bonds  of  the  from  which 

(Name  of  debtor  organization.) 
were  detached  the  accompanying  interest  coupons  due , 

(Maturity.) 

191-  amounting  to  $ ,  has  filed  with  me  (us)  a  duly  executed 

certificate  filled  up  in  accordance  with  Treasury  Regulations  of  Oc- 
tober 25,  1913,  Form  No ,  which  certificate  has  been  indorsed 

by  me  (us)  as  follows:    "Owner's  certificate  No 

,   191-,"  and  in  which  the  said 

(Name  of  collecting  agency.)  (Date.) 

owner  ^°ff  „^A  claim,  with  respect  to  the  income  represented  by 


jdoes  notj 

said  interest,  the  benefit  of  a  deduction  of  $ allowed  under 

paragraph  C,  Section  II,  of  the  Federal  income-tax  law,  the  total  ex- 
emption to  which  said  owner  now  claims  to  be  entitled  thereun- 
der   being   ? and   I    (we)   do   hereby    promise   and   pledge 

mfrselvesi   '■*'  forward  the  above-described  certificate  executed  by 

the  owners  as  stated  and  dated  191-,  to  the 

Commissioner  of  Internal  Revenue,  at  Washington,  D.  0.,  not  later 
than  the  20th  day  of  next  month,  in  accordance  with  Treasury  Regu- 
lations. 

Signature  of  collecting  agent 

Date  191-.  Address  

The  certificate  of  the  owner,  for  which  the  foregoing  cer- 
tificate of  the  collecting  agent  may  be  thus  substituted  by  the 
collecting  agent  first  receiving  said  coupons  for  collection,  must 
be  given  the  following  indorsement  by  the  collecting  agents  and 
should  be  made  preferably  with  a  rubber  stamp: 

Owner's  certificate  No 

(Name  of  collecting  agency.) 

,    191-. 

(Give  date  of  certificate.) 

The  counterpart  of  the  within  certificate  bearing 
like  number  was  attached  to  the  coupons  within 
mentioned  for  delivery  to  the  debtor  or  withholding 
agent,  by  whom  the  coupons  are  payable. 
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Rev.  Form  1000  B)       official  forms 


(Appdj 


REVISED   FORM    lOOOB. 


Ownership  Certificate — Individual — Exemption  Claimed, 
Shall  be  in  the  Following  Form,  and  Shall  be  Printed 
on  Yellow  Paper: 


Ponn 
1000  B. 
Revised. 
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OwNEBSHip  Certificate — Individual — Exemption 
Claimed. 

(To  be  furnished  with  coupons  or  interest  orders  showing  owner- 
ship of  bonds  and  amount  of  exemption  claimed  under  paragraph 
C  of  the  ■  Federal  income-tax  law.) 


(Give  name  of  debtor.) 


(Full  description  of  bonds,  fiving  name  of  issue  and  interest  rate.) 

191 . .         Amount  of  coupon  or  registered 

(Date  of  maturity  of  interest.) 
interest,  $. . . . 

Total  exemption  allowed  under  paragraph  O,  $ 

Amount  of  exemption  now  claimed,  $ 

I  do  solemnly  declare  that  I  am  a  citizen  or  resident 
of  the  United  States  and  am  the  owner  of  the  above-de- 
scribed bonds  from  which  were  detached  the  accompany- 
ing coupons,  or  from  which  I  am  entitled  to  the  above- 
described  registered  interest,  and  that  all  of  the  informa- 
tion as  given  In  this  certificate  is  true  and  correct. 

Date,   ,  191.. 


•Note  1.— To  be  filled  in  only 
when  duly  authorized  agent  ex- 
ecutes this  certificate  for  owner, 
in  which  case  the  name  and  ad- 
dress of  owner  must  be  given, 
and  collecting  agent  first  receiv- 
ing certificate  must  stamp  across 
face  "Satisfied  as  to  identity 
and  responsibility  of  agent"  (giv- 
ing name  and  address  of  collect- 
ing agent). 

Note  2. — If  securities  are  own- 
ed jointly  by  several  persons  one 
may  sign,  and  the  names,  ad- 
dresses, and  proportion  of  own- 
ership of  each  indorsed  on  the 
back  hereof. 

Note  3.— When  numbers  of 
bonds  are  required  to  be  given, 
same  are  to  be  entered  on  back 
hereof. 


(Usual   business   signature   of 
owner  of  bonds.) 


(Pull   post-office    address  of 
owner.) 


■a  *By    Agent. 

(Usual  business  signature  of 

agent  authorized  to  sign 

for  owner.) 


(Pull   post-office   address  of 
agent.) 


(signatukes  must  be  cleaelt  and   legibly   written.) 


On  the  back  of  said  certificate  there  shall  be  printed,  for 
the  use  of  joint  ovi^ners  of  bonds,  the  following  form,  to  wit : 
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Appdx.)  INCOME  TAXATION     (Rev.  Form  1000  B 

JOINT   OWNEES. 

If  securities  described  on  other  side  are  owned  jointly,  the  names 
and  addresses  of  owners  and  the  proportion  of  ownership  of  each 
should  be  given. 


Names. 


Full  post-ofBoe   addresses.      Proportion    owned. 


FORM    1001. 

Certificate  to  be  Furnished  by  Organizations  Not  Subject 
to  Tax  on  Interest  at  Source 

I the of  the 

(Give  name.)  (Give  official  position.) 

a     of    loeat- 

(Name  of  organization.)  (Character  of  organization.)  (State.) 

ed  at  do  solemnly  declare  that  said 

(Post-office  address.) 

is  the  owner  of  $ bonds  of   the 

(Give  name  of  organization.) 

denomination  of  $ each,  Nos 

of   the 

(Give  name  of  debtor.) 

known   as bonds, 

(Describe  particular  issue  of  bonds.) 

from  which  were  detached  the  accompanying  coupons,  due 

191 . .  amounting  to  $ . , or  upon  which  there  matured 

191 . .  $ of  registered  interest,  and  that  under  the  provisions 

of  the  income-tax  law  of  October  3, 1913,  said  interest  is  exempt  from 
the  payment  of  taxes  collectible  at  the  source,  which  exemption  Is 
hereby  claimed. 

Name 

(Official  position.) 

Of 

(Name  of  organization.) 

Date   191..  Address 

(Post  office.) 

This  certificate  must  be  signed  by  the  full  name  of  the  organiza- 
tion, stating  its  place  of  business,  and  by  the  president,  secretary,  or 
some  other  principal  officer  of  the  said  corporation  or  organization 
duly  authorized  to  sign  same,  together  with  the  date  of  execution. 
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Rev.  Form  1001)  official  forms 


(Appdj 


REVISED   TOSM   1001. 

Ownership  Certificate — Firms  and  Organizations,  Shall  be 
in  the  Following  Form,  and  Shall  be  Printed  on  Yellov/ 
Paper : 

Ownership  Certificate— Firms  and  Orqanizations. 

(Showing  ownership  of  bonds,  which  is  to  be  furnished  by  firms  or 
organizations  not  subject  to  withholding  of  tax  on  interest  at 
source.) 


Form 

1001. 

Revised. 
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(Give  name  of  debtor.) 


(Full  description  of  bonds,  giving  name  of  issue  and  interest  rate.) 

,  191 . .        Amount  of  coupon  or  registered 

(Date  of  maturity  of  interest.) 

interest,  $ 

I  do  solemnly  declare  that  the  firm  or  organization 
named  below,  and  of  which  I  am  a  member  or  an  officer, 
is  the  owner  of  the  above-described  bonds  from  which 
were  detached  the  accompanying  coupons,  or  upon  which 
there  is  due  the  above-described  registered  interest,  and 
that  under  the  provisions  of  the  Income  Tax  Law  and 
Regulations  said  interest  Is  exempt  from  having  the  tax 
withheld  at  the  source,  and  that  all  the  information  given 
herein  is  true  and  correct. 


Date, 


191. 


(Name  of  firm  or  organization.) 

By    

(Signature  of  person  duly  authorized 
to  sign,  and  his  official  position.) 

Address :     

(Give  full  post-offlce  address 
of  firm  or  organization.) 


Note. — When  numbers  of  bonds  are  required  to  be  given,  same  are 
to  be  entered  on  back  hereof. 
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Appdx.)  INCOME  TAXATION  (Form  1001 A 


FORM    1001  A. 

Form  of  Certificate  to  be  Attached  to  Interest  Coupons  in 
Cases  Where  the  Collecting  Agent's  Certificate  is  Sub- 
stituted for  the  Certificate  of  the  Owners 

(When  owner  is  a  domestic  organisation  not  subject  to  taxes  on  income  at 

source.) 

(The  owner's  certificate,  of  which  the  following  certificate  is  the  counter- 
part, and  bears  the  same  number  as  this  certificate,  will  be  sent  by  the  collect- 
ing agent  direct  to  the  Commissioner  of  Internal  Revenue,  at  Washington, 
as  prescribed  by  regulations.) 

No 

I  (we)  do  solemnly  declare  that  the 

(Name  of  collecting  agent.) 

owner  of  $ bonds  of  the 

(Name  of  debtor  organization.) 

from  which  were  detached  the  accompanying  interest  coupons  due 

191. .,  amounting  to  $ has  filed  with  me 

(Maturity.)  * 

(us)  a  duly  executed  certificate  filled  up  In  accordance  with  Treas- 
ury Regulations  of  October  25,  1913,  Form  No.  1001,  which  certificate 
has  been  indorsed  by  me  (us)  as  follows:    "Owner's  certificate  No. 

191..,"  and 

(Name  of  collecting  agency.)  (Date.) 

that  under  the  provisions  of  the  Income-tax  law  of  October  3,  1913, 
said  Interest  is  exempt  from  the  payment  of  taxes  collectible  at  the 
source,  which  exemption  is  hereby  claimed,  and  I  (we)  do  hereby 

promise  and  pledge  mlfrselvesl  *''*  forward  the  above-described  cer- 
tificate executed  by  the  owners  as  stated  and  dated , 

191..,  to  the  Commissioner  of  Internal  Revenue,  at  Washington,  D. 
C,  not  later  than  the  20th  day  of  next  month,  In  accordance  with 
Treasury  Regulations. 

Signature  of  collecting  agent,  

Address 

Date 191... 
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Form  1002)  official  forms  (Appdx. 


FOBM    10O2. 

Form  of  Certificate  to  be  Presented  With  Coupons  or  In- 
terest Orders  When  Not  Accompanied  by  Certificate 
of  Owners 
I ; the of 

(Name.)  (Official  position.) 

the of do  solemnly  de- 

(Eanlc  or  collecting  agency.)  (Address.) 

Clare  that  said has  (or  have)  purchased  or  accept- 

(CoUectlng  agency.) 
ed  for  collection  the  accompanying  coupons  or  interest  orders  amount- 
ing to  $ and  which  represent  interest  matured  on  $ 

of  bonds  of  the  and  that  

(Name  of  debtor.)                                    (Collecting  agency.) 
received    said    coupons    or     orders    for    registered    interest    from 
of ,  and  that 

(Name  of  party  from  whom  received.)  (Address  of  said  party.) 
no  certificate  of  ov^nershlp  accompanied  said  coupons  or  interest  or- 
ders, and hereby  acknowledges  responsibility  of 

(Collecting  agency.) 

withholding  therefrom  the  normal  income  tax  of  1  per  cent,  in  ac- 
cordance with  the  regulations  of  the  Treasury  Department. 


Name  . 
By 


(Collecting  agency.) 


(Signature  of  officer  duly  authorized  to  sign, 
and  his  official  position.) 


Date 191... 


Address  

(Give  full  address.) 


This  certificate  shall  be  dated  and  signed  by  and  shall  state 
the  address  of  the  corporation,  organization,  collecting  agency, 
or  person  withholding  the  tax,  with  full  name  and  address. 
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Appdx.) 


INCOME  TAXATION        (Rcv.  Form  1002 


ItEVISED    FORM    1002. 


Certificate  for  U^e  of  First  Bank  or  Collecting  Agency,  Shall 
be  in  the  Following  Form,  and  Shall  be  Printed  on 
Green  Paper: 


Form 

1002. 
Revised. 


S 
o 
o 


Ceetiticate  op  Bank  oe  Collecting  Agency. 

(To  be  presented  with  coupons  or  interest  orders  when  not  accom- 
panied by  certiflcate  ot  owners.) 


(Give  name  of  debtor.) 


(Full  description  of  bonds,  giving  name  of  issue  and  interest  rate.) 

,  191. .         Amount  of  coupon  or  registered 

(Date  of  maturity  of  interest.) 

interest,  $. . . . 

I  (we)  do  solemnly  declare  that  the  bank  or  collecting 
agency  named  below  has  purchased  or  accepted  for  col- 
lection the  accompanying  coupons  or  interest  orders  from 

of   

(Name  of  party  from  whom  received.)  (Full  post-offloe 

and  that  no  certiflcate  of  own- 
address  of  said  party.) 

ership  accompanied  said  coupons  or  interest  orders,  and 
that  I  (we)  have  no  knowledge  as  to  who  is  the  owner  or 
owners  of  the  bonds  (except  as  noted  on  back  hereof)* 
upon  which  the  abov^-described  interest  Is  due,  and  the 
bank  or  collecting  agency  hereby  acknowledges  responsi- 
bility of  withholding  therefrom  the  normal  income  tax  of 
1  per  cent,  in  accordance  with  the  regulations  of  the 
Treasury  Department. 

Date,  191. .  

(Banlc  or  collecting  agency.) 

By  

(Signature  of  officer  authorized  to  sign  and  official  position.) 


(Full  address   of  bank  or  withholding  agency.) 

*NoTB. — If  the  ownership  of  bonds  is  known  to  person  signing  this 

certificate,  he  must  give  the  name  and  address  of  the  owner 

on  the  back  hereof. 

(SIGNATTJBEa   MUST   BE   CLEABLY  AND   LEGIBLY    WEITTEN.) 
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Form  1003)  official  forms  (Appdx. 


FORM    1003. 

Form  of  Certificate  to  be  Filled  Out  and  Signed  by  Mem- 
bers of  Partnerships 

The  following  certificate  should  be  used  when  coupons  or 

interest  orders  are  presented  by  citizens  or  residents  of  the 

United  States  for  collection  of  interest  on  bonds,  or  other 

similar  obligations,  owned  by  the  partnerships  of  which  they 

are  members : 

I,  ,  a  memtier  of  the  firm  or  partnership 

of   of     and  residing  at 

do  solemnly  declare  that  the  said  partnership  is 

(Give  full  address.) 

the  owner  of  $ bonds  of  the  denomination  of  $ 

each,  Nos 

of  the   

(Give  name  of  debtor.) 

known  as  bonds,  from  which  were 

(Describe  tlie  particular  issue  of  bonds.) 

detached  the  accompanying  interest  coupons,  due 191 . . , 

amounting  to  $ or  upon  which  there  matured 

191. .,  $ of  registered  interest,  and  that  the  name  and  ad- 
dress of  said  firm  or  partnership,  and  the  names  of  the  individual 
members  thereof,  and  their  places  of  residence,  are  as  follows : 
Names  of  partners :  Address : 


Name  of  partner  signing: 

Of  firm  of :   

Address:    

Date 191... 


Bl.Inc.Tax.(2dEd.)^6  (707) 


Appdx.)  INCOME  TAXATION  (Form  1003  A 


FORM    10O3A. 

Form  of  Certificate  to  be  Attached  to  Interest  Coupons  in 
Cases  Where  the  Collecting  Agent's  Certificate  is  Sub- 
stituted for  the  Certificate  of  the  Owners 

(When  said  ovmers  are  firrns  or  copartnerships  in  the   United  States.) 

(The  owner's  certificate,  of  which  the  following  certificate  is  the  counter- 
part, and  bears  the  same  number  as  this  certificate,  will  be  sent  by  the  col- 
lecting agent  direct  to  the  Commissioner  of  Internal  Revenue,  at  Washington, 
as  prescribed  by  regulations.) 

No 

I  (we)  do  solemnly  declare  that  the 

(Name  of  collecting  agent.) 

owner  of  $ ,  bonds  of  the , 

(Name  of  debtor  organization.) 
from  which  were  detached  the  accompanying  interest  coupons  due 

,  191. .,  amounting  to  $ has  filed  with  me 

(Maturity.) 
(us)  a  duly  executed  certificate  filled  up  in  accordance  with  Treas- 
ury Regulations  of  October  25,  1913,  Form  No.  1003,  which  certificate 
has  been  indorsed  by  me  (us)  as  follows:    "Owner's  certificate  No. 

191-." 

(Name  of  collecting  agency.)  (Date.) 

and  that  the  name  and  address  of  the  firm  or  partnership,  and  the 
names  of  the  individual  members  thereof,  and  their  places  of  resi- 
dence were  recorded  on  said  original  certificate,  and  I  (we)  do  here- 
by promise  and  pledge   Jo^g|ivesf  *°  forward  the  above-described 

certificate  executed  by  the  owners  as  stated  and  dated 

191..,  to  the  Commissioner  of  Internal  Bevenue,  at  Washington,  D. 
C,  not  later  than  the  20th  day  of  next  month,  in  accordance  with 
Treasury  Regulations. 

Signature  of  collecting  agent,  

Address 

Date , 191... 
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FORM    1004. 

Form  of  Certificate  to  be  Presented  with  Coupons  or  In- 
terest Orders,  Detached  from  Bonds  or  Other  Obliga- 
tions Owned  by  Those  Who  are  Both  Citizens  or  Sub- 
jects, and  Residents  of  Foreign  Countries 

I  do  solemnly  declare  that  I  am  not  a  citizen  or  resident  of  the 

United  States  of  America,  but  a  subject  (or  citizen)  of , 

and  that  I  am  the  owner  of  $ bonds  of  the  denominations 

of    $ each,    Nos 

of  the known  as 

(Give  name  of  debtor  corporation.) 

bonds, 

(Describe  the  particular  issue  of  bonds.) 

from  which  were  detached  the  accompanying  coupons,  due , 

191 . . ,    amounting    to    $ ,    or    upon    which    there    matured 

,  191 . . ,  $ ,  of  registered  interest,  and  that  being 

a  nonresident  foreigner,  I  am  exempt  from  the  income  tax  imposed  on 
such  interest  by  the  United  States  Government  under  the  law  enact- 
ed October  3,  1913,  and  that  no  citizen  of  the  United  States,  wherever 
residing,  or  foreigner  residing  in  the  United  States,  or  any  of  its  pos- 
sessions, has  any  interesfin  said  bonds,  coupons,  or  interest 

Signature  of  owner  of  bonds 

(Give  full  name.) 

Date 191. .. 

Address 

(Give  full  post  office  address.) 
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Appdx.) 


INCOME  TAXATION  (Rcv.  Form  1004 


REVISED    FORM    1004. 


Ownership  Certificate — Nonresident  Aliens,  Shall  be  in  the 
Following  Form,  and  Shall  be  Printed  on  Yellow  Pa- 
per: 


Form 

1004. 

Revised. 


OWNER'SHIP    CeBTIFIOATE — NONRESIDENT    ALIENS. 

(To  be  furnished  with  coupons  detached  from  bonds  or  other  obli- 
gations owned  by  citizens  or  subjects,  firms,  corporations,  or 
organizations  of  foreign  countries  and  who  are  not  residents  of 
the  United  States.) 


(Give  name  of  debtor.) 


(Full  description  of  bonds,  giving  name  of  issue  and  interest  rate.) 

191 . .         Amount  of  coupon  or  registered 

(Date  of  maturity  of  interest.) 

interest,  $ . . . . 

I  do  solemnly  declare  that  the  owner  of  the  bonds  from 
which  were  detached  the  accompanying  coupons,  or  upon 
which  there  matured  the  aforesaid  registered  interest,  is 
a  nonresident  alien  in  respect  to  the  United  States,  and 
is  exempt  from  the  income  tax  imposed  on  such  income 
by  the  United  States  Government  under  the  law  enacted 
October  3,  1913 ;  that  no  citizen  of  the  United  States 
wherever  residing,  or  foreigner  residing  in  the  United 
States  or  in  any  of  its  possessions,  has  any  interest  in 
said  bonds ;  and  that  all  of  the  information  as  given  in 
this  certificate  is  true  and  correct. 


Date 191.. 


(Signature  of  owner  or,  if 
organization,  name.) 


(If  organization,   signature  of  oiEcial  author- 
ized to  sign,  and  oiflcial  position.) 


(Full  post-ofQce  address  of  owner.) 

Note.— When  numbers  of  bonds  are  required  to  be  given,  same  are 
to  be  entered  on  back  hereof. 

(signatures  must  be  clearly  and  legibly  written.) 
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Form  1005)  official  forms  (Appdx. 


FORM    1004  A. 

Form  of  Certificate  to  be  Attached  to  Interest  Coupons  in 
Cases  Where  the  Collecting  Agent's  Certificate  is  Sub- 
stituted for  the  Certificate  of  the  Owners 

[When  owners  are  ioth  citizens  or  subjects  and  residents  of  foreign  countries.) 

(The  owner's  certificate,  of  wliich  the  foilowing  certificate  is  the  counterpart, 
and  bears  the  same  number  as  this  certificate,  will  be  sent  by  the  collecting 
agent  direct  to  the  Commissioner  of  Internal  Revenue,  at  Washington,  as  pre- 
scribed by  regulations.) 

No 

I  (we)  do  solemnly  declare  that  the 

(Name  of  collecting  agent.) 

owner  of  $ bonds  of  the , 

(Name  of  debtor  organization.) 

from  which  were  detached  the  accompanying  interest  coupons  due 

191 . . ,  amounting  to  $ has  filed  with  me 

(Maturity.) 

(us)  a  duly  executed  certificate  filled  up  in  accordance  with  Treas- 
ury Regulations  of  October  25,  1913,  Form  No.  lOOJf,  which  certifi- 
cate has  been  indorsed  by  me  (us)  as  follows:  "Owner's  certificate 
No 191..," 

(Name  of  collecting  agency.)  (Date.) 

and  that  the  owner  in  said  certificate  declares  that,  beiiig  a  nonresi- 
dent foreigner,  said  interest  is  exempt  from  the  income  tax  imposed! 
on  such  interest  by  the  United  States  Government  under  the  law  en- 
acted October  3,  1913,  and  that  no  citizen  of  the  United  States, 
wherever  residing,  or  foreigner  residing  in  the  United  States,  or  any 
of  its  possessions,  has  any  interest  in  said  bonds,  coupons,  or  inter- 
est ;  and  I  (we)  do  hereby  promise  and  pledge  .'^''^j ,  \  to  for- 
ward the  above-described  certificate  executed  by  the  owners  as  stated 

and  dated ,  191. .,  to  the  Commissioner  of  Internal 

Revenue,  at  Washington,  D.  C,  not  later  than  the  20th  day  of  next 
month,  in  accordance  with  Treasury  Regulations. 

Signature  of  collecting  agent 

Address, 

Date, 191... 


FORM    1005. 

Form  of  Temporary  Certificates  Which  May  Be  Used  Only 
Prior  to  November  16,  1913,  Subject  to  Substitution 

I  (we)  hereby  certify  that  I  am  (we  are)  lawfully  entitled  to  present 
for  payment  the  accompanying  coupons  or  interest  orders  amounting 
to  $ (giving  amount)  representing  interest  matured  on  the 
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Appdx.)  INCOME  TAXATION  (Form  1005 

following  bonds (giving  name  of  debtor  and 

designating  the  description,  style,  and  numbers  of  the  bonds) ;  that 
said  coupons  or  interest  orders  came  into  my  (our)  possession  un- 
accompanied by  a  certificate  of  ownership  of  said  bonds,  in  any  of 
the  forms  required  by  the  regulations  of  the  United  States  Treas- 
ury Department;    and  that  the  name  and  address  of  the  owner  of 

such  bonds  are  as  follows:  (give  name 

and  address  of  owner ;   if  impossible  to  do  this,  so  state). 
Name  of  person,  firm,  or  corporation  presenting  coupons: 


Address. 


FORM    1006. 

Form  of  Certificate  to  be  Filed  by  Persons,  Firms  or  Or- 
ganizations, Required  to  Withhold  and  Pay  Said  Tax, 
Other  Than  the  Debtor  at  the  Source 

To    Collector   of  Internal  Revenue 

(Name  of  Collector  of  Internal  Revenue.) 


(Give  address  and  designate  district.) 

I '• 

(Name.)  (Ofllcial  title,  if  any.) 

of  the 

(Person,  firm  or  organization.)  (capacity  in  which  acting.) 

of do  solemnly  declare  that  I  (we) 

(Post-office  address.) 

received  of $ same  being 

(Name  from  whom  received.) 

income  derived  from 

(state   source,   whether  rents,   salary  or   other  sources.) 

belonging  to  

(give  name  of  person  to  whom  income  is  due.)  (address.) 

and  that  the  tax  thereon  amounting  to  $ to  which  said 

person  is  subject,  has  been  withheld  at  the  source  of  said  income 
by  

(Name  of  person  withholding.)  (Post-office  address.) 

(Signed)  

(Address)  

(Street  &  No.) 

Date:     191.. 


(City  and  State.) 

(712) 


Form  1007)  official  forms  (Appd? 


FORM    1007. 


Form  for  Claiming  Exemption  at  the  Source  as  Provided  in 
Paragraph  C,  Section  2,  of  the  Fe>ieral  Income  Tax 
Law  of  October  3,  1913 


To  

(Give  name  of  withholding  agent.) 


(Post-offlce  address.) 

I  hereby   serve  you  with  notice  that  I   am 

single — married  and  living  with  my  wife — husliand  and  now  claim 

(strike  out  so  as  to  show  status  correctly.) 

the  benefit  of  the  exemption  of  $ as  allowed  in  paragraphs 

C  and  D  of  Section  2  of  the  Federal  Income  Tax  Law  of  October  3, 
1913  (my  total  exemption  under  said  paragraphs  being  $ ). 


(Signed) . 
(Address) . 


(Street  and  No.) 

Date ,  191.. 


(City  ana  State.) 

(713) 


Appdx.) 


INCOME  TAXATION  (Rcv.  Form  1007 


REVISED   FORM    1007. 


Certificate  Claiming  Exemption,  Allowed  Citizens  and  Res- 
ident Aliens  Under  Paragraph  C,  Shall  be  in  the  Fol- 
lowing Form,  and  Shall  be  Printed  on  Yellow  Paper: 


Form 

1007. 

Revised. 
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Exemption  Cektificate 


(For  claiming  exemption  at  tlie  source  as  provided  in    paragraph 
C  of  the  Federal  income  tax  law  of  October  3,  1913.) 


To 


(Give  name  of  withholding  agent.) 


(Full  post-offlce  address.) 
I  hereby  serve  you  with  notice  that  I  am  single — mar- 
ried, with  my  (wife — husband)  living  with  me,  and  that 

I  now  claim  the  benefit  of  the  exemption  of  $ ,  as 

allowed  in  paragraph  C  of  the  Federal  income  tax  law 
of  October  3,  1913  (my  total  exemption  under  said  para- 
graph being  $ ). 

Date,   191..  Signed:   

Address :     

(Full  post-office  address.) 
Note. — Claim   for  exemption  on   Form  1007    can  be   filed  with   the 
debtor  or  withholding  agent  at  any  time,  not  less  than  30  days 
prior  to  March  first  next  succeeding  the  year  for  which  exemp- 
tion is  claimed. 

(SIQNATUKES    MUST    BE    CLEAELT    AND     LEGIBLY    WBITTBN.) 


FORM    1008. 


United  States  Internal  Revenue  Return  Making  Applica- 
tions for  Deductions 


As  provided  by  Paragraphs  B  and  E,  Section  II  of  the  Federal 
Income  Tax  Law  of  October  3,  1913. 


To: 


(Name  of  Withholding  Agent.) 


(Street  and  Number.) 


(Town  or  City.)  (State.) 

I  hereby  solemnly  declare  that  the  following  is  a  true  and  correct 
return  of  my  gains,  profits,  and  income  from  all  other  sources  for 
the  calendar  year  ended  December  31, 191 ....  (From  March  1,  to  De- 
cember 31,  for  the  year  1913)  and  a  true  and  correct  return  of  de- 
ductions asked  for  under  Paragraph  B  of  Section  II  of  the  Act  of 
October  3,  1913,  and  I  hereby  claim  deductions  as  shown  below. 

(714) 


Form  1008)  official  forms  (Appdx. 

Amount  of  gains,  profits,  interest,  rents,  royalties,  profits 
from  copartnerships,  and  income  from  all  other  sources 

whatsoever  $ 

DEDUCTIONS 

1.  The  amount  of  necessary  expenses  actu- 

ally paid  in  carrying  on  business,  ex- 
cept business  expenses  of  partner- 
ships, and  not  including  personal, 
living,  or  family  expenses  $ 

2.  All  interest  paid  within  the  year  on  per- 

sonal indebtedness  of  tax  payer        $ 

3.  All  national,  State,  county,  school,  and 

municipal  taxes  paid  within  the  year 
(not  including  those  assessed  against 

local  benefits.)  $ 

■i.  Losses  actually  sustained  during  the  year 
incurred  in  trade  or  arising  from  fires, 
storms  or  shipwreck  and  not  compen- 
sated for  by  insurance  or  otherwise    $ 

5.  Debts   due,   which   have   been   actually 

ascertained     to     be     worthless     and 

charged  ofC  within  the  year  $ „ 

6.  Amount   representing   a    reasonable   al- 

lowance for  the  exhaustion,  wear  and 
tear  of  property  arising  out  of  its  use 
or  employment  in  the  business,  not  to 
exceed  in  the  case  of  mines  5  per 
cent,  of  the  gross  value  of  the  output 
for  the  year  for  which  the  computa- 
tion is  made,  but  not  including  the  ex- 
pense of  restoring  property  or  making 
good  the  exhaustion  thereof  for  which 
an  allowance  is  or  has  been  made    $ 

7.  The  amount  received  as  dividends  upon 

the  stock  or  from  the  net  earnings  of 
any  corporation,  joint  stock  company, 
association,  or  insurance  company 
which  is  taxable  upon  its  net  income  $ 

8.  The  amount  of  Income,   the  Tax  upon 

which  has  been  paid  or  withheld  for 

payment  at  the  source  of  income        $ 

$ 

Total    Deductions $ 

Date   191..       Signed  

Addi-ess 


note:  Money  or  other  tMogs  of  value,  disposed  of  by  gift,  donation  or  en- 
dowment, shall  not  be  deducted  or  be  made  the  basis  for  a  deduction  from  the 
income  of  persons  or  corporations  in  their  tax  returns  under  the  income  tax  law. 


(715) 


Appdx.)  INCOME  TAXATION  (Form  1009 


FORM    1009. 

Form  of  Oath  Required  of  a  Withholding  Agent  when 
Acting  for  Another  in  Filing  Return  and  Making  Ap- 
plication for  Deductions  Allowable  under  Paragraph 
B,  as  provided  in  Paragraph  E,  Section  2  of  the  Federal 
Income  Tax  Law  of  October  3,  1913 

I  hereby  swear  (or  affirm)  that  I  have  sufficient  knowledge  of  the 
_  affairs  and  property  of 

(naming  person,  and  address,  for  whom  acting.) 

to  enable  me  to  make  a  full  and  complete  return  for 

(naming  person.) 

and  that  the  return  of  income,  and  application  for  deductions  made 
by  me  are  true  and  accurate. 

(Signed) 

(Address) 

street  &  No. 

Date: 191.. 


City  and  State. 

Signed  and  sworn  to  before 191.. 


FORM  1010. 

No. 


TREASURY  DEPARTMENT, 

OFFICE  OF  THE  COMMISSIONER  OF  INTERNAL  REVENUE. 

License  for  Collection  of  Foeeign  Income. 

,  located  and  doing  business  at 

and  engaged  in  the  business  of  ,  having  made 

application  in  accordance  with  the  provisions  of  Section  II  of  the 
act  of  October  3,  1913,  and  the  regulations  made  in  pursuance  there- 
of, is  hereby  licensed  to  accept  for  collection  coupons,  checks,  and 
bills  of  exchange  for  or  in  payment  of  interest  upon  bonds  issued  in 
foreign  countries  and  upon  foreign  mortgages  or  like  obligations, 
and  for  the  dividends  upon  stock  of  foreign  corporations,  foreign 
joint-stock  companies  or  associations,  or  foreign  insurance  companies 

engaged  in  business  in  foreign  countries,  from  ,  191- 

until  revoked. 

This  license  will  not  be  valid  until  countersigned  by  the  collector 
of  internal  revenue  for  the  district  in  which  issued. 


Countersigned:  Commissioner  of  Internal  Revenue. 


(Collector.) 
Dist., 

(716) 


Form  1011)  official  forms  (Appdx. 


FORM    lOll. 

Form  of  Certificate  to  be  Filed  with  Withholding  Agents 
by  Partnerships  Claiming  Deductions 

I,   ,  a  member  of  the  firm  or  partnership  of 

of conducting  the  busi- 
ness of and  residing  at 

(Give  character  of  business  conducted  by  partnership.) 

do  solemnly  declare  that  the  said 

(Give  lull  address.) 

partnership  is  the  owner  of  $ bonds  of  the  denomination  of 

? each,  Nos of  the known  as 

(Give  name  of  debtor.) 

bonds,  from  which  were  detached 

(Describe  the  particular  issue  of  bonds.) 

the  accompanying  interest  coupons  due ,  191-  amounting 

to  $.....-...,  or  upon  which  there  matured   

191-    $ of   registered   interest,    or   is   the   owner   of 

upon  which  there  accrued  

(Property  or  investments.) 

191-   $ of  income. 

We  hereby  claim  a  deduction  of  $ allowed  on  account  of 

the  actual  expenses  incurred  in  conducting  said  business,  under  reg- 
ulations made  in  pursuance  of  section  2,  act  of  October  3,  1913,  and 
do  solemnly  declare  that  neither  the  partnership  nor  its  individual 
members  has  claimed  deductions  in  excess  of  its  total  actual  legiti- 
mate annual  expenses  of  conducting  the  business  of  said  partner- 
ship, and  that  no  portion  of  the  living  or  personal  expenses  of  the 
partners  is  included  in  the  deductions  claimed. 

Name  of  signing  partner  

For  

(Name  of  partnership.) 

Address 

Date ,  191-. 
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Appdx.)  INCOME  TAXATION  (Form  1011 A 

FORM    1011  A. 

Form  of  Certificate  to  be  Attached  to  Interest  Coupons  in 
Cases  Where  the  Collecting  Agent's  Certificate  is  Sub- 
stituted for  the  Certificate  of  the  Owners 

(When  owners  are  firms  or  copartnerships  in  the  United  States  claiming  deduc- 
tion for  tax  on  account  of  operating  expenses  incurred.) 

(The  owner's  certificate,  of  ■which  the  following  certificate  is  the  counterpart, 
and  bears  the  same  number  as  this  certificate,  will  be  sent  by  the  collecting 
agent  direct  to  the  Commissioner  of  Internal  Revenue,  at  Washington,  as  pre- 
scribed by  regulations.) 

No 

I  (we)  do  solemnly  declare  that  the 

(Name  of  collecting  agent.) 

owner  of  ? bonds  of  the , 

(Name  of  debtor  organization.) 

from  which  were  detached  the  accompanying  interest  coupons  due 

191.  .,  amounting  to  $ has  filed  with  me 

(Maturity.) 
(us)  a  duly  executed  certificate  filled  up  in  accordance  with  Treas- 
ury Regulations  of  November  28,  1913,  Form  No.  1011,  which  certifi- 
cate has  been  indorsed  by  me  (us)  as  follows:    "Owner's  certificate 

No ,   ,  191..," 

(Name  of  collecting  agency.)  (Date.) 

and  the  partnership  in  said  certificate  did  claim  a  deduction  of 
$ allowed  on  account  of  the  actual  expenses  incurred  in  con- 
ducting said  business,  under  regulations  made  in  pursuance  of  sec- 
tion 2,  act  of  October  3,  1913,  and  did  solemnly  declare  that  neither 
the  partnership  nor  its  individual  members  has  claimed  deductions 
in  excess  of  its  total  actual  legitimate  annual  expenses  of  conducting 
the  business  of  said  partnership,  and  that  no  portion  of  the  living 
or  personal  expenses  of  the  partners  is  included  in  the  deductions 

claimed,  and  I  (we)  do  hereby  promise  and  pledge   jo^selves(  *"  ^°^' 

ward  the  above-described  certificate  executed  by  the  owners  as  stated 

and  dated   ,  191 . . ,  to  the  Commissioner  of 

Internal  Revenue,  at  Washington,  D.  C,  not  later  than  the  20th  day 
of  next  month,  in  accordance  with  Treasury  Regulations. 

Signature  of  collecting  agent 

Address, 

Date, 191... 


FORM    1012. 

Monthly  List  Return  of  Amount  of  Normal  Income  Tax 
Withheld  at  the  Source 

Filed   by 

(Name  of  debtor  organization.) 

To  be  made  in  duplicate  to  the  collector  of  internal  revenue  for  the  district 
in  which  the  withholding  agent  is  located  on  or  before  the  20th  day  of  each 
month,  showing  the  names  and  addresses  of  persons  who  have  received  pay- 
ments of  interest  upon  bonds  and  mortgages  or  deeds  of  trust,  or  other  similar 
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Form  1012) 


OFFICIAL  FORMS 


(Appdx. 


obligations  of  corporations,  Joint-stock  companies,  or  associations,  and  insur- 
ance companies,  on  which  the  normal  tax  of  1  per  cent  has  been  deducted 
and  withheld  during  the  preceding  month. 

I  (we) of the 

(Name.)  (State  address  in  full.) 

duly  authorized  withholding  agent  of 

(State  name  of  debtor  organization.) 

located  at do  solemnly  swear  (or  affirm) 

(Address  in  full.) 
that  the  following  is  a  true  and  complete  return  of  all  coupon  and 
interest  payments  as  above  described,  made  by  said  organization  and 
from  which  the  normal  tax  of  1  per  cent  was  deducted  and  withheld, 
at  the  time  of  payment,   or  for  which  it  is  liable  as  withholding 

agent,  during  the  month  of  191-  •,  on  the 

bonds  (or  other  obligations)  of 

(Describe  the  particular  issue  of  bonds.) 

the ,  and  there  are  herewith  inclosed 

(Name  of  debtor,  organization.) 
all  certificates  of  ownership  which  were  presented  with  said  coupons 
or  orders  for  registered  interest  covering  the  interest  maturing  on 
$ of  the  bonds  described. 


Name. 

Address  in  full. 
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Amount  of  tax  remitted  herewith  (if  any 
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To 


Collector. 
District  of  ... . 


(Address.) 


Sworn    to    and    sub- 
scribed before  me 

this   

day  of 191. 


Signed: 


(Capacity  in  which  acting.) 


Note  A.— Withholding  agents  may,  if  they  so  desire,  pay  at  the  time  this 
list  is  filed,  to  the  collector  of  internal  revenue  with  whom  the  list  is  filed,  the 
amount  of  tax  withheld  during  the  month   for  which  the  list  is  made. 

Note  B.— All  substitute  certificates  ot  collecting  agents,  authorized  by  regu- 
lations, that  are  received  by  debtors  or  withholding  agents  will  be  considered 
the  same  as  certificates  of  owners,  and  in  entering  same  in  making  monthly 


(719) 


Appdx.)  INCOME  TAXATION  (Form  1012 

list  returns,  debtors  or  withholding  agents  will  enter  the  name,  address,  and 
the  number  of  the  substitute  certificate  of  the  collecting  agent  in  lieu  ol  the 
name  and  address  of  the  owner  of  the  bonds. 

Form  1012A.  Includes  all  heading  Form  1012,  but  omits 
bottom. 

Form  1012B.  With  box  heading  Form  1012,  omits  head 
and  tail. 

Form  1012C.    Omits  heading  Form  1012,  includes  tail. 

Form  1012D,  when  necessary  to  be  used,  shall  be  a  sum- 
mary of  the  monthly  list  return.  Form  1012,  as  made  in  detail 
by  the  withholding  agent  and  the  said  summary  and  lists  there- 
to attached  when  properly  filled  in  and  the  summary  signed 
and  sworn  to  shall  constitute  the  complete  monthly  list  return 
of  the  withholding  agent  making  same,  as  fully  as  if  each  list 
attached  to  the  summary  was  signed  and  sworn  to  separately. 


FORM    1012  D. 

Summary  of  Monthly  List  Return  of  Amount  of  Normal 
Income  Tax  Withheld  at  the  Source 

Filed  by 

(Name  of  debtor  organization.) 

To  be  made  in  duplicate  to  the  Collector  of  Internal  Revenue  for  the  district 
in  which  the  withholding  agent  Is  located,  on  or  before  the  20tb  day  of  each 
month,  showing  the  names  and  addresses  of  persons  who  have  received  pay- 
ments of  interest  upon  bonds  and  mortgages,  or  deeds  of  trust,  or  other  similar 
obligations  of  corporations,  joint  stock  companies,  or  associations,  and  insur- 
ance comnanies,  on  which  the  normal  tax  of  1  per  cent,  has  been  deducted 
and  withheld  during  the  preceding  month. 

I  (we) of ,  the  duly 

(Name.)  (State  address  in   full.) 

authorized  withholding  agent  of  

(State  name  of  debtor  organization.) 

located  at do  solemnly  swear  (or  affirm) 

(Address  in  full.) 

that  the  following  is  a  true  and  complete  return  of  all  coupon  and 
interest  payments  as  ahove  described  made  by  said  organization  and 
from  which  the  normal  tax  of  1  per  cent  was  deducted  and  withheld, 
at  the  time  of  payment,  or  for  which  it  is  liable  as  withholding  agent, 
during  the  month  of  191. .,  on  bonds  (or  other 

(Date.) 
similar  obligations)  of  the  as  fully 

(Name  of  debtor  organization.) 

set  forth  in  detail,  on.  lists  attached  hereto,  said  lists,  Form  1012, 
and  this  summary,  constituting  the  Monthly  List  Return  of  'Normal 
Income  Tax  Withheld  at  the  Source  as  required  by  the  regulations ; 
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Form  1012  D) 


OFFICIAL  FORMS 


(Appdx. 


and  that  there  are  herewith  inclosed  all  certificates  of  ownership 
which  were  presented  with  said  coupons  or  orders  for  registered  in- 
terest covering  the  interest  maturing  on  $ of  the  bonds  de- 
scribed, and  that  said  withholding  agent  has  paid  no  coupons  or  or- 
ders for  registered  interest  not  accompanied'  by  the  certificates  of 
ownership  as  required  by  Treasury  regulations. 


Description  of  obligation. 
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Amount  of  income 
on    which    with- 
holding agent  is 
liable  tor  tax. 
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$ 

Amount  of  tax  remitted  tierewitli  (if  any) 

To 


Collector. 


District  of 


Sworn    to    and    sub- 
scribed  before   me 

this   

day  of ,191.. 


Signed: 


(Address.) 


(Capacity  in  which  acting.) 


Note  A.— Withholding  agents  may,  if  they  so  desire,  pay  at  the  time  this  list 
is  filed,  to  the  Collector  of  Internal  Revenue  with  whom  the  list  is  filed,  the 
amount  of  tax  withheld  during  the  month  for  which  the  list  is  made. 

Note  B.— All  substitute  certificates  of  collecting  agents,  authorized  by  regula- 
tions, that  are  received  by  debtors  or  withholding  agents  will  be  considered 
the  same  as  certificates  of  owners,  and  in  entering  same  in  making  Monthly 
List  Returns,  debtors  or  withholding  agents  will  enter  the  name,  address,  and 
the  number  of  the  substitute  certificate  of  the  collecting  agent  in  lieu  of  the 
name  and  address  of  the  owner  of  the  bonds. 
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Appdx.) 


INCOME  TAXATION 


(Form  1013 


FORM    1013. 


Annual  List  Return  of  Amount  of  Normal  Income  Tax 
Withheld  at  the  Source  from  Interest  upon  Bonds  and 
Mortgages  or  Deeds  of  Trust  or  Other  Similar  Obliga- 
tions of  Corporations,  Joint-Stock  Companies  or  As- 
sociations, and  Insurance  Companies 


Piled  by. 


(Name  of  debtor  organization.) 

To  be  made  in  duplicate  to  the  collector  of  internal  revenue  for  the  district 
in  which  the  withholding  agent  is  located  on  or  before  March  1,  showing  the 
totals  of  each  monthly  return  on  Form  1012,  and  their  aggregate  totals  for  the 
preceding  calendar  year. 

I  (we) of ,  the  duly 

(Name.)  (State  address  in  full.) 

authorized  withholding  agent  of  , 

(State  name  of  debtor  organization.) 

located  at do  solemnly  swear  (or  affirm) 

(State  address  In  full.) 
that  the  following  is  a  true  and  complete  return  of  the  monthly  to- 
tals of  all  coupon  and  interest  payments  made  and  normal  taxes 
withheld  therefrom  by  said  organization  or  for  which  it  is  liable  as 
withholding  agent  as  reported  on  Form  1012,  and  their  aggregate  to- 
tals for  the  year  ending  December  31,  191 . . . 


Month. 
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March    

April   

May    

June    , 
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September    

October    

November . 

Totals  for  year.. 

To 


Collector. 


District  of  , 


Sworn    to    and    sub- 
scribed  before  me 

this   

day  of 191.. 


Signed: 


(Address.) 

(722) 


(Capacity  in  which,  acting.) 


Form  1014)  official  foems  (Appdx. 


FORM    1014. 

Form  of  Certificate  to  be  Presented  with  Coupons  or  Inter- 
est, or  Other  Income  Orders,  Detached  from  Bonds  or 
Other  Obligations  Owned  by  Partnerships  or  Firms  of 
Foreign  Countries 

I,   .' a  member  of  the  firm  or  partnersUp  of 

of   and  residing  at 

do  solemnly  declare  that  the  said 

(Give  full  address.) 

partnership  is  the  owner  of  $ bonds  of  the  denomination  of 

$ each,  jSos of  the known  as 

(Give  name  of  debtor.) 

from  which  were  detached  the 

(Describe  the  particular  issue  of  bonds.) 

accompanying  interest  coupons,  due  ,  191-  amount- 
ing to  $ or  upon  which  there  matured , 

191-   $ of  registered  interest,  or  is  the  owner  of 

upon  which  there  has  accrued , 

(Property  or  investments.) 

191-,  $ of  income,  and  that  all  the  members  of  said  firm  or 

partnership,  except , 

(Give  name  and  address  of  partners  not  nonresident  aliens.) 

are  nonresident  foreigners  and  as  such  are  exempt  from  the  income 
tax  imposed  on  such  income  by  the  United  States  Government  under 
the  law  enacted  October  3,  1913,  and  that  no  citizen  of  the  United 
States,  wherever  residing,  or  foreigner  residing  in  the  United  States 
or  any  of  its  possessions,  except  those  named  above,  has  any  interest 
in  said  bonds,  coupons,  or  interest. 

Name  of  partner  signing  

For  

(Name  of  partnership.) 

Address  

Date:  ,  191-. 
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Appdx.)  INCOME  TAXATION  (Form  1014  A 


FORM    1014  A. 

Form  of  Certificate  to  be  Attached  to  Interest  Coupons  in 
Cases  Where  the  Collecting  Agent's  Certificate  is  Sub- 
stituted for  the  Certificate  of  the  Owners 

(When   owners   are   firms   or   copartnerships   of   foreign   countries    and,   claim, 
immunity   from  income   tax.) 

(The  owner's  certificate,  of  wWcli  the  loUowing  certificate  Is  the  counterpart, 
and  bears  the  same  number  as  this  certificate,  will  be  sent  by  the  collecting 
agent  direct  to  the  Commissioner  ol  Internal  Revenue,  at  Washington,  as  pre- 
scribed by  regulations.) 

No 

I  (we)  ".  do  solemnly  declare  that  the 

(Name  of  collecting  agent.) 

owner  of  $ bonds  of  the , 

(Name  of  debtor  organization.) 

from  which  were  detached  the  accompanying  interest  coupons  due 

,  191.  .,  amounting  to  $ has  filed  with  me 

(Maturity.) 

(us)  a  duly  executed  certificate  filled  up  in  accordance  with  Treas- 
ury Regulations  of  November  28,  1913,  Form  No.  1014,  which  certifi- 
cate has  been  indorsed  by  me  (us)  as  follows:  "Owner's  certificate 
No 191..," 

(Name  of  collecting  agency.)  (Date.) 

and  that  said  certificates  declare  that  said  owners  are  a  copartner- 
ship and  that  all  the  members  of  the  firm  or  partnership,  except  part- 
ners whose  names  are  recorded  thereon,  are  nonresident  foreigners 
and  as  such  are  exempt  from  the  income  tax  imposed  on  such  income 
by  the  United  States  Government  under  the  law  enacted  October  3, 
1913,  and  that  no  citizen  of  the  United  States,  wherever  residing,  or 
foreigner  residing  in  the  United  States  or  any  of  its  possessions,  ex- 
cept those  named  above,  has  any  interest  in  said  bonds,  coupons,  or 

interest;    and  I  (we)  do  hereby  promise  and  pledge     ourselves!  *° 

forward  the  above-described  certificate  executed  by  the  owners  as 

stated  and  dated 191. . ,  to  the  Commissioner  of 

Internal  Revenue,  at  Washington,  D.  C,  not  later  than  the  20th  day 
of  next  month,  in  accordance  with  Treasury  Regulations. 

Signature  of  collecting  agent 

Address, 

Date 191... 


(724) 


Form  1015)  official  forms  (Appdx. 


FORM    1015. 

Form  of  Certificate  to  be  Filed  with  Debtor  or  Withholding 
Agents  by  Fiduciaries 

The  following  form  of  certificate  should  be  filed  with  the  debtor, 
or  its  paying  agents,  at  the  time  of  the  payment  to  the  fiduciary,  or 
his  representative,  of  all  coupons,  Interest  orders,  rents,  and  all  oth- 
er kinds  of  income  whatsoever  upon  which  the  tax  on  income  is  re- 
quired to  be  withheld  at  the  source. 

I  (we)  do  solemnly  declare  that  I  (we) am 

(Name  fiduciary.) 

(are)  the  duly  authorized for  the  bene- 

(Indicate  in  what  capacity  acting.) 

ficiaries  of  the  estate  or  trust  of which  estate 

or  trust  is  entitled  to  the  income  from  $ bonds  of  the  de- 
nominations of  ¥ each,  Nos 


of  the  

(Give  name  of  debtor.) 

known  as bonds,. 

(Describe  tbe  particular  issue  of  bonds.) 

from  which  were  detached  the  accompanying  coupons,  due 

191-    amounting   to   $ or  upon  which  there  has  matured 

191-,  $ of  registered  Interest,  or  which  es- 
tate or  trust  is  entitled  to  other  income  from  property  or  Invest- 
ments upon  which  there  accrued 191-  $ 

of  income. 

Acting  for  and  in  the  capacity  as  stated  herein,  I  (we)  hereby  as- 
sume the  duty  and  responsibility,  imposed  upon  withholding  agents 
under  the  law,  of  withholding  and  paying  the  Income  tax  due,  for 
which  I  (we)  may  be  liable,  and  acting  in  said  fiduciary  capacity  as 
stated  herein,  I  (we)  do  hereby  claim  exemption  from  having  the 
normal  tax  withheld  from  said  income. 


(Name.)  (Capacity  in  which  acting.) 

Address :  

Date:  ,  191-. 

(723) 


Appdx.) 


INCOME  TAXATION         (Rcv.  Form  1015 


REVISED   FORM   1015. 

Ownership  Certificate — Fiduciary,  The  Source,  Shall  be  in 
the  Following  Form,  and  Shall  be  Printed  on  Yellow 
Paper : 

Form  Ownership  Certxficate — PiDtrciAET,  The  Soubce. 

1015. 
Revised.      (Xo  be  filed  with  debtor  or  withholding  agents  by  fiduciaries  claim- 
ing  exemption  from  withholding  at  the  source.) 


■< 
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(Give  name  of  debtor.) 

(Full  description  of  bonds,  giving  name  of  issue  and  interest  rate.) 

191 . .         Amount  of  coupon  or  registered 

(Date  of  maturity  of  interest.) 

interest,  $. . . . 

I  (we)  do  solemnly  declare  that  the  estate  or  trust 
named  below  is  the  owner  of  the  above-described  bouds 
from  which  were  detached  the  accompanying  coupons,  or 
upon  which  there  is  due  the  above-described  registered 
interest,  and  acting  for  the  estate  or  trust  in  the  capacity 
herein  stated,  I  (we)  hereby  declare  that  I  (we)  do  now 
claim  exemption  from  having  the  normal  tax  of  1  per  cent 
withheld  from  said  Income  by  the  debtor  at  the  source. 
I  (we)  hereby  assume  the  duty  and  responsibility,  im- 
posed upon  withholding  agents  under  the  law,  of  with- 
holding and  paying  the  income  tax  due,  for  which  I  (we) 
may  be  liable. 


(Name  of  fiduciary.)  (Capacity  in  which  acting.) 

Date 191. .         For  

(Name  of  estate  or  trust.) 

(Full  post-ofBce  address.) 

Note.— When  numbers  of  bonds  are  required  to  be  given,  same  are 
to  be  entered  on  the  back  hereof. 

(SIGNATUEES    MUST    BE    CLEAELY    AND    LEGIBLY    WEITTEN.) 


(726) 


Form  1015  A)  official  foems  (Appdx. 


FORM    1015  A. 

Form  of  Certificate  to  be  Attached  to  Interest  Coupons  in 
Cases  Where  the  Collecting  Agent's  Certificate  is  Sub- 
stituted for  the  Certificate  of  the  Owners 

(When  owners  are  fiduciaries.) 

(The  owner's  certificate,  of  which  the  following  certificate  is  the  counterpart, 
and  bears  the  same  number  as  this  certificate,  will  be  sent  by  the  collecting 
agent  direct  to  the  Commissioner  of  Internal  Revenue,  at  Washington,  as  pre- 
scribed by  regulations.) 

No 

I  (we)  do  solemnly  declare  that  the 

(Name  of  collecting  agent.) 

owner  of  $ bonds  of  the 

(Name  of  debtor  organization.) 

from  which  were  detached  the  accompanying  interest  coupons  due 
,  191. .,  amounting  to  $ ,  has  filed  with  me 

(Maturity.) 

(us)  a  duly  executed  certificate  filled  up  in  accordance  with  Treas- 
ury Regulations  of  November  28,  1913,  Form  No.  1015,  which  certifi- 
cate has  been  indorsed  by  me  (us)  as  follows:  "Owner's  certificate 
No 191..," 

(Name  of  collecting  agency.)  (Date.) 

that  said  certificate  is  executed  by  a  fiduciary,  and  that  the  fiduci- 
ary, acting  for  and  in  the  capacity  as  stated  therein,  has  assumed 
the  duty  and  responsibility  imposed  upon  withholding  agents  under 
the  law,  of  withholding  and  paying  the  income  tax  due,  for  which  he 
(it)  may  be  liable,  and  that,  acting  in  said  fiduciary  capacity  as 
stated  therein,  he  (it)  did  claim  exemption  from  having  the  normal 
tax  withheld  from  said  income;  and  I  (we)  do  hereby  promise  and 
pledge  myself  (ourselves)  to  forward  the  above-described  certificate 

executed  by  the  owners  as  stated  and  dated 191 . . , 

to  the  Commissioner  of  Internal  Revenue,  at  Washington,  D.  C,  not 
later  than  the  20th  day  of  next  month,  in  accordance  with  Treasury 
Regulations.     ' 

Signature  of  collecting  agent 

Address, 

Date, ,  191. .. 

(727) 


Appdx.)  INCOME  TAXATION  (Form  1016 


FORM   1016. 

Certificate  to  be  Furnished  by  Foreign  Organizations  not 
Subject  to  Tax  on  Interest  or  Otiber  Income  at  Source 

I,  the  of  the 

(Give  name.)  (Give  official  position.) 

,  a  of 

(Name  of  organization.)  (Character  of  organization.) 

located  at do  sol- 

(Country.) ,  (Post-offlce  address.) 

emnly  declare  that  said Is 

(Give  name  of  organization.) 
a  foreign  organization,  not  engaged  in  business  in  the  United  States, 

and  is  the  owner  of  $ bonds  of  the  denomination  of  $ 

each,  Nos 


of  the  ,  known  as 

(Give  name  of  debtor.) 


(Describe  particular  issue  of  bonds.) 
bonds,   from  which  were  detached  the  accompanying  coupons,  due 

191-.   amounting  to  $ ,  or  upon  which  there 

matured  ,  191-   $ ,  of  registered  interest. 

or  is  the  owner  of  upon  which  there  was  ac- 

(Property  or  investments.) 

crued 191-,  $ of  income,  and  that  un- 
der the  provisions  of  the  income-tax  law  of  October  3,  1913,  said  or- 
ganization being  a  foreign  organization,  said  Interest  or  Income  is 
exempt  from  the  payment  of  taxes  collectible  at  the  source,  which 
exemption  is  hereby  claimed. 

Date  ,  191-  Name  

Address  

(Post  office.)  (Official  position.) 

Of 

(Name  of  organization.) 
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Form  1016  A)  official  forms  (Appdx. 


FORM    1016A. 

Form  of  Certificate  to  be  Attached  to  Interest  Coupons  in 
Cases  Where  the  Collecting  Agent's  Certificate  is  Sub- 
stituted for  the  Certificate  of  the  Owners 

(.Owners    being  foreign   organisation^   not  subject  to  the  incoTne  tax  at  the 

source.) 

(The  owner's  certificate,  of  which  the  following  certificate  is  the  counterpart, 
and  bears  the  same  number  as  this  certificate,  will  be  sent  by  the  collecting 
agent  direct  to  the  Commissioner  of  Internal  Revenue,  at  Washington,  as  pre- 
scribed   by   regulations.) 

No 

I  (we)  do  solemnly  declare  that  the 

(Name  of  collecting  agent.) 

owner  of  $ bonds  of  the 

(Name  of  debtor   organization.) 
from  which  were  detached  the  accompanying  interest  coupons  due 
,  191. .,  amounting  to  $ ,  has  filed  with  me 

(Maturity.) 

(us)  a  duly  executed  certificate  filled  up  in  accordance  with  Treas- 
ury Regulations  of  November  28,  1913,  Form  No.  1016,  which  certifi- 
cate has  been  indorsed  by  me  (us)  as  follows:    "Owner's  certificate 

No 191..," 

(Name  of  collecting  agency.)  (Date.) 

and  that  under  the  provisions  of  the  income-tax  law  of  October  3, 
1913,  the  said  organization  in  said  certificate  declares  that  it  is  a 
foreign  organization,  and  that  the  said  interest  or  income  is  exempt 
from  the  payment  of  taxes  collectible  at  the  source,  which  exemp- 
tion it  claims,  and  I  (we)  do  hereby  promise  and  pledge  L^selvesf 

to  forward  the  above-described  certificate  executed  by  the  owners  as 

stated  and  dated  ,  191. .,  to  the  Commissioner  of 

Internal  Revenue,  at  Washington,  D.  C,  not  later  than  the  20th  day 
of  next  month,  in  accordance  with  Treasury  Regulations. 

Signature  of  coUeeting  agent 

Address 

Date 191. .. 
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Appdx.)  INCOME  TAXATION  (Form  1017 


rOBM    1017. 

Application  for  License  for  the  Collection  of  Income  from 
Foreign  Countries 

United  States  Intebnal  Heventje. 

Application  for  license  for  collection  of  income  from  foreign 
countries. 

State  of  

County  of  

The  undersigned of 

(Name.)  (Office.) 

(State  name  of  person,  firm,  or  corporation.) 
being  duly  sworn  according  to  law,  declares  that  on  and  after  the 
day  of  191-,    \^„l  intend. .   to  engage 

in  the  business  of  collecting  foreign  income  payments  of  interest  or 
dividends  by  means  of  coupons,  checks,  or  bills  of  exchange.  The 
aggregate  amount  of  annual  collections  of  such  foreign  income  at 

the  principal  and  branch  offices  is  estimated  at  $ 

The  location  of  the  principal  and  branch  offices  is  as  follows: 

Principal  office  

Branch  offices 

(If  a  firm,  state  names  of  members) 


Said  person,  firm,  or  corporation  is  now  engaged  in  business  as 
and  desires  to  conduct  the  business  of  collect- 
ing foreign  income  at  the  above  address  or  addresses,  and  hereby 
makes  application  for  the  license  required  to  be  secured  by  persons, 
firms,  or  corporations  engaging  in  the  business  of  collecting  income 
from  foreign  countries  under  the  provisions  of  paragraph  E  of  Sec- 
tion II  of  the  income-tax  law  of  October  3,  1913,  and  I  (we)  hereby 
promise  and  pledge  myself  (ourselves)  to  comply  strictly  with  the 
provisions  of  said  law  and  the  rules  and  regulations  of  the  Treasury 
Department  which  have  been  or  may  hereafter  be  issued  In  respect 
to  the  collection  and  payment  of  such  foreign  income. 

Signed  

for  

(Name  of  firm  or  corporation.) 

Sworn  to  before  me  this day  of ,  191-. 
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Form  1018)  official  forms  (Appdx. 


FORM   1018. 

Certificate  to  be  Furnished  by  Foreign  Organizations  En- 
gaged in  Business  in  the  United  States 

I,  the  a 

(Give  name.)       ,  (Give  ofiloial  position.)     (Name  of  organization.) 

,  of located  at 

(Cliaracter  of  organization.)  (Country.)  (Post-offlce  address.) 

do  solemnly  declare  that  said Is  a  foreign 

(Give  name  of  organization.) 

organization  engaged  in  business  in  the  United  States,  and  is  the 

owner  of  $ bonds,  of  the  denomination  of  $ each, 

Nos 

of  the  ,  kno^Yn  as  

(Give  name  of  debtor.) 

(Describe  particular  issue  of  bonds.) 

bonds,  from  which  were  detached  the  accompanying  coupons,  due 

191. .,  amounting  to  $ ,  or  upon  which 

there  matured  191. .,  $ of  registered  in- 
terest, or  is  the  owner  of  ,  upon  which  there 

(Property  or  investments.) 

was  accrued  191. .,  $ of  income. 

Under  the  provisions  of  the  income-tax  law  of  October  3,  1913,  the 
said  organization  is  subject  to  the  normal  tax  of  1  per  cent  per  an- 
num upon  the  amount  of  net  income  accruing  from  business  trans- 
acted and  capital  invested  within  the  United  States,  for  which  tax 
it  will  make  its  return  in  due  course,  but  it  hereby  claims  exemption 
from  having  the  said  normal  tax  of  1  per  cent  on  said  income  with- 
held at  the  source.  Name  


Date  ,  191—.      Of 

Address 

(Post  office.) 


(Official  position.) 
(Name  of  organization.) 


(731) 


Appdx.)  INCOME  TAXATION  (Form  1018  A 


FOBM   1018A. 

Form  of  Certificate  to  be  Attached  to  Interest  Coupons  in 
Cases  Where  the  Collecting  Agent's  Certificate  is  Sub- 
stituted for  the  Certificate  of  the  Owners 

(Oumers  being  foreign  organizations  engaged  in  business  in  the  United  States 
and  subject   to   tax.) 

The  owner's  certificate,  of  wMcli  the  following  certificate  is  the 
counterpart,  and  bears  the  same  number  as  this  certificate,  will  be 
sent  hy  the  collecting  agent  direct  to  the  Commissioner  of  Internal 
Eevenue,  at  Washington,  as  prescribed  by  regulations: 

No 

I  (we)  do  solemnly  declare  that  the 

(Name  of  collecting  agent.) 

owner  of  ? bonds  of  the , 

(Name  of  debtor  organization.) 

from  which  were  detached  the  accompanying  interest  coupons  due 
191. .,  amounting  to  $ ,  has  filed  with  me 

(Maturity.) 
(us)  a  duly  executed  certificate  filled  up  in  accordance  with  Treas- 
ury Regulations  of  December  5,  1913,  Form  No.  1018,  which  certifi- 
cate has  been  indorsed  by  me  (us)  as  follows:    "Owner's  certificate 

No 19..," 

(Name  of  collecting  agency.)  (Date.) 

and  that  under  the  regulations  made  in  pursuance  of  Section  II,  act 
of  October  3,  1913,  said  organization  is  subject  to  the  normal  tax  of 
1  per  centum  per  annum  upon  the  amount  of  net  income  accruing 
from  business  transacted  and  capital  invested  with  the  United  States 
and  did  therein  claim  exemption  from  having  the  said  tax  withheld 
at  the  source  from  said  income,  and  I  (we)  do  hereby  promise  and 
pledge  myself  (ourselves)  to  forward  the  above-described  certificate 

executed  by  the  owners  as  stated  and  dated 191. . , 

to  the  Commissioner  of  Internal  Eevenue  at  Washington,  D.  C,  not 
later  than  the  20th  day  of  next  month,  in  accordance  with  Treasury 
Regulations 

Signature  of  collecting  agent 

Address 

Date 191... 

(732) 


Form  1019)  official  forms  (Appds 


FORM    1019. 

Form  of  Certificate  to  be  Filed  with  Debtor  or  Withholding 
Agents  by  Fiduciaries  When  JMot  Claiming  Any  Ex- 
emption, as  an  Alternative  to  the  Filing  of  Form  No. 
1015  in  Which  Exemption  is  Claimed 

The  following  form  of  certificate  may  be  filed  with  the  debtor,  or  its 
paying  agents,  at  the  time  of  the  payment  to  the  fiduciary,  or  his  rep- 
resentative, of  all  coupons,  interest  orders,  rents,  and  all  other  kinds 
of  income  whatsoever  upon  which  the  tax  on  income  is  required  to  be 
withheld  at  the  source,  as  an  alternative  to  the  filing  of  Form  No. 
1015: 

I  (we)  do  solemnly  declare  that  I  (we) am  (are) 

(Name  fiduciary.) 

the  duly  authorized for  the  benefl- 

(Indicate  in  what  capacity  acting.) 

claries  of  the  estate  or  trust  of ,  which  estate  or  trust  is 

entitled  to  the  income  from  $ bonds  of  the  denominations  of 

$ each,  Nos 


of  the 

(Give  name  of  debtor.) 

known  as bonds,  from  which  were 

(Describe  the  particular  issue  of  bonds.) 

detached  the  accompanying  coupons,  due ,  191 . . ,  amount- 
ing to  $ or  upon  which  there  has  matured 191 . . , 

$ of  registered  interest,  or  which  estate  or  trust  is  entitled  to 

other  income  from  property  or  investments  upon  which  there  accrued 

,  191. .,  $ of  income. 

Acting  for  and  in  the  capacity  herein  stated,  I  hereby  declare  that 
I  (we)  do  not  now  claim  any  exemption  from  having  the  normal  tax 
of  1  per  cent  withheld  from  said  income  by  the  debtor  at  the  source. 


(Name.)  (Capacity  in  which  acting.) 

Date:    191 

(Address.) 

(733) 


Appdx.) 


INCOME  TAXATION         (Rcv.  Form  1019 


REVISED    FORM    1019. 

Certificate  of  Ownership — Fiduciary,  Not  Source,  Shall  be 
in  the  Following  Form,  and  Shall  be  Printed  on  White 
Paper : 

Ownership  Certificate — Fiduciaey,  Not  Source. 

(To  be  filed  with  debtor  or  withholding  agents  by  fiduciaries  when 

not  claiming  any  exemption,  as  an  alternative  to  the  filing  of 

Form  No.  1015  in  which  exemption  is  claimed.) 


Form 

1019. 

Revised. 
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(Give  name  of  debtor.) 

(Full  description  of  bonds,  giving  name  of  issue  and  interest  rate.) 

,  191 . .         Amount  of  coupon  or  registered 

(Date  of  maturity  of  interest.) 

interest,  $ . . . . 

I  (we)  do  solemnly  declare  that  the  estate  or  trust 
named  below  is  the  owner  of  the  above-described  bonds 
from  which  were  detached  the  accompanying  coupons,  or 
upon  which  there  is  due  the  above-described  registered 
interest,  and  acting  for  the  estate  or  trust  in  the  capacity 
herein  stated,  I  (we)  hereby  declare  that  I  (we)  do  not 
now  claim  exemption  from  having  the  normal  tax  of  1 
per  cent  withheld  from  said  income  by  the  debtor  at  the 
source. 


(Name  of  fiduciary.) 

Date 191..        For. 


(Capacity  in  which  acting.) 
(Name  of  estate  or  trust.) 

(Full  post-oilice  address.) 

Note. — When  numbers  of  bonds  are  required  to  be  given,  same  are 
to  be  entered  on  the  back  hereof. 

(signatures  must  be  clearly  and   legibly  written.) 
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FORM    101»A. 

Form  of  Certificate  to  be  Attached  to  Interest  Coupons  in 
Cases  Where  the  Collecting  Agent's  Certificate  is  Sub- 
stituted for  the  Certificate  of  the  Owners 

(When  owners  are  fiduciaries.) 

(The  owner's  certificate,  of  wliioli  the  following  certificate  is  the  counterpart, 
and  bears  the  same  number  as  this  certificate,  will  be  sent  by  the  collecting 
agent  direct  to  the  Commissioner  of  Internal  Revenue  at  Washington,  as  pre- 
scribed by  regulations.) 

No 

I   (we)    ,   do    solemnly   declare   that   the 

(Name  of  collecting  agent.) 

owner  of  $ bonds  of  the from 

(Name  ol  debtor  organization.) 

which    were    detached    the    accompanying    interest    coupons    due 

191 . . ,  amounting  to  $ has  filed  with  me 

(Maturity.) 
(us)  a  duly  executed  certificate  filled  up  in  accordance  with  Treasury 
Regulations  of  December  8,  1913,  Form  No.  1019,  which  certificate 
has  been  indorsed  by  me  (us)  as  follows:    "Owner's  certificate  No. 

191..,"   that 

(Name  of  collecting  agency.)  (Date.) 

said  certificate  is  executed  by  a  fiduciary,  and  that  the  fiduciary, 
acting  for  and  in  the  capacity  as  stated  therein,  did  not  claim  any 
exemption  from'  having  the  normal  tax  of  1  per  cent  withheld  from 
said  income  by  the  debtor  at  the  source ;  and  I  (we)  do  hereby  prom- 
ise and  pledge  myself  (ourselves)  to  forward  the  above-described  cer- 
tificate executed  by  the  owners  as  stated  and  dated , 

191 . . ,  to  the  Commissioner  of  Internal  Revenue,  at  Washington,  D. 
C,  not  later  than  the  20th  day  of  next  month,  in  accordance  with 
Treasury  Regulations. 

Signature  of  collecting  agent :  

Date : ,  191. ..    Address : 

(735) 


Appdx.)  INCOME  TAXATION  (Form  1030 


FOBM   1030. 


To  be  filled  In  by  Collectors.  To   be   filled  In  by  Internal  Bevenne 

Bureau. 

List  No Class 

District  of    Assessment  List ,  191 

Date  received 191  Page Line 

THE  PENAITY  (or  failure  to  have  this  return  in  the  hands  of  the  Col- 
lector of  Internal  Revenue  on  or  before  March  1.  or  within  60  days  after  the 
close  of  the  fiscal  year,  is  a  sum  not  exceedine  $10,000. 

(See  instructions  on  reverse  of  this  form.) 


UNITED  STATES  INTERNAL  REVENUE. 


RETURN  OF  ANNUAL  NET  INCOME. 

(Section  2,  Act  of   Congress   approved   October  3,   1913.) 


INSURANCE  COMPANIES. 


Return  of  net  Income  received  during  the  calendar  (fiscal)  year 

ended    ,  191    by  

the  principal  place  of  business  of  which  is  located  at 

(Street   and    No.) 

City  or  Town  of ,  in  the  state  of 


(The  "year"   as  hereinafter   used  means   the   calendar  year  or  fiscal   year 
the  case  may  be.) 

1.  Total  amount  of  paid-up  capital   stock  outstanding, 

or,  if  no  capital  stock  the  capital  employed  in  busi- 
ness, at  close  of  the  year  above  stated.  (See  Note  8 
on  reverse  of  this  form.) !> 

2.  Total  amount  of  bonded  and  other  indebtedness  out- 

st9.nding  at  close  of  year.     (See  Note  9.) $ 
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3.  Gross  income.     (See  Note  A  and  instructions,  para- 
graphs 10,  18,  21,  22,  23,  25,  and  26.) $ 


DEDUCTIONS. 

4.  (a)  Total  amount  of  all  the  ordinary  and 

necessary  expenses  of  maintenance 
and  operation  of  the  business  and 
properties  of  the  corporation  exclusive 

of  interest   payments.     (See  Note  B.)  $ 

(b)  All  rentals  or  other  payments  required 
to  be  made  as  a  condition  to  the  con- 
tinued, use  or  possession  of  the  prop- 
erty. (See  Note  12  on  reverse  of  this 
form.) $ 

5.  (a)  Total  amount  of  losses  sustained  during 

the  year  not  compensated  by  insur- 
ance or  otherwise $ 

(b)  Total  amount  of  depreciation   for  the 

year.     (See  Note  13.) $ 

(c)  Total    amount    (other    than    dividends) 

paid  within  the  year  on  policy  and  an- 
nuity contracts $ , 

(d)  Total  amount  of  net  addition  required 

by  law  to  be  made  within  the  year 

to  reserve  fund.     (See  Note  28.) $ 

(e)  Amounts  of  premiums  repaid  to  policy- 

holders and  interest  paid  thereon  (ap- 
plicable only  to  Mutual  Marine  In- 
surance  companies) $ , 

6.  (a)  Total  amount  of  interest  accrued  and 

paid  within  the  year  on  an  amount 
of  bonded  or  other  indebtedness  not 
exceeding  one-half  of  the  sum  of  its 
interest-bearing  indebtedness  and  its 
paid-up  capital  stock  outstanding  at 

the  dose  of  the  year $ 

(b)  Total  amount  of  interest  received  upon 
obligations  of  a  State  or  political  sub- 
division thereof  and  upon  the  obli- 
gations of  the  United  States  or  its  pos- 
sessions     $ 

7.  (a)  Total  taxes  paid  during  the  year  impos- 

ed under  authority  of  the  United 
States    or    any    State    or    Territory 

thereof.     (See  Note  20.) $ 

(b)  Foreign  taxes  paid $ 

Total  deductions ? . 

8.  Net  income  on  which  tax  at  1  per  centum 

Is  calculated $ . 
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State  of   County  of 

To  wit: 
President,  and Treasurer,  of 

the ,  a  corporation,  whose  re- 
turn of  annual  net  income  Is  set  forth  above,  being  severally  duly 
sworn,  each  for  himself,  deposes  and  says  that  the  foregoing  report 
and  the  several  items  therein  set  forth  are,  to  his  best  knowledge 
and  belief  and  from  such  information  as  he  has  been  able  to  obtain, 
true  and  correct  in  each  and  every  particular;  that  the  amount  of 
gross  income  therein  set  forth  is  the  full  amount  of  gross  income, 
including  interest  upon  obligations  of  a  State  or  any  political  sub- 
division thereof,  and  upon  the  obligations  of  the  United  States  or  its 
possessions,  without  any  deduction  whatsoever,  received  from  all 
sources  by  the  said  corporation  during  the  year  stated,  and  that  the 
net  income  therein  set  forth  is  the  full  amount  upon  which  the  tax 
at  1  per  centum  is  to  be  calculated  and  assessed  under  the  terms  of 
the  Federal  Income  Tax  Law  of  October  3,  1913. 

Sworn  and  subscribed  to  before  me  this 
day  of  191 


SEAL    OF 

OFFICER 

TAKING 

AFFIDAVIT. 


(Official  capacity.) 


President. 
Treasurer. 


Note  A.— Gross  income  of  insurance  companies  shall  consist  of  the  total  of 
the  gross  revenues  derived  from  the  operation  and  management  of  their  busi- 
nesses and  properties,  together  with  all  amounts  of  income  from  other  sources, 
including  dividends  on  stock  of  other  organizations,  whether  subject  to  this 
tax  or  not,  premiums,  interest,  rentals,  and  all  items  of  income  resulting  from 
appraisement  or  adjustment,  and  shown  by  entries  upon  the  books  during  the 
year  for  which  the  return  is  made. 

Mutual  marine  insurance  companies  may  exclude  from  the  gross  premiums 
collected  the  "amounts  paid  for  reinsurance,"  including  the  remainder  in  gross 
income. 

Mutual  fire  insurance  companies  may  omit  from  gross  income  "any  portion 
of  the  premium  deposits  returned  to  their  policyholders." 

Life  insurance  companies  may  also  omit  from  their  gross  income  "such  por- 
tion of  any  actual  premium  received  from  any  individual  policyholder  as  shall 
have  been  paid  back  or  credited  to  such  policyholder,  or  treated  as  an  abate- 
ment of  premium  of  such  individual  policyholder  within  the  year."  The  amount 
thus  omitted  shall  include  only  such  dividends  or  premiums  returned  or  applied 
as  represent  a  portion  of  the  actual  premium  received  from  any  Individual 
policyholder. 

Note  B.— The  deductions  authorized  shall  include  all  expense  items  under  the 
various  heads  acknowledged  as  liabilities  by  the  corporation  making  the  re- 
turn  and  entered   upon  its  books   during  the  year. 

Amounts  of  income  expended  in  paying  dividends  on  stock,  preferred  or  com- 
mon, or  in  making  permanent  improvements  or  betterments,  etc.,  or  in  any 
way  transferred  to  capital  account  are  not  proper  deductions  in  ascertaining 
annual  net  income.  Interest  paid  on  mortgage  indebtedness  on  real  estate 
occupied  or  used  by  a  corporation  may  be  deducted  under  Item  4  if  the  interest 
is  paid  as  rental  or  franchise  charge,  payment  of  which  is  required  to  be  made 
as  a  condition  to  the  continued  use  and  possession  of  the  property.  The  amount 
so  paid  and  included  in  Item  4  should  be  stated  separately  under  Item  4  (b). 
(See  Note  12  on  reverse  of  this  form.) 


(738) 


Form  1030)  official  foems  (Appdx. 

[Reverse  of  Form   1030.] 

INSTRUCTIONS. 


SPECIAL  NOTICE.— This  form,  properly  filled  out  and  executed, 
must  be  in  the  hands  of  the  Collector  of  Internal  Revenue  for  the  dis- 
trict in  which  is  located  the  principal  business  office  of  the  corporation 
making  the  return,  on  or  before  March  I,  in  case  the  return  is  based 
on  the  calendar  year,  or  within  60  days  after  the  expiration  of  the 
fiscal  year  in  case  the  retui'.i  is. made  on  that  basis. 

For  failure  to  comply  with  this  provision  of  the  law,  the  amount  of 
the  assessment  is  increased  50  per  cent  and  liability  to  a  specific  pen- 
alty not  exceeding  $10,000  is  incurred. 

1.  Return  of  annual  net  income  of  corporations  should  be  made  on 
forms  prescribed  by  the  Treasury  Department  and  should  be  filed 
with  the  Collector  of  Internal  Revenue  of  the  district  in  which  such 
corporations  have  their  principal  places  of  business. 

2.  Before  transmitting  such  returns  to  the  collectors  they  must  be 
verified  by  two  oflicers  of  the  corporation ;  that  is,  by  two  individuals, 
each  holding  a  different  official  title,  namely :  the  President,  Vice 
President,  or  other  principal  officer,  and  its  Treasurer  or  Assistant 
Treasurer,  or  Chief  Financial  Officer. 

3.  The  affidavit  of  verification  must  be  made  before  a  Notary  Pub- 
lic or  some  other  officer  qualified  to  administer  oaths,  and  the  seal 
of  the  attesting  officer,  if  such  officer  ig  required  by  lav/  to  have  a  seal, 
must  be  impressed  on  the  return  in  the  space  reserved  for  that  pur- 
pose. 

4.  Under  the  provisions  of  the  law,  the  return  must  be  true  and  ac- 
curate in  every  respect  and  must  disclose  all  the  income  arising,  ac- 
cruing, or  received  from  all  sources  during  the  year  for  which  the 
return  is  made. 

5.  If  the  return  is  based  upon  the  business  transacted  during  the 
calendar  year,  it  should  be  filed  with  the  collector  on  or  before  the 
first  day  of  March  next  succeeding  such  calendar  year.  If  it  is  made 
on  the  basis  of  business  transacted  during  a  fiscal  year,  or  consecu- 
tive twelve  months  period  other  than  the  calendar  year,  duly  desig- 
nated in  accordance  with  the  law  and  the  regulations,  the  return 
must  be  filed  with  the  collector  on  or  before  the  last  day  of  the  60- 
day  period  next  ■following  the  date  designated  as  the  close  of  the 
fiscal  year. 

6.  In  case  of  sickness  or  absence  of  an  officer  required  to  verify 
the  return,  the  collector  of  the  district  is  authorized  to  extend  the 
time  for  filing  such  return  not  exceeding  thirty  days  from  the  date 
when  such  return  is  otherwise  due.  Application  for  such  extension 
must  be  made  prior  to  the  date  when  the  return  is  due. 

7.  The  principal  place  of  business  as  used  in  the  act  and  in  these 
regulations  is  held  to  mean  the  place  or  office  in  which  the  books  of 
account  and  other  data  to  be  used  in  preparing  the  return  of  annual 
net  income  are  ordinarily  kept. 

8.  Item  No.  1  of  the  schedule  on  the  reverse  side  of  this  form 
should  not  Include  unissued  or  treasury  stock,  but  only  such  stock 
as  has  actually  been  issued  and  for  which  payment  has  been  received, 
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or  in  ease  no  stock  Is  issued,  there  should  be  reported  under  this  item 
the  amount  of  capital  actually  employed  in  the  business  and  property 
of  the  corporation. 

In  cases  wherein  the  capital  stock  is  issued  payable  in  install- 
ments or  upon  assessment,  only  so  much  of  the  capital  as  has  been  ac- 
tually paid  in  upon  such  installments  or  assessments  should  be  re- 
ported under  this  item. 

9.  Item  No.  2  should  include  all  interest-bearing  indebtedness  for 
the  payment  of  which  the  corporation  or  its  property  is  bound.  In 
case  of  banking  corporations  and  like  financial  institutions,  deposits 
should  not  be  reported  as  indebtedness  under  this  head. 

10.  Item  No.  3  of  the  return  form  (gross  income)  should  include  all 
income  derived  from  the  operations  and  management  of  the  business 
and  properties,  together  with  all  actual  increases  in  value  by  ap- 
praisement, adjustment,  or  otherwise  in  the  value  of  the  assets  which 
have  been  taken  up  on  the  books  as  income  or  credited  to  profit  and 
loss  during  the  year.  In  the  case  of  a  corporation  organized,  author- 
ized, or  existing  under  the  laws  of  any  foreign  country,  the  gross  in- 
come to  be  returned  is  the  gross  amount  of  its  income  for  the  year, 
resulting  from  business  transacted  and  capital  invested  within  the 
United  States. 

11.  Item  No.  4  (a)  should  include  the  total  amount  of  all  ordinary 
and  necessary  expenses  paid  out  of  earnings  in  the  operation  of  the 
business  and  properties  of  the  corporation,  etc.,  exclusive  of  interest 
and  other  payments  to  be  listed  under  their  respective  heads  on  the 
return  forms. 

12.  Item  No.  4  (b)  should  include  all  rentals  or  other  payments  re- 
quired to  be  made  as  a  condition  to  the  continued  use  or  possession  of 
the  property;  that  is  to  say,  in  cases  where  Interest  on  a  mortgage 
on  property  occupied  or  used  by  the  corporation  is  paid  as  a  condi- 
tion to  its  possession  and  use,  thus  becoming  in  the  nature  of  a  rental 
charge,  such  interest  charge  may  be  included  in  the  deduction  under 
this  item.  Mortgage  indebtedness,  assumed  or  unassumed,  on  prop- 
erty to  which  the  corporation  has  taken  or  is  taking  title,  or  in  which 
it  has  an  equity,  or  In  the  acquirement  of  which  the  mortgage  was 
considered  a  part  of  the  purchase  price,  is  held  to  be  a  debt  of  the 
corporation,  and  interest  paid  on  such  indebtedness  will  be  deductible 
only  under  Item  6  of  the  return,  and,  together  with  other  interest 
charges,  must  not  exceed  the  limit  fixed  by  the  law  for  such  interest 
deductions. 

13.  The  amount  claimed  under  Item  No.  5  (b)  for  depreciation 
should  be  such  an  amount  as  measures  the  loss  which  the  corpora- 
tion actually  sustains  during  the  year  in  the  value  of  buildings,  ma- 
chinery, and  such  other  property  as  is  subject  to  depreciation  on  ac- 
count of  wear  and  teai',  exhaustion,  or  obsolescence.  The  amount 
taken  credit  for  on  this  account  in  order  to  be  allowable  should  be 
so  entered  on  the  books  as  to  constitute  and  show  as  a  liability 
against  the  assets  of  the  corporation.  The  amount  claimed  under  this 
item  should  not  cover  losses  in  the  value  of  stocks  and  bonds.  The 
change  in  the  value  of  stocks  and  bonds  is  properly  taken  up  in  the 
inventories  or  annual  adjustment  in  the  value  of  such  securities  and 
the  income  or  losses  indicated  by  this  adjustment  may  be  accounted 
for  accordingly. 

14.  Where  depreciation  of  physical  property  is  made  good  by  re- 
newals, replacements,  repairs,  etc.,  and  the  expense  of  such  renew- 

(740) 


Form  1030)  official  forms  (Appdx. 

als,  replacements,  repairs,  etc.,  Is  charged  to  the  general  expense  ac- 
count, no  deduction  for  depreciation  can  be  made  in  the  return  of 
annual  net  income.  Where  a  depreciation  reserve  is  set  up,  all  re- 
newals and  replacements  must  be  charged  to  such  reserve  and  the 
addition  to  this  reserve  each  year  must  be  a  fair  measure  of  the 
loss  which  the  corporation  sustains  by  reason  of  the  depreciation  of 
its  property. 

15.  The  amount  of  interest  deductible  is  the  amount  of  interest  ac- 
crued and  paid  within  the  year  on  its  bonded  or  other  indebtedness 
not  exceeding  one-half  of  the  sum  of  its  interest-bearing  indebtedness 
and  its  paid-up  capital  stock  outstanding  at  the  close  of  the  year,  or 
if  no  capital  stock,  the  amount  of  interest  paid  within  the  year  on 
an  amount  of  indebtedness  not  exceeding  the  amount  of  capital  em- 
ployed in  the  business  at  the  close  of  the  year ;  or  in  case  of  a  cor- 
poration, joint  stock  company,  or  association,  or  insurance  compa- 
ny organiged  under  the  laws  of  a  foreign  country,  interest  so  paid 
on  its  bonded  or  other  indebtedness  to  an  amount  of  such  bonded  or 
other  Indebtedness  not  exceeding  the  proportion  of  its  paid-up  cap- 
ital stock  outstanding  at  the  close  of  the  year,  or  if  no  capital  stock, 
the  amount  of  capital  employed  in  the  'business  at  tlie  close  of  the 
year,  which  the  gross  amount  of  its  income  for  the  year  from  busi- 
ness transacted  and  capital  invested  vAthin  the  United  States  bear». 
to  the  gross  amount  of  its  income  derived  from,  all  sources  within 
and  mthout  the  United  States. 

All  interest  deductions  must  be  claimed  under  Item  6  on  the  re- 
turn form. 

16.  Dividends  declared  or  paid  are  not  deductible  from  gross  In- 
come. 

17.  Dividends  received  upon  the  stock  of  other  corporations  must 
be  included  In  gross  income  and,  under  the  provisions  of  the  law, 
are  not  deductible  therefrom  in  the  ascertainment  of  the  net  income 
on  which  the  tax  is  computed. 

18.  Interest  received  upon  the  obligations  of  a  State  or  any  politi- 
cal subdivision  thereof  and  upon  the  obligations  of  the  United  States 
or  its  possessions  should  be  included  in  gross  income,  as  well  as 
all  other  interest  due  and  accrued  during  the  period  for  which  return 
is  made. 

19.  Accrued  interest  is  considered  to  be  interest  due  and  payable, 
except  in  the  cases  of  banking  or  other  similar  institutions  which 
close  their  accounts  on  the  basis  of  the  interest  earned.  In  all  cases 
the  accrued  interest  shall  be  reported  on  the  basis  on  which  the 
books  are  closed. 

20.  Taxes  for  which  credit  may  be  taken  in  the  return  are  such 
taxes,  actually  paid  within  the  year,  as  are  imposed  by  authority  of 
the  United  States  or  of  any  State  or  Territory  thereof,  or  by  the 
government  of  any  foreign  country,  not  including  taxes  paid  by  a 
corporation,  pursuant  to  guaranty,  on  its  bonds  or  the  income  there- 
from and  not  including  those  taxes  assessed  against  local  benefits. 
A  reserve  for  taxes  as  such  is  not  deductible,  but  only  taxes  actu- 
ally paid. 

21.  Reinsurance  (except  as  provided  by  Note  23)  and  return  pre- 
miums should  not  be  included  in  either  gross  income  or  deductions; 
as  "net  written  premiums,"  agreeing  with  report  to  States,  should  be 
shown. 
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22.  Mutual  fire  insurance  companies  which  require  their  members 
to  make  premium  deposits  to  provide  for  losses  and  expenses  need 
not  return  as  income  any  portion  of  the  premium  deposits  returned 
to  their  policyholders. 

23.  Mutual  marine  insurance  companies  shall  include  in  their  re- 
turn of  gross  Income  the  gross  premiums  collected  and  received  by 
them,  less  reinsurance.    (See  Note  21.) 

24.  Mutual  marine  insurance  companies  are  entitled  to  deduct 
from  gross  income  amounts  repaid  to  policyholders  on  account  of 
premiums  previously  paid  by  them  and  interest  paid  upon  such 
amounts  between  the  ascertainment  thereof  and  the  payment  thereof. 

25.  Life  insurance  companies  need  not  include  as  Income  in  any 
year  such  portion  of  any  actual  premium  received  from  any  individu- 
al policyholder  as  shall  have  been  paid  back  or  credited  to  such  in- 
dividual policyholder,  or  treated  as  an  abatement  of  premium  of  such 
individual  policyholder  within  such  year. 

26.  Mutual  fire  insurance  companies  must  return  as  income  such 
portions  of  premium  deposits  as  are  retained  by  the  companies  for 
purposes  other  than  the  payment  of  losses  and  expenses  and  rein- 
surance reserves. 

27.  The  deduction  allowed  under  the  act  of  August  5,  1909,  of 
amounts  received  as  dividends  upon  stock  of  other  corporations  sub- 
ject to  the  tax  therein  imposed  is  not  allowed  under  the  act  of  Oc- 
tober 3,  1913. 

28.  In  the  case  of  assessment  insurance  companies,  whether  domes- 
tic or  foreign,  the  actual  deposits  of  sums  with  the  State  or  Terri- 
torial ofllcers  pursuant  to  law,  as  additions  to  guarantee  or  reserve 
funds  shall  be  treated  as  being  payments  required  by  law  to  reserve 
funds. 
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FORM    1031. 


To  be  Oiled  in  by  Collectors.  To  be   filled  in  by  Internal  Bevenae 

Bnreau. 

List  No Class 

District  of    Assessment  List 191 

Date  received 191  Page Line 


THE  PENALTY  for  failure  to  have  this  return  in  the  hands  of  the  Col- 
lector of  Internal  Revenue  on  or  before  March  1,  or  within  60  days  after  the 
close  of  the  fiscal  year,  is  a  sum  not  exceeding^  $10,000. 

(See  Instructions  on  reverse  o£  this  form.) 


UNITED  STATES  INTERNAL  REVENUE. 


RETURN  OF  ANNUAL  NET  INCOME. 

(Section  2,  Act  of  Congress   approved  October  3,   1913.) 


BANKS  AND  OTHER  FINANCIAL  INSTITUTIONS. 


Return  of  net  income  received  during  the  jfiggt^  ^^\    year  ended 

,  191      by a  cor- 

(Name  of  baulking  or  other  financial  institution.) 

poration,   the   principal   place  of  business   of   which   is   located    at 


City  or  Town  of 

(Street   and   No.) 


in  the  State  of 


(The   "year"   as  hereinafter  used  means   the   calendar   year   or   fiscal  year 
the   case   may    be.) 

1.  Total  amount  of  paid-up  capital  stock  outstanding  at 

close  of  the  year,  or  if  no  capital  stock,  the  capital  em- 
ployed in  the  business  at  the  close  of  the  year $ 

2.  Total  amount  of  bonded  and  other  indebtedness   out- 

standing at  close  of  year $ 
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3.  Gross  Income  (see  Note  A  and  instructions,  paragraphs 

10,  17,  18,  and  19.) $ 


DEDUCTIONS. 

I.  (a)  Total  amount  of  all  the  ordinary  and  nec- 
essary expenses  paid  within  the  year  in 
the  maintenance  and  operation  of  the 
business  and  properties  of  the  corpora- 
tion  exclusive   of   interest    payments. 

(See  Note  B.) $ 

(b)  All  rentals  or  other  payments  required  to 
be  made  as  a  condition  to  the  con- 
tinued use  or  possession  of  the  prop- 
erty. (See  paragraph  12  on  reverse  of 
this  form.) $ 

5.  (a)  Total  amount  of  losses  sustained  during 

the  year  not  compensated  by  Insur- 
ance or  otherwise $ 

(b)  Total  amount  of  depreciation  for  the  year  $ 

6.  (a)  Total  amount  of  Interest,  exclusive  of  in- 

terest on  deposits,  accrued  and  paid 
within  the  year  on  an  amount  of  bond- 
ed or  other  indebtedness  not  exceeding 
one-half  of  the  sum  of  its  Interest-bear- 
ing indebtedness  and  Its  paid-up  capital 
stock  outstanding  at  the  close  of  the 
year;  or  if  no  capital  stock,  the 
amount  of  Interest  paid  within  the 
year  on  an  amount  of  its  indebtedness 
not  exceeding  the  amount  of  capital 
employed  in  the  business  at  the  close 
of  the  year $ 

(b)  Total  amount  of  interest  paid  within  the 

year   on   deposits $ 

(c)  Total  amount  of  interest  received  upon 

obligations  of  a  State  or  political  sub- 
division thereof,  and  upon  the  obliga- 
tions of  the  United  States  or  its  pos- 
sessions      $ 

7.  (a)  Total  taxes  paid  during  the  year  imposed 

under  authority  of  the  United  States 

or  any  State  or  Territory  thereof....  $ 

(b)  Foreign  taxes  paid $ 

Total  Deductions $. 

8.  Net  Income  on  which  tax  at  1  per  centum  Is 

calculated   $ . 


State  of  County  of to  wit : 

President,  and ,  Treasurer,  of 

the  a  corporation,  whose 

return  of  annual  net  Income  Is  set  forth  above,  being  severally  duly 
sworn,  each  for  himself,  deposes  and  says  that  the  foregoing  report 
and  the  several  items  therein  set  forth  are,  to  his  best  knowledge  and 
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belief  and  from  such  Information  as  he  has  been  able  to  obtain,  true 
and  correct  in  each  and  every  particular ;  that  the  amount  of  gross 
income  therein  set  forth  is  the  full  amount  of  gross  Income,  without 
any  deduction  whatsoever,  received  from  all  sources  by  the  said  cor- 
poration during  the  year  stated,  and  that  the  net  income  therein 
set  forth  is  the  full  amount  upon  which  the  tax  at  1  per  centum  is 
to  be  calculated  and  assessed. 

Sworn  and  subscribed  to  before  me  this 
day  of  ,191 


SEAL    OF 

OFFICES 

TAKING 

AFFIDAVIT. 


President. 


Treasurer. 

(Official    capacity.) 


Note  A. — Gross  Income  shall  consist  of  the  total  revenues  derived  from  the 
operation  and  management  of  its  business  and  properties,  together  with  all 
amounts  of  income  from  other  sources,  including  dividends  received  on  stock 
of  other  organizations,  whether  subject  to  this  tax  or  not,  and  interest  re- 
ceived upon  obligations  of  a  State  or  political  subdivision  thereof,  and  upon 
the  obligations  of  the  United  States  or  its  possessions,  as  shown  by  entries 
upon  its  books  during  the  year  for  which  the  return  is  made. 

Note  B. — The  deductions  authorized  shall  include  all  expense  items  under  the 
various  heads  acknowledged  as  liabilities  by  the  corporation  making  the  re- 
turn and  entered  upon  its  books  during  the  year.  Amounts  of  income  ex- 
pended in  paying  dividends  on  stock,  preferred  or  common,  or  in  making  per- 
manent improvements  or  betterments,  etc.,  or  in  any  way  transferred  to  capital 
account,  should  not  be  deducted  in  ascertaining  annual  net  income.  Interest 
paid  on  mortgage  indebtedness  on  real  estate  occupied  or  used  by  a  corpora- 
tion may  be  deducted  under  Item  4,  if  the  interest  is  paid  as  a  rental  or  fran- 
chise charge,  payment  of  which  is  required  to  be  made  as  a  condition  to  the 
continued  use  and  possession  of  the  property.  The  amount  so  paid  and  included 
in  Item  4  should  be  stated  separately  under  Item  4  (b).  (See  paragraph  12  on 
reverse  of  this  form.) 


[Reverse  of  Form  1031.] 

INSTRUCTIONS. 


SPECIAL  NOTICE.— This  form,  properly  filled  out  and  executed, 
must  be  in  the  hands  of  the  Collector  of  Internal  Revenue  for  the  dis- 
trict in  which  is  located  the  principal  business  office  of  the  corporation 
making  the  return,  on  or  before  March  I,  in  case  the  return  is  based 
on  the  calendar  year,  or  within  60  days  aft^r  the  expiration  of  the 
fiscal  year  in  case  the  return  is  made  on  that  basis. 

For  failure  to  comply  with  this  provision  of  the  law,  the  amount  of 
the  assessment  is  increased  50  per  cent  and  liability  to  a  specific  pen-' 
alty  not  exceeding  $10,000  is  incurred. 

1.  This  return  of  annual  net  income  should  be  filed  with  the  Col- 
lector of  Internal  Revenue  of  the  district  In  which  the  corporation 
has  its  principal  place  of  business. 

2.  The  principal  place  of  business  as  used  in  the  act  and  in  these 
regulations  is  held  to  mean  the  place  in  which  the  books  of  account 
and  other  data  to  be  used  in  preparing  the  return  of  annual  net  in- 
come are  ordinarily  kept. 
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3.  Returns  must  be  verified  by  two  officers  of  the  corporation ;  that 
is,  by  two  individuals,  namely,  tlie  president,  vice  president,  or  other 
principal  officer,  and  treasurer  or  assistant  treasurer,  or  chief  finan- 
cial officer. 

4.  The  affidavit  of  verification  must  be  made  before  a  notary  pub- 
lic or  some  other  officer  qualified  to  administer  oaths,  and  the  seal 
of  the  attesting  officer,  if  such  officer  is  required  by  law  to  have  a 
seal,  must  be  impressed  on  the  return  in  the  space  reserved  for  that 
purpose. 

5.  The  return  must  be  true  and  accurate  in  every  respect  and  must 
disclose  all  the  income  arising,  accruing,  or  received  from  all  sources 
during  the  year  for  which  the  return  is  made. 

6.  If  the  return  is  based  upon  the  calendar  year  it  should  be  filed 
with  the  collector  on  or  before  the  first  day  of  March  next  succeed- 
ing such  calendar  year.  If  it  is  made  on  the  basis  of  business  trans- 
acted during  a  fiscal  year,  duly  designated  in  accordance  with  the 
law  and  the  regulations,  the  return  must  be  filed  with  the  collector 
on  or  before  the  last  day  of  the  60-day  period  next  following  the  date 
designated  as  the  close  of  the  fiscal  year. 

7.  In  case  of  sickness  or  absence  of  an  officer  required  to  verify  the 
return,  the  collector  of  the  district  is  authorized  to  extend  the  time 
for  filing  such  return  not  exceeding  30  days  from  the  date  when  such 
return  is  otherwise  due.  Application  for  such  extension  should  be 
made  prior  to  the  date  when  the  return  is  due,  or  within  the  thirty- 
day  period  for  which  such  extension  is  desired  and  can  be  granted. 

8.  Item  No.  1  of  the  schedule  on  the  obverse  of  this  form  should 
not  include  unissued  or  treasury  stock,  but  only  such  stock  as  has 
actually  been  issued  and  for  which  payment  has  been  received;  or, 
In  case  no  stock  is  issued,  there  should  be  reported  under  this  item 
the  amount  of  capital  actually  employed  in  the  business  and  property 
of  the  corporation.  In  cases  wherein  the  capital  stock  is  issued 
payable  in  installments  or  upon  assessment,  only  so  much  of  the  cap- 
ital as  has  been  actually  paid  in  upon  such  installments  or  assess- 
ments should  be  reported  under  this  item. 

9.  Item  No.  2  should  include  all  interest-bearing  indebtedness  for 
the  payment  of  which  the  corporation  or  its  property  is  bound.  In 
case  of  banking  corporations  and  like  financial  institutions,  deposits 
should  not  be  reported  as  indebtedness  under  this  head. 

10.  Item  No.  8  of  the  return  form  (gross  income)  should  include 
aU  income  derived  from  the  operations  and  management  of  the  busi- 
ness and  properties,  together  with  all  actual  increases  in  value  by  ap- 
praisement, adjustment,  or  otherwise  in  the  value  of  the  assets 
which  have  been  taken  up  on  the  books  as  income  or  credited  to 
profit  and  loss  during  the  year.  In  the  case  of  a  corporation  organ- 
ized, authorized,  or  existing  under  the  laws  of  any  foreign  coun- 
try, the  gross  income  to  be  returned  is  the  gross  amount  of  its  in- 
come for  the  year  resulting  from  business  transacted  and  capital  in- 
vested within  the  United  States. 

11.  Item  No.  4  (a)  should  include  the  total  amount  of  all  ordinary 
and  necessary  expenses  paid  out  of  earnings  in  the  maintenance  and 
operation  of  the  business  and  properties  of  the  corporation,  etc.,  ex- 
clusive of  interest  and  other  payments  to  be  listed  under  their  re- 
spective heads  on  the  return  forms. 

12.  Item  No.  4  (b)  should  include  all  rentals  or  other  payments  re- 
quired to  be  made  as  a  condition  to  the  continued  use  or  possession 
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of  the  property.  In  cases  where  interest  on  a  mortgage  on  property 
occupied  or  used  by  the  corporation  is  paid  as  a  condition  to  its  pos- 
session and  use,  thus  becoming  in  the  nature  of  a  rental  charge,  such 
interest  charge  may  be  included  in  the  deduction  under  this  item. 
Mortgage  indebtedness,  assumed  or  unassumed,  on  property  to  which 
the  corporation  has  taken  or  is  taking  title,  or  in  which  It  has  an 
equity,  or  in  the  acquirement  of  which  the  mortgage  was  considered 
a  part  of  the  purchase  price,  is  held  to  be  a  debt  of  the  corporation 
and  interest  paid  on  such  indebtedness  will  be  deductible  only  under 
Item  6  of  the  return. 

13.  The  amount  claimed  under  Item  No.  5  (b)  for  depreciation 
should  be  such  an  amount  as  measures  the  loss  which  the  corporation 
actually  sustains  during  the  year  in  the  value  of  buildings,  machin- 
ery, and  such  other  property  as  is  subject  to  depreciation  on  account 
of  wear  and  tear,  exhaustion,  or  obsolescence.  The  amount  taken 
credit  for  on  this  account  in  order  to  be  allowable  should  be  so  en- 
tered on  the  books  as  to  constitute  a  liability  against  the  assets  of 
the  corporation.  The  amount  claimed  under  this  item  should  not 
cover  losses  in  the  value  of  stocks  and  bonds.  Decrease  in  the  book 
value  of  securities  owned,  so  far  as  such  decrease  represents  a  de- 
cline in  the  actual  value  of  such  securities,  should  be  deducted  under 
Item  5  (a)  of  the  return. 

14.  Where  depreciation  of  physical  property  Is  made  good  by  re- 
newals, replacements,  repairs,  etc.,  and  the  expense  of  such  renewals, 
replacements,  repairs,  etc.,  is  charged  to  the  general  expense  account, 
no  deduction  for  depreciation  can  be  made  in  the  return  of  annual 
net  income.  Where  a  depreciation  reserve  is  set  up,  all  renewals  and 
replacements  must  be  charged  to  such  reserve  and  the  addition  to 
this  reserve  each  year  must  be  a  fair  measure  of  the  loss  which  the 
corporation  sustains  by  reason  of  the  depreciation  of  its  property. 

15.  The  amount  of  interest  deductible  is  the  amount  of  interest  ac- 
crued and  paid  within  the  year  on  bonded  or  other  indebtedness  not 
exceeding  one-half  of  the  sum  of  interest-bearing  indebtedness  and  the 
paid-up  capital  stock  outstanding  at  the  close  of  the  year,  or  if  no 
capital  stock,  the  amount  of  interest  paid  within  the  year  on  an 
amount  of  indebtedness  not  exceeding  the  amount  of  capital  em- 
ployed in  the  business  at  the  close  of  the  year ;  or  in  case  of  a  cor- 
poration, joint  stock  company  or  association,  or  insurance  company 
organized  under  the  laws  of  a  foreign  country,  interest  so  paid  on  its 
bonded  or  other  indebtedness  to  an  amount  of  such  bonded  or  oth- 
er indebtedness  not  exceeding  the  proportion  of  its  paid-up  capital 
stock  outstanding  at  the  close  of  the  year,  or  if  no  capital  stock,  the 
amount  of  capital  employed  in  the  Imsiness  at  the  close  of  the  year, 
which  the  gross  amount  of  its  income  for  the  year  from  business 
transacted  and  capital  invested  within  the  United  States  bears  to  the 
gross  amount  of  its  income  derived  from  all  sources  within  and 
without  the  United  States.  All  interest  deductions  must  be  claimed 
under  Item  6  on  the  return  form. 

16.  Dividends  declared  or  paid  are  not  deductible  from  gross  in- 
come. 

17.  Dividends  received  upon  the  stock  of  other  corporations  must 
be  Included  in  gross  income  and  are  not  deductible  therefrom  in  the 
ascertainment  of  the  net  income  on  which  the  tax  is  computed. 

18.  Interest  received  upon  the  obligations  of  a  State  or  any  politi- 
cal subdivision  thereof,  and  upon  the  obligations  of  the  United  States 
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or  its  possessions,  should  be  included  in  gross  income,  as  well  as 
all  other  Interest  due  and  accrued  during  the  period  for  which  re- 
turn is  made. 

19.  Accrued  interest  is  considered  to  be  interest  due  and  payable, 
except  in  the  cases  of  banking  or  other  similar  institutions  which 
close  their  accounts  on  the  basis  of  the  interest  earned.  In  all  cases 
the  accrued  interest  shall  be  reported  on  the  basis  on  which  the  books 
are  closed. 

20.  Taxes  deductible  in  the  return  are  such  taxes,  actually  paid 
within  the  year,  as  are  imposed  by  authority  of  the  United  States 
or  of  any  State  or  Territory  thereof,  or  by  the  government  of  any  for- 
eign country,  not  including  taxes  paid  by  a  corporation,  pursuant  to 
guaranty,  on  its  bonds  or  the  income  therefrom  and  not  including 
those  taxes  assessed  against  local  benefits.  A  reserve  for  taxes,  as 
such,  is  not  deductible. 

21.  The  gross  income  of  mercantile  corporations  should  be  ascer- 
tained in  the  following  manner:  From  the  sum  of  the  total  sales  dur- 
ing the  year  plus  the  sum  of  the  inventory  at  the  end  of  the  year, 
deduct  the  sum  of  the  inventory  at  the  beginning  of  the  year  plus 
the  cost  of  the  goods  and  materials  purchased  during  the  year;  to 
this  difference  add  the  income  received  from  any  other  source  and 
the  result  will  be  the  gross  income  to  be  reported  under  Item  No.  3 
of  the  return. 

22.  Gross  income  in  the  case  of  a  manufacturing  corporation  shall 
include  the  total  receipts  from  the  sale  of  all  manufactured  goods 
sold  during  the  year  plus  any  increase  in  the  inventoried  value  as- 
certained through  an  accounting  of  the  finished  and  unfinished 
product,  raw  material,  etc.,  on  hand  at  the  close  of  the  year. 

23.  To  the  income  thus  ascertained  there  should  be  added  the  in- 
come arising,  accruing,  or  received  from  any  and  all  other  sources, 
the  aggregate  thus  ascertained  to  be  the  gross  income  to  be  returned 
under  Item  No.  3  of  the  return  form.  Since  the  gross  income  thus 
ascertained  represents  the  total  receipts  as  well  as  the  inventoried 
value  of  finished  and  unfinished  products,  raw  material,  etc.,  the  cor- 
poration will  include  in  its  deduction  under  Item  No.  4  all  expendi- 
tures for  material,  labor,  fuel,  and  other  items  going  to  make  up  the 
cost  of  the  goods  sold  or  inventoried  at  the  end  of  the  year. 
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FOKM    1033. 


To  be  filled  in  by  CoUectoTs,  To   be   filled  In  by  Internal  Revenne 

Bureau. 

List  No Class 

District  of    Assessment  List ,  191 

Date  received ,  191  Page Line 

THE  FENAIiTT  for  failure  to  have  this  return  in  the  hands  of  the  Col- 
lector of  Internal  Revenue  on  or  before  March  1«  or  within  60  days  after  the 
close  of  the  fiscal  year,  is  a  sum  not  exceeding  $10,000. 

(See  instructions  on  reverse  of  this  form.) 


UNITED  STATES  INTERNAL  REVENUE. 


RETURN  OF  ANNUAL  NET  INCOME. 

(Section  2,   Act  of  Congress   approved   October  3,   1913.) 


PUBLIC  SERVICE  CORPORATIONS. 


Return  of  net  Income  received  during  the  ]«tit?       f    y^^""  ended 


,  191      by the  principal  place 

(Name  of  corporation.  Joint  stock  company,  or  association.) 

of  business  of  which  is  located  at City  or 

(Street   and   No.) 
Town  of in  the  State  of 


(Tlie  "year"   as  hereinafter  used  means  the  calendar  year  or  fiscal  year  as 
the   case   may    be.) 

1.  Total  amount  of  paid-up  capital  stock  outstanding  at 

close  of  the  year,  or  if  no  capital  stock,  the  capital 
employed  in  the  business  at  the  close  of  the  year. ...  $ 

2.  Total  amount  of  bonded  and  other  indebtedness  out- 

standing at  close  of  year $ 
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3.  Gross  income  (see  Note  A  and  instructions,  paragraphs 

10,  17,  18,  and  19.) $ 


DEDUCTIONS. 

4.  (a)  Total  amount  of  all  the  ordinaiy  and  nec- 

essary expenses  paid  within  the  year 
in  the  maintenance  and  operation  of 
the  business  and  properties  of  the  cor- 
poration, exclusive  of  interest  pay- 
ments.   (See  Note  B.) $ 

(b)  All  rentals  or  other  payments  required  to 
he  made  as  a  condition  to  the  continu- 
ed use  or  possession  of  the  property. 
(See  paragraph  12  on  reverse  of  this 
form.)  ? 

5.  (a)  Total  amount  of  losses  sustained  during 

the  year  not  compensated  by  Insur- 
ance or  otherwise $ 

(b)  Total  amount  of  depreciation  for  the  year. 

(See  paragraphs  13  and  14.) $ 

6.  (a)  Total    amount    of    interest    accrued    and 

paid  within  the  year  on  an  amount  of 
bonded  or  other  indebtedness  not  ex- 
ceeding one-half  of  the  sum  of  its  in- 
terest-bearing indebtedness  and  its 
paid-up  capital  stock  outstanding  at 
the  close  of  the  year,  or  if  no  capital 
stock,  the  amount  of  interest  paid  with- 
in the  year  on  an  amount  of  its  indebt- 
edness not  exceeding  the  amount  of 
capital  employed  in  the  business  at  the 

close  of  the  year ? 

(b)  Total  amount  of  interest  received  upon 
obligations  of  a  State  or  political  sub- 
division thereof,  and  upon  the  obli- 
gations of  the  United  States  or  its  pos- 
sessions      $ 

7.  (a)  Total    taxes   paid   during   the  year,   im- 

posed under  authority  of  the  Unit- 
ed States   or  any   State  or  Territory 

thereof  $ 

(b)  Foreign  taxes  paid $ 

Total  deductions $. 

8.  Net  income  on  which  tax  at  1  per  centum 

is  calculated $. 


State  of   County  of 

to  wit: 

President,  and ,  Treasurer,  of 

the  ,  a  corporation,  whose  re- 
turn of  annual  net  income  is  set  forth  above,  being  severally  duly 
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sworn,  each  for  himself,  deposes  and  says  that  the  foregoing  report 
and  the  several  items  therein  set  forth  are,  to  his  best  knowledge 
and  belief  and  from  such  information  as  he  has  been  able  to  obtain, 
true  and  correct  In  each  and  every  particular;  that  the  amount  of 
gross  income  therein  set  forth  is  the  full  amount  of  gross  income, 
without  any  deduction  whatsoever,  received  from  all  sources  by  the 
said  corporation  during  the  year  stated,  and  that  the  net  income 
therein  set  forth  is  the  full  amount  upon  which  the  tax  at  1  per 
centum  is  to  be  calculated  and  assessed. 

Sworn  and  subscribed  to  before  me  this 
day  of  191 


SEAL    OF 

OFFICER 

TAKING 

AFFIDAVIT. 


President. 
Treasurer. 


(Official  capacity.) 


Note  A. — Gross  income  shall  consist  of  the  total  revenues  derived  from  the 
operation  and  management  of  its  business  and  properties,  together  with  all 
amounts  of  income  from  other  sources,  including  dividends  received  on  stock 
of  other  organizations,  whether  subject  to  this  tax  or  not,  and  interest  re- 
ceived upon  obligations  of  a  state  or  political  subdivision  thereof,  and  upon 
the  obligations  of  the  United  States  or  its  possessions,  as  shown  by  entries  upon 
its  books  during  the  year  for  which  return   is  made. 

Note  B. — The  deductions  authorized  shall  include  all  expense  items  under 
the  various  heads  acknowledged  as  liabilities  by  the  corporation  making  the  re- 
turn and  entered  upon  its  books  during  the  year.  Amounts  of  income  expended, 
in  paying  dividends  on  stock,  preferred  or  common,  or  in  making  permanent 
improvements  or  betterments,  etc.,  or  in  any  way  transferred  to  capital  ac- 
count, should  not  be  deducted  in  ascertaining  annual  net  income.  Interest  paid 
on  mortgage  indebtedness  on  real  estate  occupied  or  used  by  a  corporation  may 
be  deducted  under  Item  4,  if  the  interest  is  paid  as  rental  or  franchise  charge, 
payment  of  which  is  required  to  be  made  as  a  condition  to  the  continued  use 
and  possession  of  the  property.  The  amount  so  paid  and  included  in  Item  4 
should  be  stated  separately  under  Item  4  (b).  (See  paragraph  12  on  reverse 
of  this  form.) 


[Reverse  of  Form   1032.] 

INSTRUCTIONS. 


SPECIAL  NOTICE.— This  form,  properly  filled  out  and  executed, 
must  be  in  the  hands  of  the  Collector  of  Internal  Revenue  for  the  dis- 
trict in  which  Is  located  the  principal  business  office  of  the  corporation 
making  the  return,  on  or  before  March  I,  in  case  the  return  is  based 
on  the  calendar  year,  or  within  60  days  after  the  expiration  of  the 
fiscal  year  in  case  the  return  is  made  on  that  basis. 

For  failure  to  comply  with  this  provision  of  the  law,  the  amount  of 
the  assessment  is  increased  50  per  cent  and  liability  to  a  specific  pen- 
alty not  exceeding  $10,000  is  Incurred. 

1.  This  return  of  annual  net  income  should  be  filed  with  the  Col- 
lector of  Internal  Revenue  of  the  district  in  which  the  corporation 
has  its  principal  place  of  business. 
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2.  The  principal  place  of  business  as  used  In  the  act  and  in  these 
regulations  is  held  to  mean  the  place  in  which  the  boolis  of  account 
and  other  data  to  be  used  in  preparing  the  return  of  annual  net  in- 
come are  ordinarily  Isept. 

3.  Returns  must  be  verified  by  two  officers  of  the  corporation ;  that 
is,  by  two  individuals,  namely,  the  president,  vice  president,  or  oth- 
er principal  officer,  and  treasurer  or  assistant  treasurer,  or  chief 
financial  officer. 

4.  The  affidavit  of  verification  must  be  made  before  a  notary  pub- 
lic or  some  other  officer  qualified  to  administer  oaths,  and  the  seal 
of  the  attesting  officer,  if  such  officer  is  required  by  law  to  have  a 
seal,  must  be  impressed  on  the  return  in  the  space  reserved  for  that 
purpose. 

5.  The  return  must  be  true  and  accurate  in  every  respect  and  must 
disclose  all  the  income  arising,  accruing,  or  received  from  all  sourc- 
es during  the  year  for  which  the  return  is  made. 

6.  If  the  return  is  based  upon  the  calendar  year  it  should  be  filed 
with  the  collector  on  or  before  the  first  day  of  March  next  succeed- 
ing such  calendar  year.  If  it  is  made  on  the  basis  of  business 
transacted  during  a  fiscal  year,  duly  designated  in  accordance  with 
the  law  and  the  regulations,  the  return  must  be  filed  with  the  col- 
lector on  or  before  the  last  day  of  the  60-day  period  next  following 
the  date  designated  as  the  close  of  the  fiscal  year. 

7.  In  case  of  sicliness  or  absence  of  an  officer  required  to  verify 
the  return,  the  collector  of  the  district  is  authorized  to  extend  the 
time  for  filing  such  return  not  exceeding  30  days  from  the  date  when 
such  return  is  otherwise  due.  Application  for  such  extension  should 
be  made  prior  to  the  date  when  the  return  is  due,  or  within  the  thir- 
ty-day period  for  which  such  extension  is  desired  and  can  be  granted. 

8.  Item  No.  1  of  the  schedule  on  the  obverse  of  this  form  should 
not  Include  unissued  or  treasury  stocls,  but  only  such  stock  as  has 
actually  been  Issued  and  for  which  payment  has  been  received ;  or, 
in  case  no  stock  is  issued,  there  should  be  reported  under  this  Item 
the  amount  of  capital  actually  employed  in  the  business  and  property 
of  the  corporation.  In  cases  wherein  the  capital  stock  Is  issued  pay- 
able in  installments  or  upon  assessment,  only  so  much  of  the  capital 
as  has  been  actually  paid  in  upon  such  Installments  or  assessments 
should  be  reported  under  this  item. 

9.  Item  No.  2  should  include  all  interest-bearing  indebtedness  for 
the  payment  of  which  the  corpdration  or  Its  property  Is  bound.  In 
case  of  banking  corporations  and  like  financial  institutions,  depos- 
its should  not  be  reported  as  indebtedness  under  this  head. 

10.  Item  No.  3  of  the  return  form  (gross  Income)  should  include 
all  income  derived  from  the  operations  and  management  of  the  busi- 
ness and  properties,  together  with  all  actual  Increases  in  value  by 
appraisement,  adjustment,  or  otherwise  in  the  value  of  the  assets 
which  have  been  taken  up  on  the  books  as  Income  or  credited  to 
profit  and  loss  during  the  year.  In  the  case  of  a  corporation  or- 
ganized, authorized,  or  existing  under  the  laws  of  any  foreign  coun- 
try, the  gross  income  to  be  returned  is  the  gross  amount  of  its  in- 
come for  the  year  resulting  from  business  transacted  and  capital  in- 
vested within  the  United  States. 

11.  Item  No.  4  (a)  should  include  the  total  amount  of  all  ordinary 
and  necessary  expenses  paid  out, of  earnings  in  the  maintenance  and 
operation  of  the  business  and  properties  of  the  corporation,  etc.,  ex- 
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elusive  of  Interest  and  other  payments  to  be  listed  under  their  re- 
spective heads  on  the  return  forms. 

12.  Item  No.  4  (b)  should  include  all  rentals  or  other  payments  re- 
quired to  be  made  as  a  condition  to  the  continued  use  or  possession 
of  the  property.  In  cases  where  interest  on  a  mortgage  on  property 
occupied  or  used  by  the  corporation  is  paid  as  a  condition  to  its  pos- 
session and  use,  thus  becoming  in  the  nature  of  a  rental  charge,  such 
interest  charge  may  be  included  in  the  deduction  under  this  item. 
Mortgage  indebtedness,  assumed  or  unassumed,  on  property  to  which 
the  corporation  has  taken  or  is  taking  title,  or  in  which  it  has  an 
equity,  or  in  the  acquirement  of  which  the  mortgage  was  considered 
a  part  of  the  purchase  price,  is  held  to  be  a  debt  of  the  corporation 
and  Interest  paid  on  such  indebtedness  will  be  deductible  only  tinder 
Item  6  of  the  return. 

13.  The  amount  claimed  under  Item  No.  5  (b)  for  depreciation 
should  be  such  an  amount  as  measures  the  loss  which  the  corpora- 
tion actually  sustains  during  the  year  in  the  value  of  buildings,  ma- 
chinery, and  such  other  property  as  is  Subject  to  depreciation  on  ac- 
count of  wear  and  tear,  exhaustion,  or  obsolescence.  The  amount 
taken  credit  for  on  this  account  in  order  to  be  allowable  should  be 
so  entered  on  the  books  as  to  constitute  a  liability  against  the  as- 
sets of  the  corporation.  The  amount  claimed  under  this  item  should 
not  cover  losses  in  the  value  of  stocks  and  bonds.  Decrease  in  the 
book  value  of  securities  owned,  so  far  as  such  decrease  represents  a 
decline  in  the  actual  value  of  such  securities,  should  be  deducted  un- 
der Item  5  (a)  of  the  return. 

14.  Where  depreciation  of  physical  property  is  made  good  by  re- 
newals, replacements,  repairs,  etc.,  and  the  expense  of  such  renew- 
als, replacements,  repairs,  etc.,  is  charged  to  the  general  expense  ac- 
count, no  deduction  for  depreciation  can  be  made  in  the  return  of 
annual  net  income.  Where  a  depreciation  reserve  is  set  up,  all  re- 
newals and  replacements  must  be  charged  to  such  reserve  and  the 
addition  to  this  reserve  each  year  must  be  a  fair  measure  of  the 
loss  which  the  corporation  sustains  by  reason  of  the  depreciation 
of  its  property. 

15.  The  amount  of  interest  deductible  is  the  amount  of  interest  ac- 
crued and  paid  within  the  year  on  bonded  or  other  indebtedness  not 
exceeding  one-half  of  the  sum  of  interest-bearing  indebtedness  and  the 
paid-up  capital  stock  outstanding  at  the  close  of  the  year,  or  if  no 
capital  stock,  the  amount  of  Interest  paid  within  the  year  on  an 
amount  of  indebtedness  not  exceeding  the  amount  of  capital  em- 
ployed in  the  business  at  the  close  of  the  year ;  or  in  case  of  a  cor* 
poration,  joint  stock  company  or  association,  or  insurance  company 
organized  under  the  laws  of  a  foreign  country,  interest  so  paid  on 
its  bonded  or  other  indebtedness  to  an  amount  of  such  bonded  or  oth- 
er indebtedness  not  exceeding  the  proportion  of  its  paid-up  capital 
stock  outstanding  at  the  close  of  the  year,  or  if  no  capital  stock,  the 
amount  of  capital  employed  in  the  business  at  the  close  of  the  year, 
which  the  gross  amount  of  its  income  for  the  year  from  business 
transacted  and  capital  invested  within  the  United  States  bears  to 
the  gross  amount  of  its  income  derived  from  all  sources  within  and 
without  the  United  States.  All  interest  deductions  must  be  claimed 
under  Item  6  on  the  return  form. 

16.  Dividends  declared  or  paid  are  not  deductible  from  gross  in- 
come. 
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17.  Dividends  received  upon  the  stocTc  of  other  corporations  must 
be  included  in  gross  income  and  are  not  deductible  therefrom  in  tlie 
ascertainment  of  the  net  income  on  which  the  tax  is  computed. 

18.  Interest  received  upon  the  obligations  of  a  State  or  any  politi- 
cal subdivision  thereof,  and  upon  the  obligations  of  the  United  States 
or  its  possessions,  should  be  included  in  gross  income,  as  well  as  all 
other  interest  due  and  accrued  during  the  period  for  which  return  is 
made. 

19.  Accrued  interest  is  considered  to  be  interest  due  and  payable, 
except  in  the  eases  of  banking  or  other  similar  institutions  which 
close  their  accounts  on  the  basis  of  the  interest  earned.  In  all  cases 
the  accrued  interest  shall  be  reported  on  the  basis  on  which  the 
books  are  closed. 

20.  Taxes  deductible  in  the  return  are  such  taxes,  actually  paid 
within  the  year,  as  are  imposed  by  authority  of  the  United  States  or 
of  any  State  or  Territory  thereof,  or  by  the  government  of  any  for- 
eign country,  not  including  taxes  paid  by  a  corporation,  pursuant  to 
guaranty,  on  its  bonds  or  the  income  therefrom  and  not  including 
those  taxes  assessed  against  local  benefits.  A  reserve  for  taxes,  as 
such,  is  not  deductible. 

21.  The  gross  income  of  mercantile  corporations  should  be  ascer- 
tained in  the  following  manner:  From  the  sum  of  the  total  sales 
during  the  year  plus  the  sum  of  the  inventory  at  the  end  of  the  year, 
deduct  the  sum  of  the  inventory  at  the  beginning  of  the  year  plus  the 
cost  of  the  goods  and  materials  purchased  during  the  year;  to  this 
difference  add  the  income  received  from  any  other  source  and  the 
result  will  be  the  gross  income  to  be  reported  under  Item  No.  3  of 
the  return. 

22.  Gross  income  in  the  case  of  a  manufacturing  corporation  shall 
include  the  total  receipts  from  the  sale  of  all  manufactured  goods 
sold  during  the  year  plus  any  increase  in  the  inventoried  value  as- 
certained through  an  accounting  of  the  finished  and  unfinished 
product,  raw  material,  etc.,  on  hand  at  the  close  of  the  year. 

23.  To  the  income  thus  ascertained  there  should  be  added  the  in- 
come arising,  accruing,  or  received  from  any  and  all  other  sources, 
the  aggregate  thus  ascertained  to  be  the  gross  income  to  be  returned 
under  Item  No.  3  of  the  return  form.  Since  the  gross  income  thus 
ascertained  represents  the  total  receipts  as  well  as  the  Inventoried 
value  of  finished  and  unfinished  products,  raw  material,  etc.,  the 
corporation  will  include  in  its  deduction  under  Item  No.  4  all  ex- 
penditures for  material,  labor,  fuel,  and  other  items  going  to  make 
up  the  cost  of  the  goods  sold  or  inventoried  at  the  end  of  the  year. 

(754) 


Form  1033)  official  forms  (Appdj 


FORM    1033. 


To  be  filled  in  by  CoIlectoTs.  To  be   filled  in  br   Internal  Bevenue 

Bureau. 

List  No Class 

District  of    Assessment  List 191 

Date  received ,  191  Page Line 

THE  PENAI,TY  for  failure  to  hare  this  return  In  the  hands  of  the  Col- 
lector of  Internal  Bevenue  on  or  before  March  1,  or  witiiin  00  days  after  the 
close  of  the  fiscal  year,  is  a  snm  not  exceeding  ¥10,000. 

(See  instructions  on  reverse  of  this  form.) 


UNITED  STATES  INTERNAL  REVENUE. 


RETURN  OF  ANNUAL  NET  INCOME. 

(Section  2,  Act  of  Congress   approved  October  3,   1913.) 


MANUFACTURING  CORPORATIONS. 


Return  of  net  income  received  during  the  ]gg„n?  ^"^f    year  ended 

,  191    by 

(Name  of  corporation,  Joint  stock  company,  or  association.) 

the  principal  place  of  business  of  which  is  located  at 

(Street   and    No.) 

City  or  Town  of In  the  State  of 


(The  "year"  as  hereinafter  used  means  the  calendar  year  or  fiscal  year 
the  case   may   be.) 

1.  Total  amount  of  paid-up  capital  stock  outstanding  at 

close  of  the  year,  or  if  no  capital  stock,  the  capital 
employed  in  the  business  at  the  close  of  the  year. ...  $ 

2.  Total  amount  of  bonded  and  other  indebtedness   out- 

standing at  close  of  year $ 
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3.  Gross  income  (see  Note  A  and  instructions,  paragraphs 

10,  17,  18,  19,  22,  and  23.) $ 

DEDUCTIONS. 

4.  (a)  Total  amount  of  all  the  ordinary  and  nec- 

essary expenses  paid  within  the  year  In 
the  maintenance  and  operation  of  the 
business  and  properties  of  the  corpora- 
tion exclusive  of  interest  payments  (see 

Note  B  and  paragraph  23.) ? 

(b)  All  rentals  or  other  payments  required  to 
be  made  as  a  condition  to  the  continued 
use  or  possession  of  the  property  (see 
paragraph  12  on  reverse  of  this  form.)  $ 

5.  (a)  Total  amount  of  losses  sustained  during 

the  year  not  compensated  by  insurance 

or  otherwise $ 

(b)  Total  amount  of  depreciation  for  the  year 

(see  paragraphs  13  and  14.) $ 

6.  (a)  Total   amount   of    interest    accrued    and 

paid  within  the  year  on  an  amount 
of  bonded  or  other  indebtedness 
not  exceeding  one-half  of  the  sum  of 
its  interest-bearing  Indebtedness  and 
its  paid-up  capital  stock  outstanding  at 
the  close  of  the  year ;  or  if  no  capital 
stock,  the  amount  of  interest  paid  with- 
in the  year  on  an  amount  of  its  indebt- 
edness not  exceeding  the  amount  of 
capital  employed  In  the  business  at  the 

close  of  the  year $ 

(b)  Total  amount  of  interest  received  upon  the 
obligations  of  a  State  or  political  sub- 
division thereof,  and  upon  the  obliga- 
tions of  the  United  States  or  its  pos- 
sessions     ? 

7.  (a)  Total  taxes  paid  during  the  year,  imposed 

under  authority  of  the  United  States 

or  any  State  or  Territory  thereof $ 

(b)  Foreign  taxes  paid if 

Total  deductions $ 

8.  Net  income  on  which  tax  at  1  per  centum 

is  calculated $ 


Note. — The  above  blank  spaces  for  figures  should  show  the  amount  of  each 
respective  item.  If  there  is  nothing  to  return  as  to  any  item,  the  word  "none" 
must  be  written  in  such  blank  spaces. 


State  of County  of , 

to  wit: 

President  and ,  Treasurer,  of 

the  ,  a  corporation,  whose 
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return  of  annual  net  income  Is  set  forth  above,  being  severally  duly 
sworn,  each  for  himself,  deposes  and  says  that  the  foregoing  re- 
port and  the  several  items  therein  set  forth  are,  to  his  best  knowl- 
edge and  belief  and  from  such  information  as  he  has  been  able  to 
obtain,  true  and  correct  in  each  and  every  particular ;  that  the  amount 
of  gross  income  therein  set  forth  is  the  full  amount  of  gross  income, 
vfithout  any  deduction  whatsoever,  received  from  all  sources  by  the 
said  corporation  during  the  year  stated,  and  that  the  net  income 
therein  set  forth  is  the  full  amount  upon  which  the  tax  at  1  per 
centum  Is  to  be  calculated  and  assessed. 

Sworn  and  subscribed  to  before  me  this 
day  oE 191 


SEAIi    OF 

OFFICER 

TAKING 

AFFIDAVIT. 


President. 


Treasurer. 

(Official  capacity.) 


Note  A. — Gross  income  in  the  case  of  a  manufacturing  corporation  shall  in- 
clude the  total  receipts  from  all  manufactured  goods  sold  during  the  year,  in- 
creased or  decreased  accordingly  as  there  is  gain  or  loss  ascertained  through 
an  accounting  or  inventory  of  the  finished  and  unfinished  product,  raw  mate- 
rial, etc.,  on  hand  at  the  close  of  the  year.  To  the  income  thus  ascertained 
there  should  be  added  the  income  received  from  any  and  all  other  sources, 
including  dividends  received  on  stock  of  other  organizations,  whether  subject 
to  this  tax  or  not,  and  interest  received  on  the  obligations  of  a  State  or  po- 
litical subdivision  thereof,  and  interest  received  on  the  obligations  of  the  United 
States  or  its  possessions,  the  aggregate  to  be  the  gross  income  returned. 

Note  B.— The  deductions  authorized  shall  include  all  expense  items  under  the 
various  heads  acknowledged  as  liabilities  by  the  corporation  making  the  re- 
turn and  entered  on  its  books  during  the  year.  "Total  amount  of  all  ordinary 
and  necessary  expenses,"  etc.,  shall  include  expenditures  for  material,  labor, 
salaries,  wages,  fuel,  and  other  expenses  incident  to  the  cost  of  the  finished 
product.  Amounts  of  income  expended  in  paying  dividends  on  stocky  preferred 
or  common,  or  in  making  permanent  improvements  or  'betterments,  etc.,  or  in 
any  way  transferred  to  property  account,  should  not  be  deducted  in  ascertain- 
ing the  net  income  upon  which  the  tax  is  computed.  Interest  paid  as  rental  or 
in  lieu  of  rental  is  deductible  under  Item  4  (b).  (See  paragraph  12  on  the 
reverse  of  this  form.) 


[Reverse  of  Form   1033.] 

INSTRUCTIONS. 


SPECIAL  NOTICE.— This  form,  properly  filled  out  and  executed, 
must  be  in  the  hands  of  the  Collector  of  internal  Revenue  for  the  dis- 
trict in  which  is  located  the  principal  business  office  of  the  corporation 
making  the  return,  on  or  before  March  I,  in  case  the  return  is  based 
on  the  calendar  year,  or  within  60  days  after  the  expiration  of  the 
fiscal  year  in  case  the  return  is  made  on  that  basis. 

For  failure  to  comply  with  this  provision  of  the  law,  the  amount  of 
the  assessment  is  increased  50  per  cent  and  liability  to  a  specific  pen- 
alty not  exceeding  $10,000  is  incurred. 

1.  This  return  of  annual  net  income  should  be  filed  with  the  Col- 
lector of  Internal  Revenue  of  the  district  in  which  the  corporation 
has  its  principal  place  of  business.  / 
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2.  The  principal  place  of  business  as  used  in  the  act  and  in  these 
regulations  is  held  to  mean  the  place  in  which  the  books  of  account 
and  other  data  to  be  used  in  preparing  the  return  of  annual  net  in- 
come are  ordinarily  kept. 

3.  Returns  must  be  verified  by  two  officers  of  the  corporation ;  that 
is,  by  two  individuals,  namely,  the  president,  vice  president,  or  other 
principal  officer,  and  treasurer  or  assistant  treasurer,  or  chief  finan- 
cial officer. 

4.  The  affidavit  of  verification  must  be  made  before  a  notary  pub- 
lic or  some  other  officer  qualified  to  administer  oaths,  and  the  seal 
of  the  attesting  officer,  if  such  officer  is  required  by  law  to  have  a 
seal,  must  be  impressed  on  the  return  in  the  space  reserved  for  that 
purpose. 

5.  The  return  must  be  true  and  accurate  in  every  respect  and 
must  disclose  all  the  income  arising,  accruing,  or  received  from  all 
sources  during  the  year  for  which  the  return  is  made. 

6.  If  the  return  is  based  upon  the  calendar  year  it  should  be  filed 
with  the  collector  on  or  hefore  the  first  day  of  March  next  succeed- 
ing such  calendar  year.  If  it  is  made  on  the  basis  of  business  trans- 
acted during  a  fiscal  year,  duly  designated  in  accordance  with  the  law 
and  the  regulations,  the  return  must  be  filed  with  the  collector  on  or 
lefore  the  last  day  of  the  60-day  period  next  following  the  date  des- 
ignated as  the  close  of  the  fiscal  year. 

7.  In  case  of  sickness  or  absence  of  an  officer  required  to  verify 
the  return,  the  collector  of  the  district  is  authorized  to  extend  the 
time  for  filing  such  return  not  exceeding  30  days  from  the  date  when 
such  return  is  otherwise  due.  Application  for  such  extension  should 
be  made  prior  to  the  date  when  the  return  is  due,  or  within  the 
30-day  period  for  which  such  extension  is  desired  and  can  be  granted. 

8.  Item  No.  1  of  the  schedule  on  the  obverse  of  this  form  should 
not  include  unissued  or  treasury  stock,  but  only  such  stock  as  has 
actually  been  issued  and  for  which  payment  has  been  received;  or, 
in  case  no  stock  is  issued,  there  should  be  reported  under  this  item 
the  amount  of  capital  actually  employed  in  the  business  and  prop- 
erty of  the  corporation.  In  cases  wherein  the  capital  stock  is  is- 
sued payable  in  installments  or  upon  assessment,  only  so  much  of  the 
capital  as  has  been  actually  paid  in  upon  such  Installments  or  assess- 
ments should  be  reported  under  this  item. 

9.  Item  No.  2  should  include  all  interest-bearing  indebtedness  for 
the  payment  of  which  the  corporation  or  its  property  is  bound.  In 
case  of  banking  corporations  and  like  financial  institutions,  deposits 
should  not  be  reported  as  indebtedness  under  this  head. 

10.  Item  No.  8  of  the  return  form  (gross  income)  should  include  all 
income  derived  from  the  operations  and  management  of  the  busi- 
ness and  properties,  together  with  all  actual  increases  in  value  by 
appraisement,  adjustment,  or  otherwise  in  the  value  of  the  assets 
which  have  been  taken  up  on  the  books  as  income  or  credited  to 
profit  and  loss  during  the  year.  In  the  case  of  a  corporation  organ- 
ized, authorized,  or  existing  under  the  laws  of  any  foreign  country, 
the  gross  income  to  be  returned  is  the  gross  amount  of  its  income 
for  the  year  resulting  from  business  transacted  and  capital  invested 
within  the  United  States. 

11.  Item  No.  4  (a)  should  include  the  total  amount  of  all  ordinary 
and  necessary  expenses  paid  out  of  earnings  in  the  maintenance  and 
operation  of  the  business  and  properties  of  the  corporation,  etc.,  ex- 
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elusive  of  interest  and  other  payments  to  be  listed  under  their  re- 
spective heads  on  the  return  forms. 

12.  Item  No.  4  (b)  should  include  all  rentals  or  other  payments  re- 
quired to  be  made  as  a  condition  to  the  continued  use  or  possession 
of  the  property.  In  cases  where  interest  on  a  mortgage  on  property 
occupied  or  used  by  the  corporation  is  paid  as  a  condition  to  its 
possession  and  use,  thus  becoming  in  the  nature  of  a  rental  charge, 
such  interest  charge  may  be  included  in  the  deduction  under  this  item. 
Mortgage  indebtedness,  assumed  or  unassumed,  on  property  to  which 
the  corporation  has  taken  or  is  taking  title,  or  in  which  it  has  an 
equity,  or  in  the  acquirement  of  which  the  mortgage  was  considered 
a  part  of  the  purchase  price,  is  held  to  be  a  debt  of  the  corporation 
and  interest  paid  on  such  indebtedness  will  be  deductible  only  under 
Item  6  of  the  return. 

13.  The  amount  claimed  under  Item  No.  5  (b)  for  depreciation 
should  be  such  an  amount  as  measures  the  loss  which  the  corpora- 
tion actually  sustains  during  the  year  in  the  value  of  buildings,  ma- 
chinery, and  such  other  property  as  is  subject  to  depreciation  on  ac- 
count of  wear  and  tear,  exhaustion,  or  obsolescence.  The  amount 
taken  credit  for  on  this  account  in  order  to  be  allowable  should  be 
so  entered  on  the  books  as  to  constitute  a  liability  against  the  as- 
sets of  the  corporation.  The  amount  claimed  under  this  item  should 
not  cover  losses  in  the  value  of  stocks  and  bonds.  Decrease  in  the 
book  value  of  securities  owned,  so  far  as  such  decrease  represents  a 
decline  in  the  actual  value  of  such  securities,  should  be  deducted  un- 
der Item  5  (a)  of  the  return. 

14.  Where  depreciation  of  physical  property  is  made  good  by  re- 
newals, replacements,  repairs,  etc.,  and  the  expense  of  such  renewals, 
replacements,  repairs,  etc.,  is  charged  to  the  general  expense  account,, 
no  deduction  for  depreciation  can  be  made  in  the  return  of  annual 
net  income.  Where  a  depreciation  reserve  is  set  up,  all  renewals- 
and  replacements  must  be  charged  to  such  reserve  and  the  addition  to 
this  reserve  each  year  must  be  a  fair  measure  of  the  loss  which  the 
corporation  sustains  by  reason  of  the  depreciation  of  its  property. 

15.  The  amount  of  interest  deductible  is  the  amount  of  interest  ac- 
crued and  paid  within  the  year  on  bonded  or  other  indebtedness  not 
exceeding  one-half  of  the  sum  of  interest-bearing  indebtedness  and 
the  paid-up  capital  stock  outstanding  at  the  close  of  the  year,  or  if 
no  capital  stock,  the  amount  of  interest  paid  within  the  year  on  an 
amount  of  indebtedness  not  exceeding  the  amount  of  capital  employed 
in  the  business  at  the  close  of  the  year ;  or  in  case  of  a  corporation^ 
joint  stock  company  or  association,  or  insurance  company  organized 
under  the  laws  of  a  foreign  country,  interest  so  paid  on  its  bonded 
or  other  indebtedness  to  an  amount  of  such  bonded  or  other  indebted- 
ness not  exceeding  the  proportion  of  its  paid-up  capital  stock  out- 
standing at  the  close  of  the  year,  or  if  no  capital  stock,  the  amount 
of  capital  employed,  in  the  'business  at  the  close  of  the  year,  tchich 
the  gross  amount  of  its  income  for  the  year  from  business  transacted 
and  capital  invested  luithin  the  United  States  bears  to  the  gross 
amount  of  its  income  derived  from  all  sources  vHthin  and  without 
the  United  States.  All  interest  deductions  must  be  claimed  under 
Item  6  on  the  return  form. 

16.  Dividends  declared  or  paid  are  not  deductible  from  gross  in- 
come. 
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17.  Dividends  received  upon  the  stock  of-  other  corporations  must 
be  included  in  gross  income  and  are  not  deductible  therefrom  in  the 
ascertainment  of  the  net  income  on  which  the  tax  is  computed. 

18.  Interest  received  upon  the  obligations  of  a  State  or  any  politi- 
cal subdivision  thereof,  and  upon  the  obligations  of  the  United  States 
or  its  possessions,  should  be  included  in  gross  income,  as  well  as 
all  other  interest  due  and  accrued  during  the  period  for  which  re- 
turn is  made. 

19.  Accrued  interest  is  considered  to  be  interest  due  and  payable, 
except  in  the  cases  of  banking  or  other  similar  institutions  which 
close  their  accounts  on  the  basis  of  the  interest  earned.  In  all  cases 
the  accrued  interest  shall  be  reported  on  the  basis  on  which  the  books 
are  closed. 

20.  Taxes  deductible  in  the  return  are  such  taxes,  actually  paid 
within  the  year,  as  are  imposed  by  authority  of  the  United  States 
or  of  any  State  or  Territory  thereof,  or  by  the  government  of  any 
foreign  country,  not  including  taxes  paid  by  a  corporation,  pursuant 
to  guaranty,  on  its  bonds  or  the  income  therefrom  and  not  including 
those  taxes  assessed  against  local  benefits.  A  reserve  for  taxes,  as 
such,  is  not  deductible. 

21.  The  gross  income  of  mercantile  corporations  should  be  ascer- 
tained in  the  following  manner :  From  the  sum  of  the  total  sales  dur- 
ing the  year  plus  the  sum  of  the  inventory  at  the  end  of  the  year, 
deduct  the  sum  of  the  inventory  at  the  beginning  of  the  year  plus  the 
cost  of  the  goods  and  materials  purchased  during  the  year;  to  this 
difference  add  the  income  received  from  any  other  source  and  the 
result  will  be  the  gross  income  to  be  reported  under  Item  No.  3  of  the 
return. 

22.  Gross  income  in  the  case  of  a  manufacturing  corporation  shall 
include  the  total  receipts  from  the  sale  of  all  manufactured  gpods 
sold  during  the  year  plus  any  increase  in  the  inventoried  value  as- 
certained through  an  accounting  of  the  finished  and  unfinished  prod- 
uct, raw  material,  etc.,  on  hand  at  the  close  of  the  year. 

23.  To  the  income  thus  ascertained  there  should  be  added  the  in- 
come arising,  accruing,  or  received  from  any  and  all  other  sources, 
the  aggregate  thus  ascertained  to  be  the  gross  income  to  be  return- 
ed under  Item  No.  3  of  the  return  form.  .  Since  the  gross  income  thus 
ascertained  represents  the  total  receipts  as  well  as  the  inventoried 
value  of  finished  and  unfinished  products,  raw  material,  etc.,  the  cor- 
poration will  include  in  its  deduction  under  Item  No.  4  all  expendi- 
tures for  material,  labor,  fuel,  and  other  items  going  to  make  up 
the  cost  of  the  goods  sold  or  inventoried  at  the  end  of  the  year. 

SPECIAL  NOTICE. — Any  officer  of  any  corporation  required  by  law 
to  make,  render,  sign  or  verify  any  return,  who  makes  any  false  or 
fraudulent  return  or  statement  with  intent  to  defeat  or  evade  the  as- 
sessment required  by  section  2,  Act  of  October  3,  1913,  to  be  made, 
shall  be  guilty  of  a  misdemeanor  and  shall  be  fined  not  exceeding  $2,- 
000,  or  be  imprisoned  not  exceeding  one  year,  or  both,  at  the  discretion 
of  the  court,  with  the  costs  of  prosecution. 
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FORM    1034. 


To  be  fllled  in  by  Collectors.  To  be   fllled  in  by  Internal  Kevenne 

Bureau. 

List  No ,  Class  ...... 

District  of    Assessment  List ,  191 

Date  received ,  191  Page Line 


THE  PENALTY  for  failure  to  have  this  return  in  the  hanas  of  the  Col- 
lector of  Internal  Revenue  on  or  before  March  1,  or  within  60  days  after  the 
close  of  the  fiscal  year,  is  a  sum  not  exceedinsr  $10,000. 

(See  instructions  on  reverse  of  tliis  form.) 


UNITED  STATES  INTERNAL  REVENUE. 


RETURN  OF  ANNUAL  NET  INCOME. 

(Section   2,  Act  of  Congress   approved  October  3,  1913.) 


MERCANTILE  CORPORATIONS. 

(Corporations  whose  principal  business  is  buying  and  selling.) 


Return  of  net  income  received  during  the   ]f:„p„i     ^[   year  ended 

,  191    by 

(Name  of  corporation,  joint  stock  company,  or  association.) 

the  principal  place  of  business  of  which  is  located  at 

I  (Street   and   No.) 

City  or  Town  of ,  in  the  State  of 


(The   "year"   as   hereinafter   used  means  the   calendar  year  or  fiscal   year   as 
the  case  may  be.) 

1.  Total  amount  of  paid-up  capital  stock  outstanding  at 

close  of  the  year,  or  if  no  capital  stock,  the  capital 
employed  ii;i  the  business  at  the  close  of  the  year ....  $ 

2.  Total  amount  of  bonded   and  other   indebtedness  out- 

standing at  close  of  year $ 
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3.  Gross  income  (see  Note  A  and  instructions,  paragraphs 

10,  17,  18,  19,  and  21.) $ 


DEDUCTIONS. 

4.  (a)  Total  amount  of  all  the  ordinary  and  nec- 

essary expenses  paid  within  the  year 
in  the  maintenance  and  operation  of 
the  business  and  properties  of  the  cor- 
poration exclusive  of  interest  payments 

(see  Note  B.) $ 

(b)  All  rentals  or  other  payments  required  to 
be  made  as  a  condition  to  the  continu- 
ed use  or  possession  of  the  property 
(see  paragraph  12  on  reverse  of  this 
form.)   $ 

5.  (a)  Total  amount  of  losses  sustained  during 

the  year  not  compensated  by  insur- 
ance   or   otherwise $ c 

(b)  Total  amount  of  depreciation  for  the  year  $ 

6.  (a)  Total  amount  of  interest  accrued  and  paid 

within  the  year  on  an  amount  of  bond- 
ed and  other  indebtedness  not  exceed- 
ing one-half  of  the  sum  of  its  interest- 
bearing  indebtedness  and  its  paid-up 
capital  stock  outstanding  at  the  close 
of  the  year ;  or,  if  no  capital  stock,  the 
amount  of  interest  paid  within  the 
year  on  an  amount  of  its  indebted- 
ness not  exceeding  the  amount  of  cap- 
ital employed  in  the  business  at  the 

close  of  the  year $ ., 

(b)  Total  amount  of  interest  received  upon 
obligations  of  a  State  or  political  sub- 
division thereof  and  upon  the  obliga- 
tions of  the  United  States  or  its  pos- 
sessions      $ 

7.  (a)  Total  taxes  paid  during  the  year,  imposed 

under  authority  of  the  United   States 

or  any  State  or  Territory  thereof. ...  $ 

(b)  Foreign  taxes  paid $ 

Total  deductions 

8.  Net  Income  on  which  tax  at  1  per  centum 

is  calculated 


Note. — The  above  blank  spaces  for  figures  should  show  the  amount  of  each 
respective  item.  If  there  is  nothing  to  return  as  to  any  item,  the  word  "none" 
must  be  written  in  such  blank  spaces. 


State  of  County  of  

to  wit: 

,  President,  and ,  Treasurer,  of 

the   a  corporation,  whose 

return  of  annual  net  Income  is  set  forth  above,  being  severally  duly 
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sworn,  each  for  himself,  deposes  and  says  that  the  foregoing  report 
and  the  several  items  therein  set  forth  are,  to  his  best  knowledge 
and  belief,  and  from  such  information  as  he  has  been  able  to  ob- 
tain, true  and  correct  in  each  and^every  particular;  that  the  amount 
of  gross  income  therein  set  fortfi  is  the  full  amount  of  gross  in- 
come, without  any  deduction  whatsoever,  received  from  all  sources 
by  the  said  corporation  during  the  year  stated,  and  that  the  net  in- 
come therein  set  forth  is  the  full  amount  upon  which  the  tax  at  1 
per  centum  is  to  be  calculated  and  assessed. 

Sworn  and  subscribed  to  before  me  this 
day  of ,191 


SEAL    OF 

OFFICER 

TAKING 

AFFIDAVIT. 


(Official  capacity.) 


President. 
Treasurer. 


Note  A. — The  gross  amount  of  income  received  during  the  year  from  all 
sources  shall,  in  the  case  of  a  mercantile  corporation,  consist  of  the  total 
amount  ascertained  through  inventory,  or  its  equivalent,  which  shows  the  dif- 
ference between  the  price  received  for  goods  sold  and  the  cost  of  goods  pur- 
chased during  the  year,  with  an  addition  of  a  charge  to  the  account  of  the 
sum  of  the  inventory  at  beginning  of  the  year  and  a  credit  to  the  account  of 
the  sum  of  the  inventory  at  the  end  of  the  year.  To  this  amount  should  be 
added  all  items  of  income  received  during  the  year  from  other  sources,  includ- 
ing dividends  received  on  stock  of  other  corporations,  joint-stock  companies, 
and  associations,  whether  subject  to  this  tax  or  not,  and  interest  received  upon 
obligations  of  a  State  or  political  subdivision  thereof,  and  upon  the  obligations 
of  the  United  States  or  its  possessions.  In  determining  this  amount  no  account 
shall  he  taken  of  allowances  for  depreciation  or  losses,  which  items  shall  be 
taken  account  of  under  the  proper  heading  above  as  a  deduction. 

Note  B.— The  deductions  authorized  shall  include  all  expense  items  under  the 
various  heads  acknowledged  as  liabilities  by  the  corporation  making  the  re- 
turn and  entered  on  its  books  during  the  year.  Amounts  of  income  expended 
in  paying  dividends  on  stock,  preferred  or  common,  or  in  making  permanent 
improvements  or  betterments,  etc.,  or  in  any  way  transferred  to  capital  ac- 
count, should  not  6e  deducted  in  ascertaining  annual  net  income.  Interest  paid 
on  mortgage  indebtedness  on  real  estate  occupied  or  used  by  a  corporation 
may  be  deducted  in  Item  4,  if  the  interest  is  paid  as  a  rental  or  franchise 
charge,  payment  of  which  is  required  to  be  made  as  a  condition  to  the  con- 
tinued use  and  possession  of  the  property.  The  amount  so  paid  and  included 
in  Item  4  should,  however,  be  separately  stated  under  Item  4  (b).  (See  para- 
graph 12  on  reverse  of  this  form.) 


[Reverse  of  Form   1034.] 

INSTRUCTIONS. 


SPECIAL  NOTICE.— This  form,  properly  filled  out  and  executed,  must 
be  in  the  hands  of  the  Collector  of  Internal  Revenue  for  the  district  in 
which  is  located  the  principal  business  office  of  the  corporation  malting 
the  return  on  or  before  IVIarch  I,  in  case  the  return  is  based  on  the 
calendar  year,  or  within  60  days  after  the  expiration  of  the  fiscal  year 
in  case  the  return  is  made  on  that  basis. 

For  failure  to  comply  with  this  provision  of  the  law,  the  amount  of 
the  assessment  is  Increased  50  per  cent  and  liability  to  a  speoific  penal- 
ty not  exceeding  $10,000  is  incurred. 

1.  This  return  of  annual  net  income  should  be  filed  with  the  Col- 
lector of  Internal  Revenue  of  the  district  in  which  the  corporation 
has  its  principal  place  of  business. 
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2.  The  principal  place  of  business  as  used  in  the  act  and  in  these 
regulations  is  held  to  mean  the  place  in  which  the  books  of  account 
and  other  data  to  be  used  in  preparing  the  return  of  annual  net  in- 
come are  ordinarily  kept 

3.  Returns  must  be  verified  by  t^^o  oflBcers  of  the  corporation ;  that 
is,  by  two  individuals,  namely,  the  president,  vice  president,  or  oth- 
er principal  officer,  and  treasurer  or  assistant  treasurer,  or  chief 
financial  officer. 

4.  The  affidavit  of  verification  must  be  made  before  a  notary  pub- 
lic or  some  other  officer  qualified  to  administer  oaths,  and  the  seal 
of  the  attesting  officer,  if  such  officer  is  required  by  law  to  liave  a 
seal,  must  be  impressed  on  the  return  in  the  space  reserved  for  that 
purpose. 

5.  The  return  must  be  true  and  accurate  In  every  respect  and  must 
disclose  a:ll  the  income  arising,  accruing,  or  received  from  all  sources 
during  the  year  for  which  the  return  is  made. 

6.  If  the  return  is  based  upon  the  calendar  year  it  should  be  filed 
with  the  collector  on  or  before  the  first  day  of  March  next  succeed- 
ing such  calendar  year.  If  it  is  made  on  the  basis  of  business  trans- 
acted during  a  fiscal  year,  duly  designated  in  accordance  with  the 
law  and  the  regulations,  the  return  must  be  filed  with  the  collector 
on  or  before  the  last  day  of  the  60-day  period  next  foUoioing  the  date 
designated  as  the  close  of  the  fiscal  year. 

7.  In  case  of  sickness  or  absence  of  an  officer  required  to  verify 
the  return,  the  collector  of  the  district  is  authorized  to  extend  the 
time  for  filing  such  return  not  exceeding  30  days  from  the  date 
when  such  return  is  otherwise  due.  Application  for  such  extension 
should  be  made  prior  to  the  date  when  the  return  is  due,  or  within 
the  30-day  period  for  which  such  extension  is  desired  and  can  be 
granted.  , 

8.  Item  No.  1  of  the  schedule  on  the  obverse  of  this  form  should 
not  include  unissued  or  treasury  stock,  but  only  such  stock  as  has 
actually  been  issued  and  for  which  payment  has  been  received;  or, 
in  case  no  stock  is  issued,  there  should  be  reported  under  this  item 
the  amount  of  capital  actually  employed  in  the  business  and  proper- 
ty of  the  corporation.  In  cases  wherein  the  capital  stock  is  issued 
payable  in  installments  or  upon  assessment,  only  so  much  of  the 
capital  as  has  been  actually  paid  in  upon  such  Installments  or  as- 
sessments should  be  reported  under  this  item. 

9.  Item  No.  2  should  include  all  interest-bearing  indebtedness  for 
the  payment  of  which  the  corporation  or  its  property  is  bound.  In 
case  of  banking  corporations  and  like  financial  institutions,  deposits 
should  not  be  reported  as  indebtedness  under  this  head. 

10.  Item  No.  3  of  the  return  form  (gross  income)  should  include  all 
income  derived  from  the  operations  and  management  of  the  business 
and  properties,  together  with  all  actual  increases  in  value  by  ap- 
praisement, adjustment,  or  otherwise  in  the  value  of  the  assets  which 
have  been  taken  up  on  the  books  as  Income  or  credited  to  profit  and 
loss  during  the  year.  In  the  case  of  a  corporation  organized,  author- 
ized, or  existing  under  the  laws  of  any  foreign  country,  the  gross 
income  to  be  returned  is  the  gross  amount  of  its  income  for  the 
year  resulting  from  business  transacted  and  capital  invested  within 
the  United  States. 

11.  Item  No.  4  (a)  should  include  the  total  amount  of  all  ordinary 
and  necessary  expenses  paid  out  of  earnings  In  the  maintenance  and 
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operation  of  the  business  and  properties  of  tlie  corporation,  etc.,  ex- 
clusive of  interest  and  other  payments  to  be  listed  under  their  re- 
spective heads  on  the  return  forms. 

12.  Item  No.  4  (b)  should  Include  all  rentals  or  other  payments 
required  to  be  made  as  a  condition  to  the  continued  use  or  posses- 
sion of  the  property.  In  cases  where  Interest  on  a  mortgage  on  prop- 
erty occupied  or  used  by  the  corporation  is  paid  as  a  condition  to  its 
possession  and  use,  thus  becoming  In  the  nature  of  a  rental  charge, 
such  interest  charge  may  be  included  in  the  deduction  under  this 
item.  Mortgage  indebtedness,  assumed  or  unassumed,  on  property 
to  which  the  corporation  has  taken  or  is  taking  title,  or  in  which 
it  has  an  equity,  or  in  the  acquirement  of  which  the  mortgage  was  , 
considered  a  part  of  the  purchase  price.  Is  held  to  be  a  debt  of  the 
corporation  and  interest  paid  on  such  indebtedness  will  be  deducti- 
ble only  under  Item  6  of  the  return. 

13.  The  amount  claimed  under  Item  No.  5  (b)  for  depreciation 
should  be  such  an  amount  as  measures  the  loss  which  the  corpora- 
tion actually  sustains  during  the  year  in  the  value  of  buildings,  ma- 
chinery, and  sucb  other  property  as  is  subject  to  depreciation  on  ac- 
count of  wear  and  tear,  exhaustion,  or  obsolescence.  The  amount 
taken  credit  for  on  this  account  in  order  to  be  allowable  should  be 
so  entered  on  the  books  as  to  constitute  a  liability  against  the  as- 
sets of  the  corporation.  The  amount  claimed  under  this  Item  should 
not  cover  losses  in  the  value  of  stocks  and  bonds.  Decrease  in  the 
book  value  of  securities  owned,  so  far  as  such  decrease  represents  a 
decline  in  the  actual  value  of  such  securities,  should  be  deducted  un- 
der Item  5  (a)  of  the  return. 

14.  Where  depreciation  of  physical  property  is  made  good  by  re- 
newals, replacements,  repairs,  etc.,  and  the  expense  of  such  renew- 
als, replacements,  repairs,  etc.,  is  charged  to  the  general  expense  ac- 
count, no  deduction  for  depreciation  can  be  made  in  the  return  of  an- 
nual net  income.  Where  a  depreciation  reserve  is  set  up,  all  re- 
newals and  replacements  must  be  charged  to  such  reserve  and  the 
addition  to  this  reserve  each  year  must  be  a  fair  measure  of  the 
loss  which  the  corporation  sustains  by  reason  of  the  depreciation  of 
its  property. 

15.  The  amount  of  interest  deductible  is  the  amount  of  interest  ac- 
crued and  paid  within  the  year  or  bonded  or  other  Indebtedness  not 
exceeding  one-half  of  the  sum  of  interest-bearing  Indebtedness  and 
the  paid-up  capital  stock  outstanding  at  the  close  of  the  year,  or  It 
no  capital  stock,  the  amount  of  interest  paid  within  the  year  on  an 
amount  of  indebtedness  not  exceeding  the  amount  of  capital  em- 
ployed in  the  business  at  the  close  of  the  year ;  or  In  case  of  a  cor- 
poration, joint  stock  company  or  association,  or  insurance  company 
organAised  under  the  laws  of  a  foreign  country,  interest  so  paid  on 
its  bonded  or  other  indebtedness  to  an  amomit  of  such  bonded  or 
other  Indebtedness  not  exceeding  the  proportion  of  Its  paid-up  cap- 
ital stock  outstanding  at  the  close  of  the  year,  or  if  no  capital  stock, 
the  amount  of  capital  employed  in  the  tvsiness  at  the  close  of  the 
year,  which  the  gross  amount  of  its  income  for  the  year  from  husi 
ness  transacted  and  capital  invested  within  the  United  States  hear6 
to  the  gross  amount  of  its  income  derived  from  all  sources  within 
and  without  the  United  States.  All  interest  deductions  must  be 
claimed  under  Item  6  on  the  return  form. 

16.  Dividends  declared  or  paid  are  not  deductible  from  gross  in- 
come. 
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17.  Dividends  received  upon  the  stock  of  other  corporations  must 
be  included  in  gross  income  and  are  not  deductible  therefrom  in  tlie 
ascertainment  of  the  net  income  on  which  the  tax  is  computed. 

18.  Interest  received  upon  the  obligations  of  a  State  or  any  politi- 
cal subdivision  thereof,  and  upon  the  obligations  of  the  United  States 
or  its  possessions,  should  be  included  in  gross  income,  as  well  as  all 
other  interest  due  and  accrued  during  the  period  for  which  return 
is  made. 

19.  Accrued  interest  is  considered  to  be  interest  due  and  payable, 
except  in  the  cases  of  banUing  or  other  similar  institutions  which 
close  their  accounts  on  the  basis  of  the  interest  earned.  In  all  cases 
the  accrued  interest  shall  be  reported  on  the  basis  on  which  the 
books  are  closed. 

20.  Taxes  deductible  in  the  return  are  such  taxes,  actually  paid 
vsdthin  the  year,  as  are  imposed  by  authority  of  the  United  States  or 

,of  any  State  or  Territory  thereof,  or  by  the  government  of  any  for- 
eign country,  not  including  taxes  paid  by  a  corporation,  pursuant  to 
guaranty,  on  its  bonds  or  the  Income  therefrom  and  not  including 
those  taxes  assessed  against  local  benefits.  A  reserve  for  taxes,  as 
such,  is  not  deductible. 

21.  The  gross  income  of  mercantile  corporations  should  be  ascer- 
tained in  the  following  manner:  From  the  sum  of  the  total  sales 
during  the  year  plus  the  sum  of  the  Inventory  at  the  end  of  the  year, 
deduct  the  sum  of  the  inventory  at  the  beginning  of  the  year  plus 
the  cost  of  the  goods  and  materials  purchased  during  the  year;  to 
this  difference  add  the  income  received  from  any  other  source  and 
the  result  will  be  the  gross  income  to  be  reported  under  Item  No.  3  of 
the  return. 

22.  Gross  income  in  the  case  of  a  manufacturing  corporation  shall 
include  the  total  receipts  from  the  sale  of  all  manufactured  goods 
sold  during  the  year  plus  any  increase  in  the  inventoried  value  ascer- 
tained through  an  accounting  of  the  finished  and  unfinished  product, 
raw  material,  etc.,  on  hand  at  the  close  of  the  year. 

23.  To  the  income  thus  ascertained  there  should  be  added  the  in- 
come arising,  accruing,  or  received  from  any  and  all  other  sources, 
the  aggregate  thus  ascertained  to  be  the  gross  income  to  be  returned 
under  Item  No.  3  of  the  return  form.  Since  the  gross  income  thus 
ascertained  represents  the  total  receipts  as  well  as  the  inventoried 
value  of  finished  and  unfinished  products,  raw  material,  etc.,  the  cor- 
poration will  include  in  its  deduction  under  Item  No.  4  all  expendi- 
tures for  material,  labor,  fuel,  and  other  items  going  to  make  up  the 
cost  of  the  goods  sold  or  inventoried  at  the  end  of  the  year. 

SPECIAL  NOTICE.— Any  officer  of  any  corporation  required  by  law 
to  mai<e,  render,  sign  or  verify  any  return,  wlio  maizes  any  false  or 
fraudulent  return  or  statement  with  intent  to  defeat  or  evade  the  as-' 
sessment  required  by  section  2,  Act  of  October  3,  1913,  to  be  made, 
shall  be  guilty  of  a  misdemeanor  and  shall  be  fined  not  exceeding  $2,- 
000,  or  be  imprisoned  not  exceeding  one  year,  or  both,  at  the  discretion 
of  the  court,  with  the  costs  of  prosecution. 
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To  be  filled  In  by  Collectors.  To  be  filled  In  by  Internal  Revenue 

Bureau. 

List  No Class 

District  of    Assessment  List ,  191 

Date  received  .  - ,191  Page Line 

THE  PENAXTT  for  failure  to  have  this  return  in  the  hands  of  the  Col- 
lector of  Internal  Revenue  on  or  before  March  1,  or  within  60  days  after  the 
close  of  the  fiscal  year,  is  a  sum  not  exceeding  $10,000. 

(See  instructions  on  reverse  of  this  form.) 


UNITED  STATES  INTERNAL  REVENUE. 


RETURN  OF  ANNUAL  NET  INCOME. 

(Section  2,  Act  of  Congress  approved  October  3,  1913.) 


MISCELLANEOUS  CORPORATIONS. 


Return  of  net  income  received  during  the   jflgpti  ^^     ^^^^  ended 


191    by  

(Name  of  corporation,  joint  stock  company,  or  associatipn.) 

the  principal  place  of  business  of  which  is  located  at 

(Street  and  No.) 

Oity  or  Town  of ,  in  the  State  of 


(The  "year"  as  hereinafter  used  means  the  calendar  year  or  fiscal  year 
the  case  may  be.)  , 

1.  Total  amount  of  paid-up  capital  stock  outstanding  at 

close  of  the  year,  or  if  no  capital  stock,  the  capital 
employed  in  the  business  at  the  close  of  the  year. ...  $ 

2.  Total  amount  of   bonded   and  other  indebtedness  out- 

standing at  close  of  year | 
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3.  Gross  income  (see  Note  A  and  instructions,  paragraphs 

10,  17,  18,  and  19.) $ 


DEDUCTIONS. 

4.  (a)  Total  amount  of  all  the  ordinary  and  nec- 

essary expenses  paid  within  the  year 
in  the  maintenance  and  operation  of  the 
business  and  properties  of  the  corpo- 
ration, exclusive  of  interest  payments. 

(See  Note  B.) $. , 

(b)  All  rentals  or  other  payments  required  to 
be  made  as  a  condition  to  the  continu- 
ed use  or  possession  of  the  property. 
(See  paragraph  12  on  reverse  of  this 
form.)  $. 

5.  (a)  Total  amount  of  losses  sustained  during 

the  year  not  compensated  by  insur- 
ance or  otherwise $ . . 

(b)  Total  amount  of  depreciation  for  the  year. 

(See  paragraphs  13  and  14.) $. , 

6  (a)  Total  amount  of  Interest  accrued  and  paid 
within  the  year  on  an  amount  of  bond- 
ed or  other  indebtedness  not  exceed- 
ing one-half  of  the  sum  of  its  interest- 
bearing  indebtedness  and  Its  paid-up 
capital  stock  outstanding  at  the  close 
of  the  year,  or  if  no  capital  stock,  the 
amount  of  interest  paid  within  the  year 
on  an  amount  of  its  indebtedness  not 
exceeding  the  amount  of  capital  em- 
ployed in  the  business  at  the  close 
of  the  year $. , 

(b)  Total  amount  of  interest  received  upon 
obligations  of  a  State  or  political  sub- 
division thereof,  and  upon  the  obliga- 
tions of  the  United  States  or  its  pos- 
sessions      $ .  , 

7.  (a)  Total  taxes  paid  during  the  year  imposed 

under  authority  of  the  United  States 

or  any  State  or  Territory  thereof ?. . 

(b)  Foreign  taxes  paid $. . 

Total  deductions 

8.  Net  income  on  which  tax  at  1  per  centum 

is  calculated 


Note. — The  above  blank  spaces  for  figures  should  show  the  amount  of  each 
respective  Item.  If  there  is  nothing  to  return  as  to  any  item  the  word  "none" 
must  be  written  in  such  blank  spaces. 


State  of ,  County  of  , 

to  wit : 

,  President,  and Treasurer,  of 

the   ,  a  corporation,  whose 

return  of  annual  net  income  is  set  forth  above,  being  severally  duly 
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sworn,  each  for  himself,  deposes  and  says  that  the  foregoing  report 
and  the  several  items  therein  set  forth  are,  to  his  best  knowledge 
and  belief  and  from  such  information  as  he  has  been  able  to  obtain, 
true  and  correct  in  each  and  every  particular;  that  the  amount  of 
gross  income  therein  set  forth  is  the  full  amount  of  gross  income, 
without  any  deduction  whatsoever,  received  from  all  sources  by  the 
said  corporation  during  the  year  stated,  and  that  the  net  income 
therein  set  forth  is  the  full  amount  upon  which  the  tax  at  1  per 
centum  is  to  be  calculated  and  assessed. 

Sworn  and  subscribed  to  before  me  this 
day  of  191 


SEAL    OF 

OFFICER 

TAKING 

.IFFIDAVIT. 


President. 
Treasurer. 


(Official  capacity.) 


Note  A.— Gross  Income  shall  consist  of  the  total  o£  the  gross  revenues  de- 
rived from  the  operation  and  management  o£  its  business  and  properties  to- 
gether with  all  amounts  of  income  from  other  sources  including  dividends  re- 
ceived on  stock  of  other  organizations  whether  subject  to  this  tax  or  not,  and 
interest  received  upon  obligations  of  a  State  or  political  subdivision  thereof,  , 
and  upon  the  obligations  of  the  United  States  or  its  possessions,  as  shown  by 
entries  upon  its  books  during  the  year  tor  which  the  return  is  made. 

Note  B. — The  deductions  authorized  shall  include  all  expense  items  under 
the  various  heads  acknowledged  as  liabilities  by  the  corporation  making -the 
return  and  entered  on  its  books  during  the  year.  Amounts  of  income  expended 
in  paying  dividends  on  stock,  preferred  or  common,  or  in  making  permanent 
improvements  or  betterments,  etc.,  or  in  any  way  transferred  to  capital  ac- 
count, are  not  proper  deductions  in  ascertaining  annual  net  income.  Interest 
paid  on  mortgage  indebtedness  on  real  estate  occupied  or  used  by  a  corpora- 
tion may  be  deducted  in  Item  4,  if  the  interest  is  paid  as  a  rental  or  franchise 
charge,  payment  of  which  is  required  to  be  made  as  a  condition  to  the  con- 
tinued use  and  possession  of  the  property.  The  amount  so  paid  and  included 
in  Item  4  should, be  stated  separately  under  Item  4  (b).  (See  paragraph  12  on 
reverse  'ot  this  form.) 


[Reverse  of  Form  1035.] 

INSTRUCTIONS. 


SPECIAL  NOTICE.— This  form,  properly  filled  out  and  executed, 
must  be  in  the  hands  of  the  Collector  of  Internal  Revenue  for  the  dis- 
trict in  which  is  located  the  principal  business  office  of  the  corporation 
mal(ing  the  return,  on  or  before  March  I,  in  case  the  return  is  based 
on  the  calendar  year,  or  within  60  days  after  the  expiration  of  the  fis- 
cal year  in  ease  the  return  is  made  on  that  basis. 

For  failure  to  comply  with  this  provision  of  the  law,  the  amount  of 
the  assessment  is  increased  50  per  cent  and  liability  to  a  specific  pen- 
alty not  exceeding  $10,000  is  incurred. 

1.  This  return  of  annual  net  income  should  be  filed  with  the  Col- 
lector of  Internal  Revenue  of  the  district  in  which  the  corporation 
has  its  principal  place  of  business. 

2.  The  principal  place  of  business  as  used  in  the  act  and  in  these 
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regulations  is  held  to  mean  the  place  in  which  the  books  of  account 
and  other  data  to  be  used  in  preparing  the  return  of  annual  net  in- 
come are  ordinarily  kept. 

3.  Returns  must  be  verified  by  two  officers  of  the  corporation ; 
that  is,  by  two  individuals,  namely,  the  president,  vice  president,  or 
other  principal  officer,  and  treasurer  or  assistant  treasurer,  or  chief 
financial  officer. 

4.  The  affidavit  of  verification  must  be  made  before  a  notary  pub- 
lic or  some  other  officer  qualified  to  administer  oaths,  and  the  seal 
of  the  attesting  officer,  if  such  officer  is  required  by  law  to  have  a 
seal,  must  be  impressed  on  the  return  in  the  space  reserved  for  that 
purpose. 

5.  The  return  must  be  true  and  accurate  in  every  respect  and  must 
disclose  all  the  income  arising,  accruing,  or  received  from  all  sources 
during  the  year  for  which  the  return  is  made. 

6.  If  the  return  is  based  upon  the  calendar  year  it  should  be  filed 
with  the  collector  on  or  before  the  first  day  of  March  next  succeed- 
ing such  calendar  year.  If  it  Is  made  on  the  basis  of  business  trans- 
acted during  a  fiscal  year,  duly  designated  in  accordance  with  the 
law  and  the  regulations,  the  return  must  be  filed  with  the  collector 
on  or  before  the  last  day  of  the  60-day  period  next  folloioing  the  date 
designated  as  the  close  of  the  fiscal  year. 

7.  In  case  of  sickness  or  absence  of  an  officer  required  to  verify 
the  return,  the  collector  of  the  district  is  authorized  to  extend  the 
time  for  filing  such  return  not  exceeding  30  days  from  the  date  when 
such  return  is  otherwise  due.  Application  for  such  extension  should 
be  made  prior  to  the  date  when  the  return  is  due,  or  within  the  30- 
day  period  for  which  such  extension  is  desired  and  can  be  granted. 

8.  Item  No.  1  of  the  schedule  on  the  obverse  of  this  form  should 
not  include  unissued  or  treasury  stock,  but  only  such  stock  as  has 
actually  been  issued  and  for  which  payment  has  been  received ;  or, 
in  case  no  stock  is  issued,  there  should  be  reported  under  this  item 
the  amount  of  capital  actually  employed  in  the  business  and  prop- 
erty of  the  corporation.  In  cases  wherein  the  capital  stock  is  is- 
sued payable  in  installments  or  upon  assessment,  only  so  much  of 
the  capital  as  has  been  actually  paid  in  upon  such  installments  or  as- 
sessments should  be  reported  under  this  item. 

9.  Item  No.  2  should  include  all  interest-bearing  indebtedness  for 
the  payment  of  which  the  corporation  or  its  property  is  bound.  In 
case  of  banking  corporations  and  like  financial  institutions,  deposits 
should  not  be  reported  as  Indebtedness  under  this  head. 

10.  Item  No.  3  of  the  return  form  (gross  income)  should  include 
all  income  derived  from  the  operations  and  management  of  the  busi- 
ness and  properties,  together  with  all  actual  increases  in  value  by  ap- 
praisement, adjustment,  or  otherwise  in  the  value  of  the  assets  which 
have  been  taken  up  on  the  books  as  income  or  credited  to  profit  and 
loss  during  the  year.  In  the  case  of  a  corporation  organized,  author- 
ized, or  existing  under  the  laws  of  any  foreign  countiT,  the  gross  in- 
come to  be  returned  is  the  gross  amount  of  its  income  for  the  year 
resulting  from  business  transacted  and  capital  invested  within  the 
United  States. 

11.  Item  No.  4  (a)  should  include  the  total  amount  of  all  ordinary 
and  necessary  expenses  paid  out  of  earnings  in  the  maintenance  and 
operation  of  the  business  and  properties  of  the  corporation,  etc.,  ex- 
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elusive  of  interest  and  other  payments  to  be  listed  under  their  re- 
spective heads  on  the  return  forms. 

12.  Item  No.  4  (b)  should  include  all  rentals  or  other  payments  re- 
quired to  be  made  as  a  condition  to  the  continued  use  or  possession 
of  the  property.  In  cases  where  interest  on  a  mortgage  on  property 
occupied  or  used  by  the  corporation  is  paid  as  a  condition  to  its  pos- 
session and  use,  thus  becoming  in  the  nature  of  a  rental  charge, 
such  interest  charge  may  be  included  in  the  deduction  under  this 
item.  Mortgage  indebtedness,  assumed  or  unassumed,  on  property 
to  which  the  corporation  has  taken  or  is  taking  title,  or  in  which  it 
has  an  equity,  or  in  the  acquirement  of  which  the  mortgage  was  con- 
sidered a  part  of  the  purchase  price,  is  held  to  be  a  debt  of  the  cor- 
poration and  interest  paid  on  such  indebtedness  will  be  deductible 
only  under  Item  6  of  the  return. 

13.  The  amount  claimed  under  Item  No.  5  (b)  for  depreciation 
should  be  such  an  amount  as  measures  the  loss  which  the  corpora- 
tion actually  sustains  during  the  year  in  the  value  of  buildings, 
machinery,  and  such  other  property  as  is  subject  to  depreciation  on 
account  of  wear  and  tear,  exhaustion,  or  obsolescence.  The  amount 
taken  credit  for  on  this  account  in  order  to  be  allowable  should  be 
so  entered  on  the  books  as  to  constitute  a  liability  against  the  as- 
sets of  the  corporation.  The  amount  claimed  under  this  item  should 
not  cover  losses  in  the  value  of  stocks  and  bonds.  Decrease  in  the 
book  value  of  securities  owned,  so  far  as  such  decrease  represents  a 
decline  in  the  actual  value  of  such  securities,  should  be  deducted 
under  Item  5  (a)  of  the  return. 

14.  Where  depreciation  of  physical  property  is  made  good  by  re- 
newals, replacements,  repairs,  etc.,  and  the  expense  of  such  renew- 
als, replacements,  repairs,  etc.,  is  charged  to  the  general  expense  ac- 
count, no  deduction  for  depreciation  can  be  made  in  the  return 
of  annual  net  income.  Where  a  depreciation  reserve  is  set  up,  all 
renewals  and  replacements  must  be  charged  to  such  reserve  and  the 
addition  to  this  reserve  each  year  must  be  a  fair  measure  of  the  loss 
which  the  corporation  sustains  by  reason  of  the  depreciation  of  its 
property. 

15.  The  amount  of  interest  deductible  is  the  amount  of  interest  ac- 
crued and  paid  within  the  year  on  bonded  or  other  indebtedness  not 
exceeding  one-half  of  the  sum  of  interest-bearing  indebtedness  and 
the  paid-up  capital  stock  outstanding  at  the  close  of  the  year,  or  if 
no  capital  stock,  the  amount  of  interest  paid  within  the  year  on  an 
amount  of  indebtedness  not  exceeding  the  amount  of  capital  employed 
in  the  business  at  the  close  of  the  year ;  or  in  case  of  a  corporation, 
joint  stock,  company  or  association,  or  insurance  company  organized 
under  the  laws  of  a  foreign  country,  interest  so  paid  on  its  bonded 
or  other  indebtedness  to  an  amount  of  such  bonded  or  other  Indebted- 
ness not  exceeding  the  proportion  of  its  paid-up  capital  stock  out- 
standing at  the  close  of  the  year,  or  if  no  capital  stock,  the  amount  of 
capital  employed  in  the  tusiness  at  the  close  of  the  year,  which  the 
gross  amount  of  its  income  for  the  year  from  'business  transacted  and 
capital  invested  within  the  United  States  bears  to  the  g7-oss  amount 
of  its  income  derived  from  all  sources  within  and  wnthout  the  United 
States.  All  interest  deductions  must  be  claimed  under  Item  6  on  the 
return  form. 

16.  Dividends  declared  or  paid  are  not  deductible  from  gross  in- 
come. 
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17.  Dividends  received  upon  the  stock  of  other  corporations  must 
be  included  in  gross  income  and  are  not  deductible  therefrom  in  the 
ascertainment  of  the  net  income  on  which  the  tax  is  computed. 

18.  Interest  received  upon  the  obligations  of  a  State  or  any 
political  subdivision  thereof,  and  upon  the  obligations  of  the  United 
States  or  its  possessions,  should  be  included  in  gross  Income,  as  well 
as  all  other  interest  due  and  accrued  during  the  period  for  which  re- 
turn is  made. 

19.  Accrued  interest  is  considered  to  be  interest  due  and  payable, 
except  in  the  cases  of  banking  or  other  similar  institutions  which 
close  their  accounts  on  the  basis  of  the  interest  earned.  In  all  cases 
the  accrued  interest  shall  be  reported  on  the  basis  on  which  the 
books  are  closed. 

20.  Taxes  deductible  in  the  return  are  such  taxes,  actually  paid 
within  the  year,  as  are  inposed  by  authority  of  the  United  States 
or  of  any  State  or  Territory  thereof,  or  by  the  government  of  any 
foreign  country,  not  including  taxes  paid  by  a  corporation,  pursuant 
to  guaranty,  on  its  bonds  or  the  income  therefrom  and  not  including 
thope  taxes  assessed  against  local  benefits.  A  reserve  for  taxes,  as 
such,  is  not  deductible. 

21.  ihe  gross  iULome  of  mercantile  corporations  should  be  ascer- 
tained in  the  following  manner:  From  the  sum  of  the  total  sales 
during  the  year  plus  the  sum  of  the  inventory  at  the  end  of  the 
year,  deduct  the  sum  of  the  inventory  at  the  beginning  of  the  year 
plus  the  cost  of  the  goods  and  materials  purchased  during  the  year ; 
to  this  difference  add  the  income  received  from  any  other  source  and 
the  result  will  be  the  gross  income  to  be  reported  under  Item  No.  3 
of  the  return. 

22.  Gross  income  in  the  case  of  a  manufacturing  corporation  shall 
include  the  total  receipts  from  the  sale  of  all  manufactured  goods  sold 
during  the  year  plus  any  increase  in  the  inventoried  value  ascertain- 
ed through  an  accounting  of  the  finished  and  unfinished  product, 
raw  material,  etc.,  on  hand  at  the  close  of  the  year. 

23.  To  the  income  thus  ascertained  there  should  be  added  the  in- 
come arising,  accruing,  or  received  from  any  and  all  other  sources, 
the  aggregate  thus  ascertained  to  be  the  gross  income  to  be  returned 
under  Item  No.  3  of  the  return  form.  Since  the  gross  income  thus 
ascertained  represents  the  total  receipts  as  well  as  the  inventoried 
value  of  finished  and  unfinished  products,  raw  material,  etc.,  the  cor- 
poration will  include  in  its  deduction  under  Item  No.  4  all  expendi- 
tures for  material,  labor,  fuel,  and  other  items  going  to  make  up  the 
cost  of  the  goods  sold  or  inventoried  at  the  end  of  the  year. 

SPECIAL  NOTICE.— Any  officer  of  any  corporation  required  by  law 
to  make,  render,  sign  or  verify  any  return,  who  makes  any  false  or 
fraudulent  return  or  statement  with  intent  to  defeat  or  evade  the  as- 
sessment required  by  section  2,  Act  of  October  3,  1913,  to  be  made, 
shall  be  guilty  of  a  misdemeanor  and  shall  be  fined  not  exceeding  $2,- 
000,  or  be  imprisoned  not  exceeding  one  year,  or  both,  at  the  discre- 
tion of  the  court,  with  the  costs  of  prosecution. 
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FORM    1040. 


To  be  filled  in  by 
Collector. 


List  No 

District  of 

Date  received  , 


INCOME  TAX. 


To  be  filled  In  by  Internal 
Revenue  Bureau. 

File  No 

Assessment  List 

Page  Line  .; 


THE  PENALTY  for  failure  to  have  this  return  In  the  hands  o*  the  Col- 
lector of  Internal  Revenue  on   or  before  March  1,  is  fiO  to  $1,000. 

(See  Instructions  on.  Page  4.) 

UNITED  STATES  INTERNAL  REVENUE. 


RETURN  OF  ANNUAL  NET  INCOME  OF 
INDIVIDUALS. 

(As  provided  by  Act  of  Congress,  approved  October  3,  1913.) 

RETURN  OF  NET  INCOME  RECEIVED  OR  ACCRUED  DURING 

THE  YEAR  ENDED  DECEMBER,  31,  191. . 

(For  tlie  year  1913,  from  Marcli  1  to  December  31.) 

Filed  by  (or  for) of 

(Full  name  of  individual.)  (Street  and  No.) 

in  the  City,  Town,  or  Post  Office  of  State 

of      : 

(Fill  in  pages  2  and  3  before  making  entries  below.)     ,    

J..  »_rioss  Income   (see  page  2,  line  12j I  $..|..|..|.. 

2.  General  Deductions    (se->  page  3,  line  7) I  $..|..|..|.. 

3.  Net   Income I  j..|..|..|.. 


Deductions  and  exemptions  allowed  in  computing  income 
subject  tc  *,he  normal  tax  of  1  per  cent.- 


Dividends  and  net  earnings  received  or  accrued,  of 
corporations,  etc.,  subject  to  like  tax.  (See  page  2. 
line  11) 

Amount  of  income  on  wbicb  the  normal  tax  has  been 
deducted  and  withheld  at  the  source.  (See  page  2, 
line  9,   column  A)... 

Specific  exemption  of  $3,000  or  $4,000,  as  the  case  may 
be.    (See  Instructions  3  and  19.) 


Total  deductions  and  exemptions.     (Items  4,  5,  and  6) 

Taxable  Income  on  which  the  normal  tax  of  1  per  cent  is  to  be 
calculated.     (See  Instruction  3. ) 


When   the  net  income  shown  above  on  line  3   exceeds  $20,000,  the  additional 
tax  thereon  must  be  calculated  as  per  schedule  below:      


per   cent   on    amount   over   $20,000 
$50  000                   

and 

not 

exceeding 

Income. 

Tax. 

1 

$.. 

$.. 

... 

2 

per  'cent   on    amount   over    $50,000 

and 

not 

exceeding 

3 

per    cent    on   amount   over   $75,000 

and 

not 

exceeding 

4 

per   cent   on   amount  over  $100,000 

and 

not 

exceeding 

5 

per   cent  on   amouat  over   $250,000 

S^flO  000                    

and 

not 

exceeding 

6 

per  cent  on  amount  over  $500,000... 

$.. 
$.. 

— 

Total  normal  tax  (1  per  cent  of  amount 

entered  on 

line 

7) 

Total  tax  liability. 


•  I*--I--I--I- 
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GROSS  INCOME. 

This  statement  must  show  in  the  proper  spaces  the  entire  amount 
of  gains,  profits,  and  income  received  by  or  accrued  to  the  individual 
from  all  sources  during  the  year  specified  on  page  1. 


Description  of  Income. 


A. 

Amount  of 
income  on 
which  tax 
has  been 
deducted 
and  with- 
held at  the 
source. 


B. 

Amount  of 
income  on 
which  tax 
has  NOT 
been  de- 
ducted and 
withheld  at 
the  source. 


1.  Total  amount  derived  from  .salaries,  wages,   or  com- 

pensation for  personal  service  of  whatever  kind  and 
in  whatever  form  paid 

2.  Total    amount    derived    from    professions,    vocations, 

businesses,  trade,  commerce,  or  sales  or  dealings  in 
property,  whether  real  or  personal,  growing  out  of 
the  ownership  or  use  of  or  interest  in  real  or  per- 
sonal property,  including  bonds,  stocks,  etc 

3.  Total  amount  derived  from  rents  and  from  interest 

on  notes,  mortgages,  and  securities  (other  than  re- 
ported on  lines  5  and  6) 

4.  Total  amount  of  gains  and  profits  derived  from  part- 

nership business,  whether  the  same  be  divided  and 
distributed  or  not 

5.  Total  amount  of  fixed  and  determinable  annual  gains, 

profits,  and  income  derived  from  interest  upon 
bonds  and  mortgages  or  deeds  of  trust,  or  other 
similar  obligations  of  corporations,  joint-stock  com- 
panies or  associations,  and  insurance  companies, 
whether  payable  annually  or  at  shorter  or  longer 
periods    

6.  Total     amount    of     income     derived    from    coupons, 

checks,  or  bills  of  exchange  for  or  in  payment  of 
interest  upon  bonds  issued  in' foreign  countries  and 
upon  foreign  mortgages  or  like  obligations  (not 
payable  in  the  United  States),  and  pIso  from  cou- 
pons, checks,  or  bills  of  exchange  for  or  in  pay- 
ment of  any  dividends  upon  the  stock  or  interest 
upon  the  obligations  of  foreign  corporations,  asso- 
ciations, and  insurance  companies  engaged  in  busi- 
ness in  foreign  countries 

7   Total  amount  of  income  received  from  fiduciaries 

8.  Total    amount   of    income    derived    from    any    source 

whatever,  not  specified  or  entered  elsewhere  on  this 
page    

9.  Totals  


I$--I--I--I--I?--I--I--I- 


NOTE.— Enter  total  of  Column  A  on  line  5  of  first  page. 


10.  Aggregate  Totals  of  Columns  A  and  B. 


11.  Total  amount  of  income  derived  from  dividends  on  the  stock  or 

from  the  net  earnings  of  corporations,  joint-stock  companies, 

associations,  or  insurance  companies  subject  to  like  tax 

(To  be  entered  on  line  4  of  first  page.) 

12.  Total   "Gross  Income"   (to  be  entered  on  line  1  of  first  page.)  . 
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Page  3   [of  Form  1040] 

GENERAL  DEDUCTIONS. 


1.  The  amount  of  necessary  expenses  actually  paid  in  carrying  on 

business,  but  not  including  business  expenses  of  partnerships, 
and  not  including  personal,  living,  or  family  expenses 

2.  All  interest  paid  within  the  year  on  personal  indebtedness  of  tax- 

payer     

3.  All    national.    State,    county,    school,    and    municipal    taxes    paid 

within  the  year  (not  including  those  assessed  against  local  ben- 
efits)     

4.  Losses  actually  sustained  during  the  year  incurred  in  trade  or 

arising  from  fires,  storms,  or  shipwreck,  and  not  compensated 
for  by  insurance  or  otherwise 

5.  Debts  due  which  have  been  actually  ascertained  to  be  worthless 

and  which  have  been  charged  off  within  the  year 

6.  Amount  representing  a  reasonable  allowance  for  the  exhaustion, 

wear,  and  tear  of  property  arising  out  of  its  use  or  employment 
in  the  business,  not  to  exceed,  in  the  case  of  mines,  5  per  cent 
of  the  gross  value  at  the  mine  of  the  output  for  the  year  for 
which  the  computation  is  made,  but  no  deduction  shall  be  made 
for  any  amount  of  expense  of  restoring  property  or  making 
good  the  exhaustion  thereof,  for  which  an  allowance  is  or  has 
been  made 

7.  Total  "General  Deductions"  (to  be  entered  on  line  2  of  first  page.) 


AFFIDAVIT  TO  BE  EXECUTED  BY  INDIVIDUAL  MAKING  HIS 
OWN   RETURN. 

I  solemnly  swear  (or  affirm)  that  the  foregoing  return,  to  the  best 
of  my  knowledge  and  belief,  contains  a  true  and  complete  statement 
of  all  gains,  profits,  and  income  received  by  or  accrued  to  me  during 
the  year  for  which  the  return  is  made,  and  that  I  am  entitled  to  all 
the  deductions  and  exemptions  entered  or  claimed  therein,  under  the 
Federal  Income-tax  Law  of  October  3,  1913. 


Sworn  to  and  subscribed  before  me 
this day  of   ,  191 


(Signature  of  individual.) 


SEAL  OF 

OFFICER 

TAKING 

AFFIDAVIT. 


(Official  capacity.) 


AFFIDAVIT     TO     BE     EXECUTED     BY     DULY     AUTHORIZED 
AGENT   MAKING   RE'TURN   FOR   INDIVIDUAL. 

I  solemnly  swear  (or  affirm)  that  I  have  sufficient  knowledge  of 

the  affairs  and  property  of   to  enable  me 

to  make  a  full  and  complete  return  thereof,  and  that  the  foregoing 
return,  to  the  best  of  my  knowledge  and  belief,  contains  a  true  and 
complete  statement  of  all  gains,  profits,  and  income  received  by  or 
accrued  to  said  individual  during  the  year  for  which  the  return  is 
made,  and  that  the  said  individual  is  entitled,  under  the  Federal  In- 
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eome-tax  Law  of  October  3,  1913,  to  all  the  deductions  and  exemp- 
tions entered  or  claimed  therein. 


Sworn  to  and  subscribed  before  me  (Signature  of  agent.) 

this day  of  191 


SEAL    OV 

OFFICER 

TAKING 

AFFIDAVIT. 


(Official  capacity.) 


ADDRESS^ 
IN    FULIi. 


[See  instructions  on  back  of   this  page   (immediately   below).] 
Page  4   [of  Form  1040] 

INSTRUCTIONS. 


1.  This  return  shall  be  made  by  every  citizen  of  the  United  States, 
whether  residing  at  home  or  abroad,  and  by  every  person  residing  in 
the  United  States,  though  not  a  citizen  thereof,  having  a  net  income 
of  $3,000  or  over  for  the  taxable  year,  and  also  by  every  nonresident 
alien  deriving  income  from  property  owned  and  business,  trade,  or 
profession  carried  on  in  the  United  States  by  him. 

2.  When  an  individual  by  reason  of  minority,  sickness  or  other  dis- 
ability, or  absence  from  the  United  States,  is  unable  to  make  his  own 
return,  it  may  be  made  for  him  by  his  duly  authorized  representative. 

3.  The  normal  tax  of  1  per  cent  shall  be  assessed  on  the  total  net 
income  less  the  specipc  exemption  of  $3,000  or  $4,000  as  the  case  may 
be.  (For  the  year  1913,  the  specific  exemption  allowable  is  $2,500  or 
$3,333.33,  as  the  case  may  be.)  If,  however,  the  normal  tax  has  been 
deducted  and  withheld  on  any  part  of  the  Income  at  the  source,  or 
if  any  part  of  the  income  is  received  as  dividends  upon  the  stock  or 
from  the  net  earnings  of  any  corporation,  etc.,  which  is  taxable  upon 
its  net  income,  such  income  shall  be  deducted  from  the  individual's 
total  net  income  for  the  purpose  of  calculating  the  amount  of  income 
on  which  the  individual  is  liable  for  the  normal  tax  of  1  per  cent  by 
virtue  of  this  return.     (See  page  1,  line  7.) 

4.  The  additional  or  super  tax  shall  be  calculated  as  stated  on 
page  1. 

5.  This  return  shall  be  filed  with  the  Collector  of  Internal  Revenue 
for  the  district  in  which  the  individual  resides  if  he  has  no  other 
place  of  business,  otherwise  in  the  district  in  which  he  has  his 
principal  place  of  business;  or  in  case  the  person  resides  in  a  for- 
eign country,  then  with  the  collector  for  the  district  in  which  his 
principal  business  is  carried  on  in  the  United  States. 

6.  This  return  must  be  filed  on  or  before  the  first  day  of  March 
succeeding  the  close  of  the  calendar  year  for  which  return  is  made. 

7.  The  penalty  for  failure  to  file  the  return  within  the  time  speci- 
fied by  law  is  $20  to  $1,000.  In  case  of  refusal  or  neglect  to  render 
the  return  within  the  required  time  (except  in  cases  of  sickness  or  ab- 
sence), 50  per  cent  shall  be  added  to  amount  of  tax  assessed.  In 
case  of  false  or  fraudulent  return,  100  per  cent  shall  be  added  to 
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such  tax,  and  any  person  required  by  law  to  make,  render,  sign,  or 
verify  any  return  who  makes  any  false  or  fraudulent  return  or  state- 
ment with  intent  to  defeat  or  evade  the  assessment  required  by  this 
section  to  be  made  shall  be  guilty  of  a  misdemeanor,  and  shall  be 
fined  not  exceeding  $2,000  or  be  imprisoned  not  exceeding  one  year, 
or  both,  at  the  discretion  of  the  court,  with  the  costs  of  prosecution. 

8.  When  the  return  is  not  filed  within  the  required  time  by  reason 
of  sickness  or  absence  of  the  individual,  an  extension  of  time,  not 
exceeding  30  days  from  March  1,  within  which  to  file  such  return, 
may  be  granted  by  the  collector,  provided  an  application  therefor  is 
made  by  the  individual  within  the  period  for  which  such  extension 
is  desired. 

9.  This  return  properly  filled  out  must  be  made  under  oath  or  af- 
firmation. Aflidavits  may  be  made  before  any  officer  authorized  by 
law  to  administer  oaths.  If  before  a  justice  of  the  peace  or  magis- 
trate, not  using  a  seal,  a  certificate  of  the  clerk  of  the  court  as  to 
the  authority  of  such  officer  to  administer  oaths  should  be  attached  to 
the  return. 

10.  Expense  for  medical  attendance,  store  accounts,  family  supplies, 
wages  of  domestic  servants,  cost  of  board,  room,  or  house  rent  for 
family  or  personal  use,  are  not  expenses  that  can  be  deducted  from 
gross  income.  In  case  an  individual  owns  his  own  residence  he  can 
not  deduct  the  estimated  value  of  his  rent,  neither  shall  he  be  requir- 
ed to  include  such  estimated  rental  of  his  home  as  Income. 

11.  The  farmer,  in  computing  the  net  income  from  his  farm  for 
his  annual  return,  shall  include  all  moneys  received  for  produce  and 
animals  sold,  and  for  the  wool  and  hides  of  animals  slaughtered,  pro- 
vided such  wool  and  hides  are  sold,  and  he  shall  deduct  therefrom  the 
sums  actually  paid  as  purchase  money  for  the  animals  sold  or 
slaughtered  during  the  year. 

When  animals  were  raised  by  the  owner  and  are  sold  or  slaugh- 
tered he  shall  not  deduct  their  value  as  expenses  or  loss.  He  may 
deduct  the  amount  of  money  actually  paid  as  expense  for  producing 
any  farm  products,  live  stock,  etc.  In  deducting  expenses  for  re- 
pairs on  farm  property  the  amount  deducted  must  not  exceed  the 
amount  actually  expended  for  such  repairs  during  the  year  for  which 
the  return  is  made.  (See  page  3,  item  6.)  The  cost  of  replacing 
tools  or  machinery  is  a  deductible  expense  to  the  extent  that  the 
cost  of  the  new  articles  does  not  exceed  the  value  of  the  old. 

12.  In  calculating  losses,  only  such  losses  as  shall  have  been  ac- 
tually sustained  and  the  amount  of  which  has  been  definitely  ascer- 
tained during  the  year  covered  by  the  return  can  be  deducted. 

13.  Persons  receiving  fees  or  emoluments  for  professional  or  oth- 
er services,  as  in  the  case  of  physicians  or  lawyers,  should  include  all 
actual  receipts  for  services  rendered  in  the  year  for  which  return 
is  made,  together  with  all  unpaid  accounts,  charges  for  services,  or 
contingent  income  due  for  that  year,  if  good  and  collectible. 

14.  Debts  which  were  contracted  during  the  year  for  which  re- 
turn is  made,  but  found  in  said  year  to  be  worthless,  may  be  deduct- 
ed from  gross  income  for  said  year,  but  such  debts  cannot  be  re- 
garded as  worthless  until  after  legal  proceedings  to  recover  the 
same  have  proved  fruitless,  or  it  clearly  appears  that  the  debtor  is 
insolvent.  If  debts  contracted  prior  to  the  year  for  which  return 
is  made  were  included  as  income  in  return  for  year  in  which,  said 
debts  were  contracted,  and  such  debts  shall  subsequently  prove  to 
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be  worthless,  they  may  be  deducted  under  the  head  of  losses  in  the 
return  for  the  year  in  which  such  debts  were  charged  off  as  worth- 
less. 

15.  Amounts  due  or  accrued  to  the  individual  members  of  a  part- 
nership from  the  net  earnings  of  the  partnership,  whether  appor- 
tioned and  distributed  or  not,  shall  be  included  in  the  annual  re- 
turn of  the  Individual. 

16.  United  States  pensions  shall  be  included  as  income. 

17.  Estimated  advance  in  value  of  real  estate  is  not  required  to 
be  reported  as  income,  unless  the  increased  value  is  taken  up  on 
the  books  of  the  individual  as  an  increase  of  assets. 

18.  Costs  of  suits  and  other  legal  proceedings  arising  from  ordi- 
nary business  may  be  treated  as  an  expense  of  such  business,  and 
may  be  deducted  from  gross  income  for  the  year  in  which  such  costs 
were  paid. 

19.  An  unmarried  individual  or  a  married  individual  not  living 
with  wife  or  husband  shall  be  allowed  an  exemption  of  $3,000.  When 
husband  and  wife  live  together  they  shall  be  allowed  jointly  a  total 
exemption  of  only  $4,000  on  their  aggregate  Income.  They  may  make 
a  joint  return,  both  subscribing  thereto,  or  if  they  have  separate  in- 
comes, they  may  make  separate  returns ;  but  in  no  case  shall  they 
jointly  claim  more  than  $4,000  exemption  on  their  aggregate  income. 

20.  In  computing  net  income  there  shall  be  excluded  the  compensa- 
tion of  all  officers  and  employees  of  a  State  or  any  political  subdi- 
vision thereof,  except  when  such  compensation  is  paid  by  the  United 
States  Government. 
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FOBM   1040  (REVISED). 


To  be  filled  in  by  „ 

Collector. 

Assessment  List  23-B INCOME  TAX 

(Month.) 
Folio Line 


To  be  ailed  In  by  Internal 
Kevenue  Bureau. 

File  No 

Examined'  by 

Audited   by 


IMPORTANT.— Read  this  form  through 
carelully.    Fill  in  pages  2  and  3  be- 
Above  space  to  be  stamped  by  Collector,  fore  making  entries  on  first  page, 
showing  district  and  date  received. 

THS  FISNAIiTlf  for  failure  to  Iia-re  this  return  in  tlie  bands 
of  the  collector  of  interna]  revenne  on  or  before  March  1  is 
$20  to   $1,000. 

(See  instructions  on  page  4.) 

UNITED  STATES  INTERNAL  EEVENUE. 


RETURN  OF  ANNUAL  NET  INCOME  OF  IN- 
DIVIDUALS. 

(As  provided  by  Act  of  Congress,   approved  October  3,  1913.) 

INCOME  RECEIVED  OR  ACCRUED  DURING  THE  YEAR  ENDED 
DECEMBER  31,  191... 

Piled  by  (or  lor) ,  of 

(Street    and   number.) 


(Post-office   address.) 


(State.) 


COMPLETE    ANSWERS    SHOULD    BE    GIVEN    TO    THE    FOLLOWING 

QUESTIONS. 

Did   you  render  a  return  of  income  for  the  preceding  year? If  so,   in  what 

Internal   Revenue  District  was  it   filed? 

Were  you  single  or  married  with  wife  or  husband  living  with  you  on  December 

31,  of  the  year  for  which  this  return  is  rendered? 

If  married,  give  full  name  of  v/ife  or  husband 

Has  your  wife  or  husband  income  from  sources  independent  of  your  own? 

Have  you  included  your  wife's  or  hupband's  income  in  this  return? ". .. 


1.  Gross  Income  (brought  from  line  28) 

2.  General  Deductions  (brought  from  line  36) . 

3.  Net   Income 


Mil- 
lions 


Thou- 


Hun- 
dreds 


Cts. 


Specific  deductions  and  exemptions  allowed  in  comput- 
ing   normal    tax    of    1    per    cent. 


Mil- 
lions 


Thou- 
sands 


Hun- 
dreds 


Cts. 


4.  Dividends  (brought  from  line 

27)   

5.  Income  on  which  the  normal 

tax  has-been  paid  or  is  to  be 
paid  at  the  source  (brought 
from  line  23,  Column  A) . . . 

6.  Specific   exemption   of   $3,000, 

or  $4,000,  as  the  case  may  be 

Note.— If   separate  return 

is  made  by  husband  or 

wife    and   exemption   is 

prorated,    state    amount  f  Husband. . .  $ 

claimed  by:  Iwife $ 

7.  Total   deductions  and  exemptions   (Items  4, 

5,  and  6) 

S.  Taxable    Income  on  which  the  normal   tax  ot  1  per 
cent  is  to  be  calculated 


NOTE.- When  the  net  income  shown  above  on  line  3  exceeds  $20,000  the  addi- 
tional tax  thereon  must  be  calculated  as  per  schedule  below. 
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Income. 

Tax. 

One  per  cent   on  amount  over 
?20,000     and      not     exceeding 
$50,000  

M 
lie 

*.. 

J.. 

i.. 

*.. 
*.. 

il- 
)n 

3 

Thou- 
sands 

Hun- 
dreds 

Cts. 

Mil- 
lions 

Thou- 
sands 

Hun- 
dreds 

Cts. 

Two   per  cent  on  amount  over 
$50,000      and     not     exceeding 
$75,000  

Three  per  cent  on  amount  over 
$75,000     and      not     exceeding 
$100,000  

Pour  per  cent  on  amount  over 
$100,000     and     not     exceeding 
$250,000  

Five  per  cent  on  amount  over 
$250,000     and     not     exceeding 
$500,000   • 

Six    per   cent  on   amount  over 
$600,000  

9.  Total  additional  or  suj 
10.  Total  normal  tax  (1  pe 

)er  tax 

r  cent  of  amount  enter- 

$  .. 

.11 

.. 

11 

11 

11 

11 

11.  Total  tax  to  be  paid.. 



., 

.... 

.. 

[Page]   2   [of  Form  1040  (Revised)] 

GROSS  INCOME 

This  statement  must  show  in  the  proper  spaces  the  ENTIRE  AMOUNT  of 
gains,  profits,  and  income  received  by  or  accrued  to  the  individual  from  all 
sources  during  the  year  specified  on  page  1,  EXCEPT  Income  derived  from  the 
obligations  of  the  United  States  or  any  of  its  possessions,  or  of  any  State  or 
political  subdivision  thereof,  including  district  drainage  bonds ;  and  amounts 
paid  by  a  State  or  any  political  subdivision  thereof  for  services  rendered  as 
an  oflBcer  or  employee. 


DESCRIPTION  OF  INCOME. 

Note.— It  husband  and  wife  ren- 
der separate  returns,  only  the 
income  and  deductions  of  the 
husband  or  wife  (as  the  case 
may  be)  who  renders  this  re- 
turn shall  be   included  here- 
in :  but  if  separate  returns  are 
not  rendered  by  both  husband 
and  wife  the  income  and  de- 
ductions of  both  husband  and 
wife  shall  be  included  sepa- 
rately   as    provided    on    this 
form. 

A. 

Income   on   which    the 
tax  has  been  paid  or 
is  to  be  paid  at  the 
source. 

B. 

Income   on   which    the 
tax    has    NOT    been 
paid  or  is  not  to   be 
paid  at  the  source. 

Total  Amount  Derived  f  rom— 

M 

11 

$.. 

11 
3n 

i 

T 

s 

ho 

in 

u- 
ds 

a 

u 

re 

ri- 
ds 

Cts. 

M 
11 

il 
an 

s 

T 
s 

ho 

m 

u- 
ds 

d 

u 
re 

1- 
Is 

Cts. 

Wife's    income... 

13.  Profes?>ions  and  vocations... 

Wife's  income 

14.  Business,    trade,    commerce, 

or    sales,    or    dealings    in 
property,  whether   real  or 

Wife's  income 

Wife's  income 

16.  Interest  on  notes,  mortgages, 
bank  deposits,  and  securi- 
ties other  than  reported  on 

Wife's  income 

17.  Interest  on  bonds,  mortgages 
or  deeds  of  trust,  or  other 
similar   obligations  of  do- 
mestic corporations,    joint 
stock   companies    or   asso- 
ciations,     and      insurance 

Wife's  income 

*■ .. 

.. 
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GROSS  INCOME— Conttnued. 


DESCRIPTION  OF  INCOME. 

A. 

Income    on   which 
tax  has  been  paid 
is  to  be  paid  at 
source. 

the 
or 

bhe 

B. 

Income    on   which   the 
tax    has    NOT    been 
paid  or  is  not  to  be 
paid  at  the  source. 

18.  Fiduciaries*  (excepting  div- 
idends from  domestic  cor- 
porations,  whicli  must  be 
included    as    indicated    in 
line  26  below) 

M 
lie 

1- 

ns 

Tl 

sa 

10 

n 

1- 
is 

H 
d 

Ul 

re< 

1- 
Is 

Cts. 

M 
lie 

il- 
n 

i 

T 

Si 

lio 
n 

u- 

Is 

H 
d 

UI 

re< 

1- 
Is 

Cts. 

Wife's  income 

19.  Partnership  gains  and  prof- 

its, whether  distributed  or 

not.     iNet  gains  or  profits 

must  be  reported  here.)... 

Wife's  income 

20.  Interest  upon  bonds  issued  in 

foreign  countries  and  up- 
on   foreign    mortgages    or 
like   obligations   (not  pay- 
able in  the  United  States), 
and    also    dividends    upon 
the  stock  or  interest  upon 
the  obligations   of  foreign 
corporations,    associations 
and    Insurance    companies 
engaged     in     business     in 

foreign  countries 

Wife's  income 

21.  Royalties    from    mines,    oil 

wells,    patents,    franchises 
or    other    legalized    privi- 

Wife's  income 

22.  Other  sources  not  enumerat- 

Wite's  income 

Note.— State    here    sources 
from   which   income    en- 
tered  on    line    22    is   re- 
ceived   and    amount    re- 
ceived from  each. 

23.              Totals      (Note.— Enter 
total    of   Column  A 
on  line  5) 

t .. 

i .. 

24.  Aggregate  Totals  of  Columns  A  and  B. 

25.  Dividends  on  stock  or  from 

the  net  earnings  of  domes- 
tic corporations,  joint 
stock  companies,  associa- 
tions, or  insurance  compa- 
nies subject  to  like  tax... 

26.  Dividends   received   through 

fiduciaries   (see  line  18). 

27.  Total  Dividends  (to  be  entered  on  line  4) 

28.  Total  Gross  Income  (to  be  entered  on  line  1). 


"■There  should  be  included  under  this  item  all  income  received  from  guard- 
ians, trustees,  executors,  administrators,  agents,  receivers,  conservators,  or  other 
persons  acting  In  a  fiduciary  capacity. 
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GENERAL  DEDUCTIONS 
NOTE.— Claims  for  deductions  can  not  be  allowed  unless  the  information  re- 
quired below  is  clearly  set  forth. 


29.  The  amount  of  necessary  expenses  actually  paid 
within  the  calendar  year,  for  which  the  return  is 
made,  in  carrying  on  any  individual  business.  There 
must  not  be  included  under  this  head  personal,  liv- 
ing, or  family  expenses,  business  expenses  of  part- 
nerships, or  cost  of  merchandise.  Amounts  paid 
for  permanent  improvement  or  betterment  of  prop 

erty  are  not  proper  expense  deductions 

Wife's    deduction , 

Note. — State  on  the  following  lines  the  prin- 
cipal business  in  which  the  above  expenses  were 
incurred. 


30.  All  interest  paid    within  the  year  on   personal   in^ 

debtedness  of  taxpayer 

Wife's    deduction 

31.  All    national.    State,    county,    school,    and    municipal 

taxes   paid  within    thp   year    (not   including   those 

assessed  against  local  benefits) 

V/if e's    deduction 

32.  Losses  actually  sustained  during  the  year  incurred  in 

trade  or  arising  from  fires,  storms,  or  shipwreck, 
and  not  compensated  by  insurance  or  otherwise.... 

Wife's  deduction , 

Note.— State  (a)  of  what  the  loss  consisted,  (6> 
when  it  was  actually  sustained,  and  (c)  how  it 
was  determined  to  be  a  loss. 


33.  Debts  past  due  which  have  been  actually  ascertained 
to  be  worthless  and  which  have  been  charged  off 

within  the  year 

Wife's    deduction 

Note.— State  (a)  of  what  the  debts  consisted, 
(b)  when  they  were  created,  (c)  when  they  be- 
came due,  and  (d)  how  they  were  actually  de- 
termined to  be  worthless. 


34.  Amount  representing  a  reasonable  allowance  for  the 
exhaustion,  wear  and  tear  of  property  arising  out 
of  its  use  or  employment  in  business.  No  deduc- 
tion shall  be  made  for  any  amount  of  expense  of 
restoring  property  or  making  good  the  exhaustion 
thereof  for  which  a  deduction  is  claimed  else- 
where in  this  return 

Wife's    deduction 

Note.— State  (a)  what  the  property  was  on 
which  depreciation  is  taken  (if  buildings,  state 
when  erected,  of  what  material  constructed,  and 
value  of  same,  as  of  January  1,  of  the  calendar 
year  for  which,  this  return  is  rendered),  and  (b) 
what  percentage  of  depreciation  is  claimed. 


35.  Amount  allowed  to  cover  depletion,  in  case  of  mines 
and  oil  wells,  not  to  exceed  5  per  cent  of  the  gross 
value  at  the  mine  or  well  of  the  output  for  the 
calendar  year  for  which  this  return  is  rendered 

Wife's    deduction 

Note.— State  (a)  cost  of  mine  or  well,  (&)  gross 
value  at  the  mine  or  well  of  the  output  for  the  cal- 
endar year  for  which  this  return  is  rendered,  and 
(c)  what  percentage  of  depletion  is  claimed. 


Total  "General  Deductions"   (to  be  entered  on 
line    2) ^ 


Mil- 
lions 


Thou- 
sand? 


Hun 
dreds 


Cts 


Note.— If  space  is   insufficient  for  answering  any  questions,   attach   a  sui^ple- 
mental  sheet  to  this  return. 
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AFFIDAVIT  TO   BE   EXECUTED   BY  INDIVIDUAL   MAKING  HIS  OWN 

RETURN 

I  swear  (or  afBrm)  that  the  foregoing  return,  to  the  best  of  my  knowledge 
and  belief,  contains  a  true  and  complete  statement  of  all  taxable  gains,  profits, 
and  income  received  by  or  accrued  to  me  during  the  year  for  which  the  re- 
turn is  made,  and  that  I  am  entitled  to  all  the  deductions  and  exemptions 
entered  or  claimed  therein  under  the  Federal  Income  Tax  Law  of  October  3, 
1913. 

(Signature  of  individual.) 
Sworn  to  and  subscribed  before  me  this day  of ,  191 


[Seal.] 


(Oriicial  capacity.) 


AFFIDAVIT  TO  BE  EXECUTED  BY  DULY  AUTHORIZED  AGENT 
MAKING  RETURN  FOR  INDIVIDUAL 
I  swear  (or  affirm)  that  I  have  sufficient  knowledge  of  the  affairs  and  prop- 
erty of to  enable  me  to  make  a  full  and  complete  re- 
turn of  the  taxable  income  thereof,  and  that  the  foregoing  return,  to  the  best 
of  my  knowledge  and  belief,  contains  a  true  and  complete  statement  of  all 
the  taxable  gains,  profits,  and  income  received  by  or  accrued  to  said  individual 
during  the  year  for  which  the  return  is  made,  and  that  the  said  individual  is 
entitled  under  the  Federal  Income  Tax  Law  of  October  3,  1913,  to  all  the  de- 
ductions and  exemptions  entered  or  claimed  therein,  and  that  I  am  authorized 
to  make  this  return  for  the  following  reasons  : 


(Signature  of  agent.) 


(Post-office  address  of  agent.) 
Sworn  to  and  subscribed  before  me  this day  of ,  191 


[Seal.]  

(Official  capacity.) 

INSTRUCTIONS 

1.  This  return  shall  be  made  by  every  citizen  of*  the  United  States,  whether 
residing  at  home  or  abroad,  and  by  every  person  residing  in  the  United  States, 
though  not  a  citizen  thereof,  having  a  net  income  of  $3,000,  or  over,  for  the 
taxable  year. 

2.  This  return  shall  be  made  by  every  nonresident  alien  deriving  any  net 
income  from  property  owned  and  business,  trade,  or  profession  carried  on  in 
the  United  States  by  him.    No  specific  exemption  is  allowed  nonresident  aliens. 

3.  When  an  individual  by  reason  of  minority,  sickness,  or  other  disability, 
or  absence  from  the  United  States,  is  unable  to  make  his  own  return,  it  may 
be  made  for  him  by  his   duly  authorized  representative. 

4.  This  return  should  be  filed  with  the  Collector  of  Internal  Revenue  for  the 
district  in  which  the  individual  resides.  In  case  the  person  resides  in  a  for- 
eign country,  then  with  the  collector  for  the  district  in  which  his  principal 
business  is  carried  on  in  the  United  States. 

5.  When  the  return  is  not  filed  within  the  required  time  by  reason  of  sick- 
ness or  absence  of  the  individual,  an  extension  of  time,  not  exceeding  30  days 
from  March  1,  within  which  to  file  such  return  may  &e  granted  by  the  col- 
lector, provided  a  written  application  therefor  is  made  by  the  individual 
within   the  period  for  which  such  extension  is   desired. 

6.  This  return,  properly  filled  out.  must  be  made  under  oath  or  affirmation. 
Affidavits  may  be  made  before  any  officer  authorized  l)y  law  to  administer 
oaths. 

7.  An  unmarried  individual  or  married  individual  not  living  with  husband  or 
wife  shall  be  allowed  an  exemption  of  $3,000.  When  husband  and  wife  live 
together  they  shall  be  allowed  jointly  a  total  exemption  of  only  $4,000  on  their 
aggregate  income.  Either  husband  or  wife  may  make,  sign,  and  verify  a  re- 
turn of  their  joint  income.  Where  husband  and  wife  have  separate  incomes 
they  make  a  joint  return  of  such  separate  income,  both  subscribing  to  the 
return,  or  they  may  make  separate  returns  of  their  respective  incomes  but  in 
no  case  shall  they  claim  or  be  allowed  more  than  $4,000  exemption  on  their 
aggregate  incomes. 

8.  Amounts  charged  on  line  29  for  restoring  property  or  making  good  the 
exhaustion  thereof  from  its  use  in  business,  together  with  the  amount  claim- 
ed for  depreciation  on  line  34,  must  not  exceed  the  deterioration  of  the  prop- 
erty  in  one  year. 
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List  No 

District  of  

Date  received   

THE  PENALTY   for  failure  to   have   this  return  in   the   hands   of  the  Col- 
lector of   Internal  Revenue  on   or  before  March  1,  is   $20  to  $1,000. 


To  be  Oiled  in  by  Internal 
Revenue  Bureau. 

File  No 

Assessment  List  

Page Line  . 


(See  instructions  on  page  4.) 


UNITED  STATES  INTERNAL  REVENUE. 


RETURN  OP  ANNUAL  INCOME  BY  FIDUCIARIES. 

(As  provided  by  Act  of  Congress  approved  October  3,  1913.) 


RETURN  OF  INCOME  RECEIVED  OR  ACCRUED  DURING  THE 

YEAR  ENDED  DECEMBER  31,  191 

(For  the  year  1913,  from  March  1    to  December  31.) 

Filed  by ,  acting  in  the  capacity  of 

(Name  of  fiduciary.) 

for  the  beneficiaries  of  tbe  estate 

(State  whether  trustee,  executor,  etc.) 

or  trust  of  

(Fill  in  pages  2  and  3  before  making  entries  on  this  page.) 


1.  Gross   Income   (see  page   2,    line 

2.  Total  Deductions  (see  page  3,  lin 

11) 

e  9) 

— 

•• 

3.  Amount  of  income  paid  or  payable  to  beneficiaries  on  -which  the 
normal  tax  of  1  per  cent  has  been  deducted  and  withheld  as 

$.. 

•• 

Names  of 
beneficiaries. 

Addresses. 

Amount 
of    income 
paid    or 
accrued  to 
benefi- 
ciaries. 

Amount 
of  exemp- 
tion 
claimed. 

Amount 
of    income 
on    which 
fiduciary 
is    liable 
tor    tax. 

Amount 

of    tax 

withheld. 

5......... 

$ 

$ 

$ 



Totals 

$ 

5 

J 

$ 
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GROSS  INCOME. 

This  statement  must  show  in  the  proper  spaces  the  entire  amount 
of  gains,  profits,  and  income  coming  into  the  custody  or  control  and 
management  of  the  -fiduciary,  for  the  benefit  of  the  beneficiaries  of 
the  trust  or  estate,  during  the  year  specified  on  page  1. 


Description  of  Income. 

A. 
Amount  of 
income  on 
which  tax 
has  been 
deducted 
and  with- 
held at  the 
source. 

B. 

Amount  of 
income  on 
which  tax 
has  NOT 
been  de- 
ducted and 
yithheld  at 
the  source. 

1.  Total  amount  derived  from  salaries,  wages,  or  com- 
petisation    for    personal    service   of   whatever    kind 

$■■ 

$.. 

2.  Total    amount    derived    from    professions,    vocations, 

businesses,  trade,  commerce,  or  sales  or  dealings  in 
property,  whether  real  or  personal,  growing  out  of 
the  ownership  or  use  of  or  interest  in  real  or  per- 
sonal property,  including  bonds,  stocks,  etc 

3.  Total  amount  derived  from  rents  and  from  interest 

on  notes,  mortgages,  and  securities  (other  than  re- 

4.  Total  amount  of  gains  and  profits  derived  from  part- 
nership business,  whether  -the  same  be  divided  and 

5.  Total  amount  of  fixed  and  determinable  annual  gains, 
profits,    and    income    derived    from    interest    upon 
bonds   and   mortgages   or   deeds   of  trust,  or  other 
similar  obligations  of  corporations,  joint-stock  com- 
panies   or   associations,    and   insurance    companies, 
whether  payable  annually  or  at  shorter  or  longer 

6.  Total     amount     of    income    derived    from     coupons, 
checks,  or  bills  ol  exchange  lor  or  in  payment  of 
interest  upon  bonds  issued  in  foreign  countries  and 
upon   foreign    mortgages    or    like    obligations    (not 
payable  in  the  United  States),  and  also  from  cou- 
pons, checks,  or  bills  ot  exchange  for  or  in  payment 
of  any  dividends  upon  the  stock  or   interest  upon 
the  obligations  of  foreign  corporations,  associations, 
and   insurance   companies   engaged   in   business    in 

7.  Total    amount   of    income    derived   from    any    source 
whatever,  not  specified  or  entered  elsewhere  on  this 

8.  Totals     

?..  ..|..|..|$..|..i..|.. 

NOTE.— Enter  total  of  Column  A  on  line  8  of  third  page. 

?■■ 

10.  Total  amount  of  income  derived  from  dividends  on  the  stock  or 
from  the  net  earnings  of  corporations,  joint-stock  companies, 
associations,  or  insurance  companies  subject  to  like  tax 

$.. 

(To  be  entered  on  line  7  of  third  page.) 
11.  Aggregate  Total  of  "Gross  Income"  (to  be  entered  on  line  1  of 

$.. 
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DEDUCTIONS. 


1.  The  amount  of  necessary  expenses  actually  paid  in  carrying  on 

business,  but  not  including  business  expenses  of  partnerships, 
and  not  including  personal,  living,  or  family  expenses 

2.  All  interest  paid  within  the  year  on  personal  indebtedness  of  tax- 

payer     

3.  All  United  States,  State,  county,  school,  and  municipal  taxes  paid 

within  the  year  (not  including  those  assessed  against  local  ben- 
efits)     

4.  Losses  actually  sustained  during  the  year  incurred  in  trade  or 

arising  from  fires,  storms,  or  shipwreck,  and  not  compensated 
for  by  insurance  or  otherwise 

5.  Debts  due  which  have  been  actually  ascertained  to  be  worthless 

and  which  have  been  charged  ofC  within  the  year 

6.  Amount  representing  a  reasonable  allowance  for  the  exhaustion, 

wear,  and  tear  of  property  arising  out  of  its  use  or  employment 
in  the  business,  not  to  exceed,  in  the  case  of  mines,  5  per  cent 
of  the  gross  value  at  the  mine  of  the  output  for  the  year  for 
which  the  computation  is  made,  but  no  deduction  shall  be  made 
for  any  amount  of  expense  of  restoring  property  or  making 
good  the  exhaustion  thereof,  for  which  an  allowance  is  or  has 
been  made 

7.  Total  amount  of  Income  derived  from  dividends  on  the  stock  or 

from  tbe  net  earnings  of  corporations,  joint-stock  companies, 
associations,  or  insurance  companies  subject  to  like  tax  (same 

as  entry  on  line  10,  page  2.) 

S.  Amount  of  income  on  which  the  normal  tax  of  1  per  cent  has 
been  deducted  and  withheld  at  the  source  (see  page  2)  line  8, 
column    A) 

9.  Total  Deductions  (to  be  entered  on  line  2  of  first  page.) 


AFFIDAVIT  TO   BE   EXECUTED   WHERE   FIDUCIARY   IS   AN 
INDIVIDUAL. 

I  solemnly  swear  (or  aflarm)   that  I  am  the for  the 

(State  whether  trustee,  executor,  etc.) 

Deneficlaries  of  the  estate  or  trust  of ;   that 

the  foregoing  return,  to  the  best  of  my  knowledge  and  belief,  con- 
tains a  true  and  complete  statement  of  all  gains,  profits,  and  in- 
come coming  into  my  custody  or  control  and  management  during  the 
year  for  which  the  return  is  made ;  that  said  beneficiaries  are  en- 
titled, under  the  Federal  Income-tax  Law  of  October  3,  1913,  to  all 
the  deductions  entered  or  claimed  therein ;  that  all  certificates 
claiming  personal  exemption,  presented  by  the  beneficiaries,  are  here- 
with inclosed;  and  there  is  contained  therein  a  true  and  complete 
list  of  the  names  and  addresses  of  all  beneficiaries  to  whom  any  part 
of  the  amount  stated  on  line  3  of  the  first  page  thereof  has  been 
paid  or  is  payable. 

Sworn  to  and  subscribed  before        

me  this   ....   day  of ,  191  (Signature  of  fiduciary.) 


SEAL  OF 

OFFICER 

TAKING 

AFFIDAVIT. 


ADDRESS  - 
IN   FULL. 
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AFFIDAVIT   TO   BE   EXECUTED  WHERE   FIDUCIAEY    IS    AN 
ORGANIZATION. 

I  solemnly  swear  (or  aflSrm)  that  I  am  the of  the 

(State  official  position.) 

of which  organ- 

Otate  name  ol  fiduciary  organization.)  (Address  In  lull.) 

ization  is  the  duly  authorized  or  appointed 

(State  wliether  trustee,  executor,  etc.) 

for  the  beneficiaries  of  the  estate  or  trust  of ; 

that  I  am  duly  authorized  to  act  for  said  fiduciary ;  that  the  fore- 
going return,  to  the  best  of  my  knowledge  and  belief,  contains  a 
true  and  complete  statement  of  all  gains,  profits,  and  income  com- 
ing into  the  custody  or  control  and  management  of  said  organiza- 
tion in  its  fiduciary  capacity  as  stated  during  the  year  for  which  the 
return  is  made;  that  said  beneficiaries  are  entitled  under  the  Fed- 
eral Income-tax  Law  of  October  3,  1913,  to  all  the  deductions  en- 
tered or  claimed  therein ;  that  all  certificates  claiming  personal  ex- 
emption, presented  by  the  beneficiaries,  are  herewith  Inclosed;  and 
there  is  contained  therein  a  true  and  complete  list  of  the  names  and 
addresses  of  all  beneficiaries  to  whom  any  part  of  the  amount  stated 
on  line  3  of  the  first  page  thereof  has  been  paid  or  is  payable. 

Sworn  to  and  subscribed  before         ■ 

me  this  ....  day  of   191  (Signature     of    officer    representing 

fiduciary.) 


SEAL  OF 

Ori'ICEK 

TAKING 

AFFIDAVIT. 


ADDRESS 
IN    FULL. 


{• 


Page  4    [of  Form   1041] 

INSTRUCTIONS. 


1.  Fiduciaries  shall,  when  the  annual  interest  of  any  beneficiary 
in  income  accruing  and  payable  through  said  fiduciary  is  in  excess 
of  $3,000,  make  and  render  a  return  on  this  form  of  such  income  of 
the  person  or  persons  for  whom  they  act,  to  the  Collector  of  In- 
ternal Revenue  of  the  district  in  which  the  fiduciary  resides.  The 
return  shall  be  made  as  provided  herein,  whether  the  income  is  dis- 
tributed or  not.     See  Treasury  Decision  1906. 

2.  The  list  return  required  from  fiduciaries  by  regulations  pro- 
vided in  Treasury  Decision  1906,  issued  November  28,  1913,  shall  be 
made  on  page  1  of  this  return,  giving  thereon  the  name  of  each 
beneficiary  of  the  trust  or  estate,  the  amount  of  income  paid  or  ac- 
crued to  each  beneficiary,  the  amount  of  exemption  claimed  by  each 
beneficiary,  if  any,  the  amount  of  income  on  which  fiduciary  is  liable 
for  tax,  and  the  amount  of  income  withheld  for  tax. 

3.  Where  several  individuals  act  jointly  in  a  fiduciary  capacity, 
when  this  return  is  required  it  may  be  made  and  executed  by  one 
of  two  or  more.     When  the  fiduciary  is  an  organization  it  shall  be 
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signed  and  executed  by  the  President,   Secretary,  or  Treasurer  of 
said  organization. 

4.  Tliis  return  shall  be  filed  with  the  Collector  of  Internal  Rev- 
enue for  the  district  in  which  the  fiduciary  resides  if  he  has  no 
other  place  of  business,  otherwise  in  the  district  in  which  he  has 
his  principal  place  of  business. 

5.  This  return  must  be  filed  on  or  before  the  first  day  of  March 
succeeding  the  close  of  the  calendar  year  for  which  return  is  made. 

6.  The  penalty  for  failure  to  file  the  return  within  the  time  spec- 
ified by  law  is  $20  to  $1,000.  In  case  of  refusal  or  neglect  to  render 
the  return  within  the  required  time  (except  in  case  of  sickness  or 
absence)  50  per  cent  shall  be  added  to  amount  of  tax  assessed.  In 
case  of  false  or  fraudulent  return  100  per  cent  shall  Be  added  to 
such  tax  and  a  fine  not  exceeding  $2,000  or  imprisonment  not  exceed- 
ing one  year  or  both  may  he  imposed. 

7.  When  the  return  is  not  filed  within  the  required  time  by  reason 
of  sickness  or  absence  of  the  fiduciary,  an  extension  of  time  not 
exceeding  30  days  from  March  1,  within  which  to  file  such  return 
may  be  granted  by  the  Collector,  provided  an  application  therefor 
is  made  by  the  fiduciary  within  the  period  for  which  such  extension 
is  desired. 

8.  This  return  properly  filled  out  must  be  made  under  oath  or 
affirmation.  Aflidavits  may  be  made  before  any  officer  authorized 
by  law  to  administer  oaths.  If  before  a  Justice  of  the  peace  or 
magistrate,  not  using  a  seal,  a  certificate  of  the  clerk  of  the  court 
as  to  the  authority  of  such  officer  to  administer  oaths  should  be  at- 
tached to  the  return. 

J'he  following  instructions,  so  far  as  applicable,  are  to  be  con- 
sidered by  the  fid)uciary  in  determining  the  amount  of  income  com- 
ing into  his  custody  or  control  and  management  which  should  be  re- 
ported in  this  return  on  page  2,  and  the  deductions  which  should 
be  reported  on  page  3. 

9.  Expense  for  medical  attendance,  store  accounts,  family  sup- 
plies, wages  of  domestic  servants,  cost  of  board,  room,  or  house 
rent  for  family  or  personal  use,  are  not  expenses  that  can  be  de- 
ducted from  gross  income.  In  case  an  individual  owns  his  own 
residence  he  can  not  deduct  the  estimated  value  of  his  rent,  neither 
shall  he  be  required  to  include  such  estimated  rental  of  his  home 
as  income. 

10.  The  farmer,  in  computing  the  net  income  from  his  farm  for 
his  annual  return,  shall  include  all  moneys  received  for  produce 
and  animals  sold,  and  for  the  wool  and  hides  of  animals  slaugh- 
tered, provided  such  wool  and  hides  are  sold,  and  he  shall  deduct 
therefrom  the  sums  actually  paid  as  purchase  money  for  the  ani- 
mals sold  or  slaughtered  during  the  year. 

When  animals  are  raised  by  the  owner  and  are  sold  or  slaugh- 
tered, he  shall  not  deduct  their  value  as  expenses  or  loss.  He  may 
deduct  the  amount  of  money  actually  paid  as  expense  for  produc- 
ing any  farm  products,  live  stock,  etc.  In  deducting  expenses  for 
repairs  on  farm  property  the  amount  deducted  must  not  exceed  the 
amount  actually  expended  for  such  repairs  during  the  year  for 
which  the  return  is  made.  (See  page  3,  item  6.)  The  cost  of  re- 
placing tools  or  machinery  is  a  deductible  expense  to  the  extent 
that  the  cost  of  the  new  articles  does  not  exceed  the  value  of  the 
old. 
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11.  In  calculating  losses,  only  such  losses  as  shall  have  been  ac- 
tually sustained  and  the  amount  of  which  has  been  definitely  as- 
certained during  the  year  covered  by  the  return  can  be  deducted. 

12.  Persons  receiving  fees  or  emoluments  for  professional  or  other 
services,  as  in  the  case  of  physicians  or  lawyers,  should  include  all 
actual  receipts  for  services  rendered  in  the  year  for  which  the  re- 
turn is  made,  together  with  all  unpaid  accounts,  charges  for  serv- 
ices, or  contingent  income  due  for  that  year,  if  good  and  collectible. 

13.  Debts  which  were  contracted  during  the  year  for  which  re- 
turn is  made,  but  found  in  said  year  to  be  worthless,  may  be  de- 
ducted from  gross  income  for  said  year,  but  such  debts  can  not  be 
regarded  as  worthless  until  after  legal  proceedings  to  recover  the 
same  have  proved  fruitless,  or  It  clearly  appears  that  the  debtor  is 
insolvent.  If  debts  due  to  the  taxpayer  and  contracted  prior  to 
the  year  for  which  return  is  made  were  included  as  income  in  re- 
turn for  year  in  which  said  debts  were  contracted,  and  such  debts 
shall  subsequently  prove  to  be  worthless,  they  may  be  deducted  un- 
der the  head  of  losses  in  the  return  for  the  year  in  which  such 
debts  were  charged  off  as  worthless. 

14.  Amounts  due  or  accrued  to  the  individual  members  of  a  part- 
nership from  the  net  earnings  of  the  partnership,  whether  appor- 
tioned and  distributed  or  not,  shall  be  included  in  the  annual  re- 
turn of  the  individual. 

15.  United  States  pensions  shall  be  included  as  income. 

16.  Estimated  advance  in 'value  of  real  estate  is  not  required  to 
be  reported  as  income,  unless  the  increased  value  is  taken  up  on' 
the  books  of  the  individual  as  an  increase  of  assets. 

17.  Costs  of  suits  and  other  legal  proceedings  arising  from  ordi- 
nary business  may  be  treated  as  an  expense  of  such  business,  and 
may  be  deducted  from  gross  income  for  the  year  in  which  such  costs, 
were  paid. 

IS.  An  unmarried  individual  or  a  married  individual  not  living 
with  wife  or  husband  shall  be  allowed  an  exemption  of  $3,000. 
When  husband  and  wife  live  together  they  shall  be  allowed  jointly 
a  total  exemption  of  only  $4,000  on  their  aggregate  income. 

19.  In  computing  net  income  there  should  be  excluded  the  com- 
pensation of  all  officers  and  employees  of  a  State  or  any  political 
subdivision  thereof,  except  when  such  compensation  is  paid  by  the 
United  States  Government. 
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UNITED  STATES  INTERNAL  REVENUE 

Annual  List  Return  of  Amount  of  Normal  Income  Tax 
Withheld  at  the  Source  on  Salaries,  Wages,  Rent,  In- 
terest, or  other  Fixed  and  Determinable  Annual  Gains, 
Proiits,  and  Income  Exceeding  $3,000  for  the  Taxable 
Year 

The  income  to  be  made  the  subject  of  this  return  does  not  includs  dividends 
on  capital  stoclc  or  net  earnings  of  corporations,  joint-stoclc'  companies,  etc., 
subject  to  like  tax  or  income  derived  from  interest  upon  bonds  or  mortgages, 
or  deeds  of  trusts,  or  other  similar  obligations  of  corporations,  joint-stock  com- 
panies, etc.,  or  from  interest  upon  bonds,  mortgages,  or  dividends  of  foreign 
corporations. 

Filed  by  ,  for  the  year  191 

(Name  of  debtor  or  withholding  agent.) 
To  be  made  in  duplicate  to  the  Collector  of  Internal  Revenue  for 
the  District  in  which  the  debtor  or  his  duly  appointed  withholding 
agent,  as  the  case  may  be,  is  located,  on  or  before  the  first  day  of 
March,  showing  the  names  and  addresses  of  persons  who  have  re- 
ceived salaries,  wages,  rent,  etc.,  as  above  described,  in  excess  of 
$3,000,  on  which  the  normal  tax  of  1  per  cent  has  been  deducted  and 
withheld  during  the  preceding  calendar  year. 

I  (we), ,  of 

(Name.)      •  (Address  in  full.) 

the  of  ,  located 

(State  official  title.)  (Debtor  or  withholding  agent.) 

at  do  solemnly  swear   (or 

(Address  in  full.) 

affirm)  that  the  following  is  a  true  and  complete  return  of  all  sal- 
aries, wages,  rent,  and  other  fixed  and  determinable  annual  gains, 
profits,  and  income  in  excess  of  $3,000  as  above  described,  which  were 
paid  (or  were  payable)  to  each  of  the  persons  listed  herein,  and  on 
which  the  normal  tax  of  1  per  cent  was  deducted  and  withheld  dur- 
ing the  year  stated,  and  there  are  herewith  inclosed  all  certificates 
claiming  exemptions  and  deductions  with  respect  to  said  income. 


Name. 

Address  in  Full. 

Character  of  In- 
come. 
(State  whether 
Rent,    Wages, 
etc.) 

d 

t-t 
O 

ga 
< 

is 

°« 
ir  o 

S--S 

Am't  of  Income 
on  which  With- 
holding Agent  is 
Liable  for  Tax. 

n 

a^ 

$ $ 

$  

$ 



1 

Totals  for  calendar   year  

$ $ 

$ 

$ 

Amount  of  tax  remitted  herewith  (if  any)  to  CoIIe 

3tor  

? 

To 


Collector. 
District     of 

(Address.)        


Sworn  to  and  sub-^ 
scribed  before  me  this 
..  day  of 191..  k 


Signed : 


(Capacity  in  which  acting.) 


Note  A.— Withholding  agents  may,  if  they  so  desire,  pay  at  the  time  this  list 
is  filed,  to  the  Collector  of  Internal  Revenue  with  whom  the  list  is  filed,  the 
amount  of  tax  withheld  during  the  year  for  which  the  list  is  made. 
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FORM    1043. 

■UNITED  STATES  INTERNAL  REVENUE 
Monthly  List  Return  of  Amount  of  Normal  Income  Tax 
Withheld  on  Foreign  Income  by  Licensed  Banks  or 
Collecting  Agencies 

E'iled  by  License  No 

(Name  of  bank  or  collecting  agency.) 

To  be  made  in  duplicate  to  the  Collector  of  Internal  Revenue  for 
tbe  District  in  which  the  licensee  is  located,  on  or  before  the  20th 
day  of  each  month,  showing  the  names  and  addresses  of  persons  who 
have  received  payments  from  coupons,  checks,  or  bills  of  exchange 
representing  interest  upon  bonds  issued  in  foreign  countries  and 
upon  foreign  mortgages  or  like  obligations  (not  payable  in  the  United 
States),  or  dividends  upon  the  stock  or  interest  upon  the  obligations 
of  foreign  corporations,  associations,  or  insurance  companies  engaged 
in  business  in  foreign  countries,  on  which  tlie  normal  tax  of  1  per 
cent  has  been  deducted  and  withheld  during  the  preceding  month. 

I  (we) of 

(Name.)  (State   address  in  full.) 

the of  the  above-named  bank  or  collecting 

(Official  position.) 

agency  located  at do  solemnly 

(Address  in  full.) 
swear  (or  aflirm)  that  the  following  is  a  true  and  complete  return  of 
all  payments  as  above  described,  made  by  said  bank  or  collecting 
agency,  and  from  which  the  normal  tax  of  1  per  cent  was  deducted 
and  withheld  at  the  time  of  payment,  or  for  which  it  is  liable  as 

withholding  agent,  during  the  month  of ,  191 .. , 

and  there  are  herewith  Inclosed  all  certificates  claiming  exemption 
which  were  presented  with  said  coupons,  checks,  etc. 


Name. 

Address  in  full. 

a    '^ 

O        0) 
rf  O  <B 

O 

h 

O 

So! 

Am't  of  Income 
on  which  With- 
holding Agent  is 
Liable  for  Tax. 

Is 

< 

$     

% 

$ 

% 

Totals  for  moni 

h 

$       

$ 

£     - 

% 

Amount  of  tax  remitted  herewith   (if  any)  to  Colle 

;tor  

% 

To 


Collector. 
District  of 


Sworn  to  and  sub-^ 
scribed  before  me  this 
...  day  of 191..  i 


Signed : 


(Address.) 


(Capacity  in  which  actins:.) 


Note  A.— "Withholding  agents  may,  if  they  so  desire,  pay  at  the  time  this 
list  is  filed,  to  the  Collector  of  Internal  Revenue  with  whom  the  list  is  filed, 
the  amount  of  tax  withheld  during  the  month   tor  which  the  list  is  made. 

Note  B.— All  substitute  certificates  of  collecting  agents,  authorized  by  regu- 
lations, that  are  received  by  debtors  or  withholding  agents  will  be  considered 
the  same  as  certificates  of  owners,  and  in  entering  same  in  making  Monthly 
List  Returns,  debtors  or  withholding  agents  will  enter  the  name,  address,  and 
the  number  of  the  substitute  certificate  of  the  collecting  agent  in  lieu  of  the 
name  and  address  of  the  owner  of  the  bonds. 

Note  C— Enter  "Int.  on  Bonds,"  "Int.  on  Mortg.,"  "Dividends,"  etc.,  as  the 
case  may  be. 


(791) 


Appdx.) 


INCOME  TAXATION 


(Form  1043  A 


FORM   1043A. 

UNITED  STATES  INTERNAL  REVENUE 

License  No 

Annual  List  Return  of  Amount  of  Normal  Income  Tax 
Withheld  on  Foreign  Income  by  Licensed  Banks  or 
Collecting  Agencies 

Filed  by  for  the  year  191 

(Name  of  bank  or  collecting  agency.) 
(To  be  made  in  duplicate  to  the  Collector  of  Internal  Revenue  for 
the  district  in  which  the  withholding  agent  is  located,  on  or  before 
March  1,  showing  the  totals  of  each  monthly  return  on  Form  1043, 
and  their  aggregate  totals  for  the  preceding  calendar  year.) 

I  (we) of 

(Name.)  (State  address  In  full.) 

the of  the  above-named  bank  or  collecting 

(Official  position.) 

agency,  located  at ,  do  solemnly 

(Address  in  full.) 
swear  (or  affirm)  that  the  following  is  a  true  and  complete  return 
of  the  monthlj'  totals  of  all  payments  made  representing  interest 
upon  bonds  issued  in  foreign  countries  and  upon  foreign  mortgages 
or  like  obligations  (not  payable  in  the  United  States),  or  dividends 
upon  the  stock  or  interest  upon  the  obligations  of  foreign  corpora- 
tions, associations,  or  insurance  companies  engaged  in  business  in 
foreign  countries,  and  normal  taxes  withheld  therefrom  by  said  or- 
ganization, or  for  which  it  is  liable  as  withholding  agent,  as  reported 
on  Form  1043,  and  their  aggregate  totals  for  the  year  stated  above; 
and  the  Monthly  List  Returns,  Form  1043,  the  totals  of  which  are 
listed  below,  constitute  a  part  of  this  return. 


Month. 

a 

M 
O 

ii 

<! 

H 

a- 

■01 

Am't  of  Income 
on  which  With- 
holding Agent  is 
Liable  tor  Tax. 

Eh 

a^ 

Sag 

1 
■s 

■30 

January  

February 

$ 

? 

$ 

$ 

$ 

$ 

March    

April 

May    

June   

July    

August   

September  

October   

November   

December    

Aggregate  totals 
for  year 

1 

$ 

$ 

$ 

$ 

$ 

To 


Collector. 
District  of 


Sworn  to  and  sub-~| 
scribed  before  me  this  | 
..  day  of ,  191..  I 


Signed : 


(Address.) 

(792) 


(Capacity  In  -which  acting.) 


Form  1044) 


OFFICIAL  FOEMS 


(Appdx. 


FORM    1044. 


TJNITED  STATES  INTERNAL  REVENUE 

Monthly  List  Return  of  Amount  of  Normal  Income  Tax 
Withheld  by  First  Bank  or  Collecting  Agency  Receiv- 
ing Coupons  and  Interest  Orders  Not  Accompanied  by 
Certificates  of  Owners 

Filed  by 

(Name  of  bank  or  collecting  agency.) 
To  be  made  in  duplicate  iX>  the  Collector  of  Internal  Revenue  for 
the  District  in  which  the  collecting  agency  is  locatedj  on  or  before 
the  20th  day  of  each  month,  showing  the  names  and  addresses  of 
persons  who  have  received  payments  of  interest  upon  bonds  and 
mortgages,  or  deeds  of  trust,  or  other  similar  obligations  of  corpora- 
tions, joint-stock  companies  or  associations,  and  insurance  compa- 
nies, on  which  the  normal  tax  of  1  per  cent  has  been  deducted  and 
withheld  during  the  preceding  month,  the  coupons  for  said  payments 
having  been  presented  without  certificates  of  owners. 

I  (yfe) •■■,  of  

(Name.)  (State   address  in  full.) 

the of  the  above-named  bank  or  collecting 

(Official  position.) 

agency,  located  at ,  do  solemnly 

(Address  in  full.) 
swear   (or  affirm)  that  the  following  is  a  true  and  complete  return 
of  all  coupons  purchased  or  accepted  for  collection  as  above  described 

during  the  month  of   191 . . ,  and  the  said 

bank  or  collecting  agency,  ha\'ing  acknowledged  its  responsibility  of 
withholding  therefrom  the  normal  tax  of  1  per  cent,  hias  deducted 
and  withheld  the  tax  as  listed  below,  in  accordance  with  the  regula- 
tions of  the  Treasury  Department. 


Party  Presenting  Coupons. 

Name  of  Debtor 
Corporation. 

Name  of 

Particular 

Issue  of 

Bonds. 

Amount 

of   Income 

Subject 

to  Tax. 

Amount 
of  Tax 

Name. 

Address. 

Witlilield. 

$ 

$ 

Totals  fo 

$ 

$ 

To 


Collector. 
District  of 

(Address.) 


Sworn  to  and  sub--| 
scribed  before  me  this  [ 
..  day  of 191.. 


Signed : 


(Capacity  in  which  acting.) 


(793) 


Appdx.) 


INCOME  TAXATION 


(Form  1044  A 


FORM    1044A. 


UNITED  STATES  INTERNAL  REVENUE 

Annual  List  Return  of  Amount  of  Normal  Income  Tax 
Withheld  by  First  Bank  or  Collecting  Agency  From 
Payments  of  Interest  Upon  Bonds  and  Mortgages,  or 
Deeds  of  Trust,  or  Other  Similar  Obligations  of  Cor- 
porations, Joint-Stock  Companies  or  Associations,  and 
Insurance  Companies  Where  Coupon  and  Interest  Or- 
ders were  not  Accompanied  by  Certificates  of  Owners. 


Piled  by 


(Name  of  bank  or  collecting  agency.) 


(This  return  is  to  be  made  in  duplicate  to  the  Collector  of  Internal  Revenue 
for  the  district  in  which  the  bank  or  collecting  agency  is  located  on  or  before 
March  1,  showing  the  totals  of  each  monthly  return  on  Form  1044  and  their 
aggregate  totals,  for  the  preceding  calendar  year.) 

I   (we),  of , 

(Name.)  (State  address  in  full.) 

the of  the  above-named  bank  or  collecting 

(Official  position.) 

agency,  located  at do  solemnly 

(Address  in  full.) 
swear  (or  affirm)  that  the  following  is  a  true  and  complete  return 
of  the  monthly  totals  of  all  coupon  and  interest  payments  made  and 
normal  taxes  withheld  therefrom  by  said  organization,  or  for  which 
it  is  liable  as  withholding  agent,  as  reported  on  Form  1044,  and 
their  aggregate  totals  for  the  year  191 . .  ;  and  the  Monthly  List  Re- 
turns, Form  1044,  the  totals  of  which  are  listed  below,  constitute  a 
part  of  this  return. 


Month. 

Amount 

of   Income 

Subject 

to  Tax. 

Amount 

of  Tax 

Withheld. 

Amount 

of  Tax 

Remitted  to 

Collector. 

Balance 

of  Tax 

Due. 

^ 

^ 

11 

11 

April     

May    

July     

Aggregate  to- 
tals for  year. 

$... 

$TTT 

— 

— 

$... 

$... 



To 


(Collector.) 
District  of 

(Address.) 

(794) 


Sworn  to  and  sub-~| 
scribed  before  me  this  | 
..  day  of ,  191.. 


Signed : 


(Capacity  in  which  acting.) 


Form  1058) 


OFFICIAL  FORMS 


(Appdx. 


FORM    1058. 


Substitute  Certificate — Exemption  Claimed,  shall  be  in  the 
Following  Form,  and  Shall  be  Printed  on  Yellow  Pa- 
per: 

SuBSTirtTTE  Cektificatb— Exemption  Claimed. 


Form 
1058. 


o 
o 

2; 


H 


(To  be  attached  to  interest  coupons  when  the  collecting  agent's 
certiilcate  is  substituted  for  the  certificate  of  owner  in  which 
exemption  was  claimed.) 


(Give  name  of  debtor.) 


(Full  description  of  bonds,  giving  name  of  issue  and  interest  rate.) 

,  191 . .         Amount  of  coupon  or  registered 

(Date  of  maturity  of  interest.) 
interest,  $. . . . 


Total  exemption  allowed  under  paragraph  C,  $. 


Amount  of  exemption  claimed,   %. .. . 

I  (we)  do  solemnly  declare  that  the  owner  of  the  above- 
described  bonds  from  which  were  detached  the  accom- 
panying interest  coupons  has  filed  with  me  (us)  a  certifi- 
cate of  ownership,  Form  No ,  duly  executed.and 

filled  in  according  to  Treasury  Regulations,  which  certifi- 
cate has  been  indorsed  by  me  (us)  as  required  by  Treas- 
ury Regulations,  and  that  under  the  provisions  of  the  in- 
come tax  law  and  regulations,  said  interest  is  exempt 
from  the  withholding  and  payment  of  the  income  tax  at 
the  source,  or  that  exemption  was  claimed  as  stated  here- 
in ;  and  I  (we)  do  hereby  promise  and  pledge  myself  (our- 
selves) to  forward  the  said  certificate  to  the  Commission- 
er of  Internal  Revenue,  at  Washington,  D.  C,  not  later 
than  the  20th  day  of  next  month,  in  accordance  with 
Treasury  Regulations. 
Date 191 

(Name  of  bank  or  collecting  agency.) 


By 


(Signature  of  person  authorized  to  sign,  and  his  official  position.) 


No. 


(Full  post-offlce  address  of  collecting  agency.) 


(795) 


Appdx.) 


INCOME  TAXATION 


(Form  1059 


FORM    1059. 

Substitute  Certificate — Exemption  Not  Claimed,  Shall  be  in 
the  Following  Form,  and  Shall  be  Printed  on  White 
Paper : 

Substitute  Cektiticate — Exemption  Not  Claimed. 

(To  be  attached  to  interest  coupons  when  collecting  agent's  certifi- 
cate is  substituted  for  certificate  of  owner  in  which  exemption 
was  not  claimed.) 


Form 

1059. 
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(Give  name  of  debtor.) 


(Pull  description  of  bonds,  giving  name  of  issue  and  interest  rate.) 

,  191. .         Amount  of  coupon  or  registered 

(Date  of  maturity  of  interest.) 
interest,  $ 

I  (we)  do  solemnly  declare  that  the  owner  of  the  above- 
described  bonds  from  which  were  detached  the  accom- 
panying coupons  has  filed  with  me  (us)   a  certificate  of 

ownership,  Form  No duly  executed  and  filled  in 

according  to  Treasury  Regulations,  which  certificate  has 
been  indorsed  by  me  (us)  as  required  by  Treasury  Regu- 
lations, and  which  certificate  did  not  claim  any  exemp- 
tion from  having  the  normal  tax  of  1  per  cent  withheld 
by  the  debtor  at  the  source;  and  I  (we)  do  hereby  prom- 
ise and  pledge  myself  (ourselves)  to  forward  the  said  cer- 
tificate to  the  Commissioner  of  Internal  Revenue  at 
Washington,  D.  C,  not  later  than  the  20th  day  of  next 
month,  in  accordance  with  Treasury  Regulations. 

Date 191..  

(Name  of  bank  or  collecting  agency.) 

By 

(Signature  of  person  authorized  to  sign,  and  his  ofilcial  position.) 
No 

(Full  post-offlce  address  of  collecting  agency.) 


(796) 


Form  1060) 


OFFICIAL  FORMS 


(Appdx, 


FORM    1060. 


Eh 

R  Z 


Si 


Ownership    Cektificate— Nonresident     Alien — To     be 
Executed   bt   Banks,   Bankers,   Etc. 

(For  use  by  foreign  banks  or  bankers,  to  accompany  coupons  de- 
tached from  bonds  or  other  obligations  owned  by  citizens  or  sub- 
jects, firms,  corporatioris,  or  organizations  of  foreign  countries, 
and  who  are  not  residents  of  the  United  States.) 

(Give  name  of  debtor.) 

(Pull  description  of  bonds,  giving  name  of  issue  and  interest  rate.) 

191..     Amount  of  coupon  or  registered  Interest,  $ 

(Date  of  maturity  of  interest.) 

I  (we)  do  solemnly  declare  that  the  owners  of  the  bonds  from 
which  were  detached  the  accompanying  coupons  or  upon  which 
there  matured  the  aforesaid  registered  interest  are  nonresident 
alielis  as  to  the  United  States  and  are  exempt  from  the  income 
tax  imposed  on  such  income  by  the  United  States  (government  un- 
der the  law  enacted  October  3,  1913 ;  that  no  citizen  of  the  United 
States,  wherever  residing,  or  foreigner  residing  in  the  United  States 
or  in  any  of  its  possessions,  has  any  interest  in  said  bonds ;  and 
that  all  of  the  information  as  given  in  this  certificate  is  true  and 
correct.  I  (we)  hereby  agree  that  if  at  any  time  within  three  years 
from  the  date  of  this  certificate  it  shall  appear  that  the  income 
or  any  part  thereof  represented  or  covered  by  this  certificate  was 
or  is  subject  to  the  normal  tax  imposed  by  the  United  States,  upon 
presentation  of  proof  of  that  fact  to  me  (us)  by,  from,  or  through 
the  Commissioner  of  Internal  Revenue,  Washington,  D.  C,  I  (we) 
will  pay  and  remit  to  the  United  States  Government  the  amount  of 
tax  claimed  to  be  due :  and  I  (we)  hereby  further  agree  that 
whenever  in  the  judgment  of  the  Commissioner  of  Internal  Rev- 
enue it  shall  be  necessary  in  or  to  the  administration  of  the  in- 
come-tax law,  I  (we)  will,  upon  request  of  the  said  Commissioner 
of  Internal  Revenue,  disclose  and  furnish  to  him  the  names  and 
addresses  of  the  owners  and  the  amounts  of  the  bonds  aforesaid. 

Date ,    191.. 


(Name  of  bank  or  banker.) 
By    

(Signature  of  official  authorized  to  sign.) 

(Official  position.) 

(Full  post-office  address  of  bank  or  banker.) 

Note. — ^When  numbers  of  bonds  are  required  to  be  given,  same  are 
to  be  entered  on  back  hereof. 

(SIGNATURES    MUST     BE    CLEARLY    AND    LEGIBLY    WRIITEN.) 


When  foreign  banks  or  bankers  shall  use  the  foregoing  cer- 
tificate, they  may  include  in  one  certificate  all  the  coupons  from 
bonds  of  the  same  class  and  same  issue,  and  may  include  in 
one  certificate  all  the  interest  orders  or  checks  for  interest  on 
registered  bonds  of  the  same  class  and  same  issue. 

The  above  certificate  shall  be  in  size  8  by  3%  inches,  and 
shall  be  printed  to  read  from  left  to  right  along  the  8-inch 
dimension. 

The  certificate  shall  be  printed  on  yellow  paper  and  such 
paper  shall  correspond  in  weight  and  texture  to  white  writing 
paper  21  by  32,  about  40  pounds  to  the  ream  of  500  sheets. 

(797) 


Appdx.) 


INCOME  TAXATION 


(Form  1060  A 


FORM    10€OA. 
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Exemption    CEBTiriCATE — Banks    ob    Bankers,    Either 
Foreign  or  Domestic. 

(For  the  use  of  responsible  banks  or  bankers,  either  foreign  or  do- 
mestic, for  and  on  behalf  of  nonresident  owners  of  stock  of  cor- 
porations of  foreign  countries.) 


(Give  name  of  foreign  corporation.) 


(Pull   description  of  stock,   stating  whether  common  or  preferred, 
or  both.) 


Amount  of  dividends,  $ 

I  (we)  do  solemnly  declare  that  the  owners  of  the  stock 
of  foreign  corporations  upon  which  the  aforesaid  divi- 
dends were  declared  are  nonresident  aliens  as  to  the 
United  States  and  are  exempt  from  the  income  tax  im- 
posed on  such  income  by  the  United  States  Government 
under  the  law  enacted  October  3,  1913 ;  that  no  citizen 
of  the  United  States,  wherever  residing,  or  foreigner  re- 
siding in  the  United  States,  or  in  any  of  its  possessions, 
has  any  interest  in  said  stock ;  and  that  all  of  the  infor- 
mation as  given  in  this  certificate  is  true  and  correct.  I 
(we)  hereby  agree  that  if  at  any  time  it  shall  appear  that 
the  income  or  any  part  thereof  represented  or  covered  by 
this  certilicate  was,  or  is,  subject  to  the  normal  tax  Im- 
posed by  the  United  States,  upon  presentation  of  proof 
of  that  fact  to  me  (us)  by,  from,  or  through  the  Commis- 
sioner of  Internal  Revenue,  Washington,  D.  C,  I  (we) 
\\ill  pay  and  remit  to  the  United  States  Government  the 
amount  of  tax  claimed  to  be  due;  and  I  (we)  hereby  fur- 
ther agree  that  whenever  in  the  judgment  of  the  Commis- 
sioner of  Internal  Revenue  it  shall  be  necessary  in  or  to 
the  administration  of  the  income-tax  law,  I  (we)  wUl, 
upon  request  of  said  Commissioner  of  Internal  Revenue, 
disclose  and  furnish  to  him  the  names  and  addresses  of 
the  owners  and  the  amount  of  the  stock  aforesaid. 

Date 191.. 


(Name  of  bank  or  banker.) 


By 


(Signature  of  official  authorized  to  sign.) 


(Official  position.) 


(Full  post-office  address  of  bank  or  banker.) 
(signatures   must   be   clearly  and   legibly   written.) 

The  above  certificate  shall  be  in  size  8  by  3%  inches,  and 
shall  be  printed  to  read  from  left  to  right  along  the  8-inch 
dimension.    The  certificate  shall  be  printed  on  yellow  paper, 
(798) 


Form  1063)  official  foems  (Appdx. 

and  such  paper  shall  correspond  in  weight  and  texture  to  white 
writing  paper,  21  by  32,  about  40  pounds  to  the  ream  of  500 
sheets.  The  certificate  hereby  authorized  will  be  printed  by 
the  government  and  furnished  without  cost.  Banks  or  bankers 
desiring  to  furnish  their  own  certificates  may  do  so,  but  the 
certificate  so  printed  must  conform  in  size  to  that  prescribed 
above  and  be  printed  in  similar  type  upon  the  same  color, 
shade,  and  weight  of  paper  as  used  by  the  government.  Sam- 
ple certificates  showing  size  of  type  and  color  of  paper  can 
be  secured  from  collectors  of  internal  revenue  in  their  several 
districts  or  from  the  Commissioner  of  Internal  Revenue, 
Washington,  D.  C. 

FORM   1063. 

Exemption   Ceetificate — Firms,    Organizations,    or   Fiduciaries. 

(For  use  of  firms,  organizations,  or  fiduciaries  entitled  to  receive  income  otber 
than  that  from  interest  on  bonds,  to  establish  their  Identity  and  nonliability 
to  withholding  at  the  source.) 

(Give  name  of  debtor.) 

(Character  of  income  other  than  interest  on  bonds,   as,   rent,   dividends   from 
foreign  corporations,  etc.) 

I  do  solemnly  declare  that  the  firm,  organization,  or  person  named 
below  is  entitled  to  receive  the  above  described  income,  and  that 
under  the  provisions  of  the  income  tax  law  and  regulations  said  in- 
come Is  exempt  from  having  the  tax  withheld  at  the  source,  and 
that  all  the  Information  given  herein  is  true  and  correct. 

Date,  '. 191.. 

(Name  of  firm,  organization,  or  fiduciary.) 

By  

(Siguature  of  person  duly  authorized  to 
sign  for  firm,  or  organization  and  his 
official  position  or  name  of  trust.) 

Address    

(Give  full  post-office  address  of  firm 
or  organization  or  fiduciary.) 

(799) 
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A 

ABATEMENT, 

Of  excessive  assessment  for  income  tax,  376. 
Of  action  against  collector  of  taxes,  not  by  death  of  defendant, 
377. 

ABSENTEES, 

Liable  to  income  tax,  1. 

Who  may  claim  deductions  for,  24. 

Extension  of  time  for  filing  returns  allowed  to,  65,  142. 
American  citizens  living  abroad,  143. 

Withholding  agent  may  make  return  for,  106,  371. 

Time  for  payment  of  tax  by,  174. 
ACCOUNTS, 

Due  but  unpaid,  taxable  as  income  if  collectible,  240. 

How  kept  to  show  proper  deductions  from  income,  314. 

Corporate,   methods  of  keeping,  with  reference  to  income  tax, 
320. 

ACCRUED  INTEREST, 

When  taxable,  though  uncollected,  240. 
When  deductible  from  income,  302. 
ACTIONS, 

To  enforce  payment  of  income  tax,  347. 

Limitation  of  actions,  347. 

Compromise  of,  351. 
To  enjoin  collection  of  income  tax,  350. 
To  recover  taxes  illegally  exacted,  377. 

Burden  of  proof  and  evidence,  378. 

Payment  of  tax  under  protest,  379. 

Payment  voluntary  or  under  duress,  380. 

Appeal  to  Commissioner  as  pre-requisite,  381. 

Jurisdiction,  382. 

Limitation  of  actions,  383. 

Amount  of  recovery,  interest,  costs,  384. 

Payment  of  judgment,  reimbursement  of  collector,  385. 
Action  of  trespass  against  collector,  386. 
To  recover  penalties,  887. 

Remission  of  penalties,  387. 

BlIncTax.  (2d  Ed.)  (801) 
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ACTORS, 

Salaries  or  earnings  of,  as  taxable  income,  229. 
ACTS   OF  CONGRESS, 

Taxing  incomes,  history  and  description  of,  194. 
Text  of,  see  Appendix. 

Construction  and  interpretation  of,  217-220. 
ADDITIONAL  TAX, 

On  what  incomes  leviable,  2. 

Rate  of,  2. 

Returns  for  purpose  of,  3. 

Fraudulent  organization  of  corporation  to  escape,  4. 

Non-resident  aliens  subject  to,  168,  257. 

Corporations  not  subject  to,  32. 

Collection  at  source  not  applicable  to,  30,  353. 

Dividends  from  corporations  returnable  for  purpose  of,  140,  311. 

Constitutional  validity  of,  211. 
ADDITIONS  AND  BETTERMENTS, 

Cost  of,  not  deductible  as  expense  of  business,  301. 
ADJUSTMENT, 

Assessment  of  tax  withheld,  withholding  agent  to  be  notified, 
370. 

ADMINISTRATIVE  OFFICERS, 

Validity  of  regulations  made  by,  214. 
Construction  of  revenue  acts  by,  220. 
See,  generally,  "Officers." 

ADMINISTRATORS, 

Income  tax  returns  to  be  made  by,  13,  316. 

When  to  deduct  and  withhold  income  tax,  22. 

Treasury  regulations  governing  deduction  of  tax  by,  96. 

Duties   of,   as  to   collecting   and  paying   over  income   tax   and 

making  returns,  118,  365. 
Instructions  and  rulings  as  to  returns  by,  139. 

ADVERTISING, 

As  "necessary  expense"  of  business,  293. 

AFFIDAVIT, 

Verifying  return  of  income,  in  case  of  individuals,  18. 

In  case  of  corporations,  44. 

Before   whom  made,   317. 
To  monthly  and  annual  list  returns,  161. 
False,  penalty  for,  332. 
Of  officers  of  corporation  verifying  return,  320. 

AGENTS, 

Income  tax  returns  to  be  made  by,  for  principals,  13,  316. 
When  to  deduct  and  withhold  income  tax,  22. 
Treasury  regulations  governing  deduction  of  tax  by,  96. 
Commissions  of,  not  taxable  at  the  source,  97. 
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AGENTS— Continued, 

May  sign  ownership  certificates,  116,  356. 
To  establish  identity  or  authority,  116. 
Duties  of,  as  to  collecting  and  paying  over  income  tax  and 

making  returns,  118,  365. 
Instructions  and  rulings  as  to  returns  by,  139. 
Commissions  paid  to,  for  collection  of  rents  as  allowable  deduc- 
tion from  income,  139. 

AGRICULTURE, 

Products  of,  as  taxable  income,  232. 

Gains  or  profits  of,  not  taxable  at  the  source,  97. 

Expenses  deductible,  293,  note  5. 

AGRICULTURAL  SOCIETIES, 

Validity  of  exemption  of,  from  income  tax,  207. 

Exemption  in  favor  of,  33,  280. 

Not  required  to  act  as  withholding  agents,  151. 

ALABAMA, 

Income  tax  law  formerly  in  force  in,  194. 

ALASKA, 

Provisions  of  income  tax  law  extended  to,  57. 

ALIENS, 

Resident,  taxation  of  income  of,  1,  256. 

Income  from  business  or  property  in  United  States,  taxation 
of,  1,  257. 

Deductions  and  allowances  in  case  of  foreign  corporations,  41. 

Tax  not  deducted  from  interest  due  to,  93. 

Non-resident,  how  certificates  of  ownership  signed  on  behalf  of, 
111,  356. 

Permissive  use  of  foreign  language  in  ownership  certificates 
made  by,  130,  356. 

Certificates  of  ownership  for,  may  be  made  by  banks  or  bankers, 
154,  356. 

Claiming  exemption  from  deduction  of  tax  at  source,  form  of 
certificate  for  use  of,  162. 

Taxable  income  of ;   deductions ;   withholding  tax  at  source,  168. 

Subject  to  additional  tax  or  surtax,  168,  257. 

Non-resident,  not  taxable  on  interest  or  dividends  from  domes- 
tic corporations,  257. 

Non-resident,  not  entitled  to  $3,000  or  $4,000  exemption,  290,  note. 

ALIMONY, 

Whether  taxable  as  income,  243. 

AMERICANS  LIVING  ABROAD, 

Time  for  filing  income  tax  returns  by,  143. 
Time  for  payment  of  tax  by,  174. 
Taxation  of  incomes  of,  255. 
Bl.Inc.Tax.  (2d  Ed.)— 52 
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AMORTIZATION, 

Of  securities,  allowance  of  deduction  for,  310. 
Of  value  of  patents,  allowance  for,  307. 
Of  value  of  timber  lands,  309. 

ANNUAL  RETURNS, 

By  individual  taxpayers,  315. 

By  fiduciaries,  316. 

By  corporations,  320. 

By  debtors  and  withholding  agents,  123,  334. 
ANNUITIES, 

Taxable  as  Income,  243. 

Collection  of  tax  on,  at  the  source,  22,  361. 

Deduction  of  income  tax  from,  96. 

Payments  made  on  surrender  of,  97.    . 

ANY  SOURCE  WHATEVER, 

Taxability  of  income  derived  from,  225. 
APPEAL, 

To  Commissioner  of  Internal  Revenue  from  decision  of  collector 
increasing  assessment,  18,  389. 
Procedure  on,  339. 
Finality  of  decision,  339. 
Under  state  laws,  339. 

As  pre-requisite  to  suit  to  recover  bacli  tax  paid,  381. 
In  actions  for  recovery  back  of  taxes  paid,  382. 

APPLICATION, 

For  license  for  collection  of  foreign  items,  120. 
For  abatement  or  refund  of  taxes,  376. 

APPORTIONMENT, 

As  requisite  of  federal  income  tax  laws,  215. 
Effect  of  Sixteenth  Amendment,  215. 

ARCHITECTS, 

Earnings  and  fees  of,  as  taxable  income,  229. 

ART  GALLERIES, 

Income  of,  when  exempt,  284. 
ASSESSMENT, 

Of  income  tax,  by  Commissioner  of  Internal  Revenue,  19,  335. 

Conclusive  on  collectors,  335. 
Under  state  laws,  335. 
Increasing  amount  of  taxable  income  returned,  336. 

Burden  of  proof  and  evidence,  336. 
On  discovery  of  failure  to  make  return  or  of  fraud,  20,  53. 

By  Commissioner  or  collector,  337. 

Notice  or  hearing  on,  337. 

Evidence,  337. 

Effect  of  payment  of  tax  originally  assessed,  337. 

Limitation  of  time  for,  337. 
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ASSESSMENT— Continued, 

Against  corporations,  when  made,  notice,  53. 
Impeaching  and  contesting,  338. 

Assessment  prima  facie  evidence  of  validity,  333. 

Burden  of  proof  and  evidence,  338. 

For  want  of  jurisdiction,  338. 
Appeal  and  review  of,  839. 

Finality  of  decision  on,  339. 

Under  state  laws,  339. 
Notice  of,  to  taxpayer,  340. 
Illegal  or  excessive,  remedies  against,  350. 

Refund  of  taxes  on,  376. 

Remission  of  penalties,  387. 
General  provisions  of  revenue  laws  made  applicable  to,  68. 
Synopsis  of  Treasury  regulations  concerning,  186. 

ASSESSMENT  DreTRICTS, 

Special,  under   state  laws,   are  public  corporations  under  in- 
come tax  law,  141. 
Income  from  bonds  of,  not  taxable,  277. 

ASSETS, 

Shrinkage  in  value  of,  as  "depreciation"  or  "loss,"  165. 
Change  in  form  of,  not  income,  226. 
Of  corporation,  distribution  on  sale  of,  not  income,  249. 
Profit  accruing  to  corporation  on  sale  of,  as  income,  250. 

ASSOCIATED  WORDS  AND  PHRASES, 
In  income  tax  laws,  construction  of,  219. 

ASSOCIATIONS, 

Unincorporated  and  joint  stock,  liability  to  income  tax,  32,  268. 
Certain,  exempt  from  income  tax,  33,  277-287. 

ASYLUMS, 

Exempt  from  payment  of  income  tax,  283. 

ATTORNEYS, 

Fees  paid  to,  deductible  as  expense  of  business,  293. 
Fees  of,  when  not  annual  or  periodical,  not  taxable  at  source,  97. 
Fees  or  earnings  of,  as  taxable  income,  229. 
Earned  but  not  collected,  240. 

AUTHORS, 

Gains  or  earnings  of,  as  taxable  income,  229. 
Earnings  of,  indefinite  or  irregular,  not  subject  to  deduction  of 
tax  at  source,  97. 

AWARDS, 

Of  money,  as  taxable  income,  230. 
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B 

BAD  DEBTS, 

Allowance  of  deduction  for,  7,  305. 
BANK  CHECKS, 

Certified,  acceptance  of,  in  payment  of  income  tax,  149. 

BANKRUPT, 

Persons  or  corporations,  taxation  of  Income  of,  261. 
BANKS, 

Collecting  income  from  foreign  investments,  to  deduct  and  pay 

over  tax,  27. 
License  required  for  foreign  collections,  27,  364. 

Treasury  regulations  as  to,  85,  120. 
Mutual  savings,  exempted  from  income  tax,  33,  286. 
When  to  deduct  income  tax  from  coupons  or  registered  inter- 
est, 76. 
To  attach  certificate,  76. 
To  require  proof  of  identity  of  depositor,  76. 
Deducting  income  tax  on  foreign  collections,  86. 

Except  where  exemption  claimed,  88. 
Allowing  interest  on  deposits,  not  required  to  deduct  tax  there- 
from, 110,  369. 
Authorized  to  sign  ownership  certificates  for  non-resident  aliens, 

111. 
Substituting  their  certificates  for  owners'  certificates  with  cou- 
pons, etc.,  for  collection,  115,  124,  358. 
May  execute  ownership  certificates  for  non-resident  aliens,  154, 

356. 
Directions  for  execution  of  substitute  certificates  by,  155. 
Gross  Income  of,  defined,  223. 
Savings,  when  exempt  from  income  tax,  286. 
Paying  interest  on  deposits,   deduct   same  from   gross   Income, 

39,  302. 
Not  entitled  to  deduct  amounts  paid  for  taxes  assessed  against 

stocliholders,  303. 
As  collecting  or  withholding  agents,  returns  by,  334. 
What  officers  to  execute  income  tax  return,  320. 
Duties  of,  on  collection  of  foreign  interest,  363,  364. 

BENEFICIARIES, 

Exemption  from  tax  may  be  claimed  by,  from  fiduciaries,  23. 
Fiduciaries  maliing  income  tax  returns  for,  139,  316. 
When  not  required  to  malie  personal  returns,  17. 

BENEFICIARY   SOCIETIES, 

Fraternal,  exempted  from  income  tax,  33,  282. 
BENEVOLENT  ASSOCIATIONS, 

Exemption  in  favor  of,  283. 
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BEQUESTS, 

When  taxable  as  income  of  legatee,  231. 

Not  subject  to  deduction  of  income  tax,  97,  366. 
BETTERMENTS, 

Cost  of,  not  deductible  from  income,  7. 

Wbat  additions  and  improvements  constitute,  301. 

BI-LINGUAL  TEXTS, 

Permissive  use  of,  in  ovenership  certificates  of  foreigners,  130. 
BILL  IN  EQUITY, 

To  subject  land  to  payment  of  income  tax,  349. 

Bill  of  peace  as  remedy  against  illegal  taxation,  350. 

BILLS, 

Uncollected,  as  taxable  income  of  year,  240. 

BILLS  OF  EXCHANGE, 

Kepresenting  interest  on  foreign  Investments,   deduction  of  in- 
come tax  from,  26,  363. 
license  required  for  collection  of,  85,  120. 

BOARDS  OF  TRADE, 

Exempt  from  federal  income  tax,  when,  33,  287. 

Not  required  to  deduct  income  tax  from  rent,  salaries,  etc.,  151. 

BOND, 

May  be  required  of  licensee  for  collection  of  foreign  items,  120, 
364. 

BOND  AND  MORTGAGES, 

Interest  on,  subject  to  deduction,  when,  25,  355,  361. 

BONDED  INDEBTEDNESS, 

Amount  of  to  be  stated  in  annual  return  of  corporation,  45. 
Tax  to  be  deducted  at  source  from  interest  on,  25,  355. 
Interest  on,  paid,  as  allowable  deduction,  39,  41,  302. 

BONDS, 

Corporate,  deduction  of  iQCome  tax  from  interest  on,  25. 

In  case  of  foreign  corporations,  26. 

Treasury  regulations  governing,  73. 

When  deducted  by  debtor  corporation,  75. 

When  deducted  by  first  bank  or  collecting  agency,  76. 
Owned  by  corporations.  Interest  not  taxable  at  source,  81. 
Foreign,  interest  on,  license  for  collection  of,  85,  120. 

Deduction  of  tax  by  licensed  collector,  86. 

Claim  for  exemptions  with  respect  to,  88. 
Owned  by  partnerships,  deduction  of  tax  from  interest  on,  92, 
345. 

Certificates  of  ownership  to  be  filed,  145. 
Owned  by  aliens,  tax  not  deducted  from  interest  on,  93. 
Numbex's  of,  waiver  of  requirement  as  to  stating,  on  ownership 
certificates,  113. 
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BONDS— Continued, 

Effect  of  tax-exemption  clause  in,  138. 

Registered  as  to  principal  and  interest,  deduction  of  tax  from 

interest  payments  on,  153. 
Of  foreign  corporations  payable  in  U.  S.,  how  tax  collected  on 

interest  on,  157. 
Of  domestic  corporations,  interest  on,  payable  to  non-resident 

aliens,  not  subject  to  income  tax,  171,  257. 
Of  banks  licensed  to  make  foreign  collections,  364. 
State  and  municipal,  taxation  of  income  from,  9,  204. 
Of  United  States,  state  taxation  of  income  from,  204. 
Profits  on  sale  of,  as  income,  238. 
Income  from,  when  taxable,  244. 
Interest  on,  deductible  from  income,  302. 
Deduction  on  account  of  amortization  of,  310. 
Shrinkage  in  value  of,  as  "depreciation,"  165. 

BOOK  ACCOUNTS, 

Uncollected,  when  taxable  as  income,  240. 

BOOK  VAIjUE  of  capital  ASSETS, 

Change  in,  by  reappraisal,  gain,  or  loss,  how  computed,  239. 
Shrinkage  in,  how  treated,  239. 

BOOKS  AND  PAPERS,  . 

Official  examination  of,  to  discover  taxable  income,  64,  3261-330. 
To  determine  taxable  or  exempt  status  of  corporation,  279. 
Production  of,  on  appeal  to  commissioner,  339. 

BOOKKEEPING, 

Requisites  of,  for  verifying  return,  314. 

Corporate,  methods  of,  with  reference  to  income  tax,  320. 

BRANCH  OFFICES, 

License  for,  for  collection  of  foreign  items,  120. 

BRIDGES, 

Cost  of  replacing,  as  deductible  expenses,  301. 

BROKERS, 

License  to,  for  collection  of  foreign  items,  85,  120. 
Commissions  to,  when  deductible  expense,  302. 

BROTHERHOODS, 

Exemption  of,  labor  unions,  281. 

Fraternal  orders  and  benefit  societies,  282. 

BUILDING  AND  LOAN  ASSOCIATIONS, 

Validity  of  exemption  of,  from  income  tax,  207. 

When  exempt  from  tax,  33,  285. 

Not  required  to  act  as  withholding  agents,  151. 

BUILDINGS, 

New,  cost  of,  not  deductible,  7,  301. 

Loss  by  removal  of,  when  deductible,  304. 
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BDRDKN  OF  PROOF, 

In  proceedings  to  Increase  Income  tax  assessment,  336. 
On  assessment  because  of  fraud  or  delinquency,  337. 
On  Impeachment  of  validity  of  assessment,  338. 
In  suits  to  recover  back  taxes  paid,  378. 

BUSINESS, 

Mercantile,  profits  of,  as  income,  234. 

Foreign,  income  from,  253. 

Conducting  or  carrying  on,  what  constitutes,  258. 

Income  from  several  lines  of,  how  taxed,  259. 

Expenses  of,  as  allowable  deduction,  293. 

Losses  incurred  in,  deductible,  what  are,  156,  304. 

Meaning  of  term,  156. 

BUSINESS  LEAGUES, 

Exempt  from  income  tax,  33,  287. 

Not  required  to  act  as  withholding  agents,  151. 

BUSINESS  TRANSACTED, 

In  United  States,  foreign  corporations  taxable  on  income  from, 

32,  266. 
By  domestic  corporations  with  foreign  branches,  taxation  of,  253. 
By  domestic  corporations  operating  exclusively  abroad,  254. 
Income  from,  taxable,  258,  259. 


c 

CALENDAR  TEAR, 

To  govern  when  notice  of  corporation  fiscal  year  not  given  In 

time,  112. 
Normal  period  for  computation  of  tax,  11,  42. 
Privilege  to  corporations  to  designate  fiscal  year,  43. 

CALIFORNIA, 

Constitutional  provision  as  to  income  taxation  in,  193. 

CANAL  ZONE, 

Taxation  of  Americans  reading  in,  255. 

CAPITAL, 

Change  in  form  of,  or  replacement  of,  not  income,  226. 
Accretion  of,  distinguished  from  income,  239. 

CAPITAL  ASSETS, 

Profit  on  sale  of,  as  taxable  income,  250.  » 

CAPITAL  INVESTED, 

In  United  States,  foreign  corporations  taxable  on  income  derived 
from,  32,  266. 

CAPITAL  STOCK, 

Amount  of,  outstanding,  to  be  stated  in  corporation  returns,  45. 
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CASHIER, 

Of  bank,  to  execute  income  tax  return,  320. 
CATTLE, 

Profits  on  raising  and  sale  of,  as  taxable  income,  232. 

CEMETERY  COMPANIES, 

Wben  subject  to  income  tax,  33,  2S3. 

Not  required  to  act  as  withholding  agents,  151. 

CERTIFICATE, 

Filed  by  withholding  agents  other  than  debtor,  98. 

By  foreign  corporation,  claiming  exemption  from  deduction  of 

tax  at  source,  125. 
Claiming  exemption  from  deduction  of  tax  at  source,  162. 

CERTIFICATE  OF  DEPOSIT, 

Interest  on,  as  taxable  income,  110. 
Tax  not  deductible  from,  110,  3C9. 

CERTIFICATE  OF  PROBABLE  CAUSE, 

In  actions  against  collectors  of  internal  revenue,  384. 

CERTIFICATES  OP  OWNERSHIP, 

To  accompany  coupons  or  orders  for  registered  interest  when 

presented  for  collection,  75. 
When  to  be  attached  by  bank  making  collection,  76. 
Form  and  contents  of,  79. 

To  state  whether  exemption  claimed  or  not,  79. 
By  whom  signed,  80. 

When  owner  of  bonds  is  a  corporation,  81. 
To  be  delivered  to  collector  of  internal  revenue,  83. 
Accompanying  foreign  collections,  88. 
Accompanying  coupons,  etc.,  owned  by  partnerships,  92. 
In  case  of  non-resident  aliens,  93. 
Size,  quality,  and  style  of,  prescribed,  94. 
Not  required  with  coupons  from  bonds  of  United  States,  state, 

or  municipality,  109. 
How  signed  on  behalf  of  non-resident  aliens,  111. 
Requirement  of  filling  in  serial  numbers  of  bonds,  waived,  113. 
Substitution  of  bank's  or  collecting  agent's  certificate  for,  115, 
124. 
Directions  for  execution  of,  155. 
May  be  signed  by  duly  authorized  agent,  110. 
May  be  signed  with  owner's  ordinary  or  business  signature,  127. 
By  foreigners,  permissive  use  of  foreign  language  in,  130. 
Form  of,  for  fiduciaries  not  claiming  exemption  at  source,  133. 
May  be  privately  printed  for  individual  use,  137. 
Partnerships  owning  bonds,  etc.,  required  to  file,  145. 
Filed  by  fiduciaries,  146. 

In  connection  with  payments  of  registered  interest,  153. 
For  non-resident  aliens,  may  be  made  by  banks,  154. 
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CERTIFICATES  OF  OWNERSHIP— Continued, 

Accompanying  coupons  of  foreign  corporations  payable  in  the 

United  States,  157. 
General  discussion  of,  356. 
Certificates  by  joint  owners,  357. 

Substitute  certificates  by  bank  or  collecting  agency,  358. 
Not  subject  to  stamp  tax,  359. 
Claiming  deductions  and  exemptions,  370. 

CERTIFIED  CHECKS, 

Acceptance  of,  in  payment  of  income  tax,  149,  343. 

CERTIORARI, 

To  review  income  tax  assessments,  850. 

CHAMBERS  OF  COMMERCE, 

Exemption  in  favor  of,  33,  287. 

Not  required  to  deduct  income  tax  from  salaries,  etc.,  151. 

CHARITABLE  ORGANIZATIONS, 

Exemption  of,  constitutional  validity  of,  207. 
Exempt,  what  are,  33,  283. 
Not  required  to  act  as  withholding  agents,  151. 
Donations  to,  by  corporation,  for  benefit  of  its  employ§s,  deducti- 
ble as  expense  of  business,  295. 

CHARITIES, 

Money  given  to,  not  deductible  for  purposes  of  income  tax,  103, 
295. 

CHECKS, 

Representing  interest  on  foreign  investments,  deduction  of  in- 
come tax  from,  26,  363. 

For  foreign  interest  or  dividends,  license  required  for  collection 
of,  85,  120,  364. 

Certified,  acceptance  in  payment  of  income  tax,  149,  348. 

For  registered  interest,  deduction  of  tax  from,  153. 

CHILDREN, 

Income  of,  when  to  be  included  in  parent's  return,  318. 

CITIES, 

Interest  on  obligations  of,  not  subject  to  federal  income  tax,  9, 

277. 
Income  accruing  to,  from  public  utilities,  not  taxable,  34,  27S. 
Ownership   certificates   not   required  with  coupons  from   bonds 

of,  109. 
Interest  on  obligations  of,  not  subject  to  deduction  at  source,  128. 

CITIZENS, 

Liable  to  income  tax  whether  residing  at  home  or  abroad,  1. 
Living  abroad,  time  for  filing  income  tax  returns  by,  143. 
Non-resident,  taxation  of  income  of,  255. 
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CIVIC  ORGANIZATIONS, 

Exemption  in  favor  of,  33,  287. 

CLAIM  OF  EXEMPTIONS, 
How  made  and  filed,  23. 
False,  penalty  for  making,  23. 
In  certificates  of  ownership  of  bonds,  79,  356. 
How  made  on  collection  of  income  from  foreign  countries,  88. 
By  partnerships,  92,  117,  368. 
Where  tax  withheld  at  source,  99,  370. 

Amount  of  specific  exemption  claimable,  100. 

As  between  husband  and  wife,  100. 

Amount  claimable  for  1913  as  exempt,  101. 

Claim  for  deductions,  103,  370. 

Amount  claimable  for  1913  as  deductions,  104. 

By  foreign  corporations,  form  of  certificate,  125. 
Form  of  ownership  certificates  for  fiduciaries  not  claiming  ex- 
emption at  source,  133. 
On  payments  of  registered  interest,  153. 
From  having  tax  withheld  at  source,  certificate  for,  162. 
By  corporation,  how  to  be  established,  279. 

CLASSIFICATION, 

Of  persons  and  property  for  income  taxation,  validity  of,  199. 

Equal  protection  of  the  laws,  200. 

Corporations,  partnerships,  and  individuals,  201. 

Residents  and  non-residents,  202. 

Validity  of  exemptions,  207. 
Of  corporations,  with  reference  to  income  tax  returns,  320. 

CLERGYMEN, 

Salaries  and  fees  of,  as  taxable  income,  229. 

CLUBS, 

Incorporated,  liability  of,  to  income  tax,  269. 

COAL  MINES, 
See  "Mining." 

COLLATERAL, 

Deduction  of  interest  on  indebtedness  secured  by,  158. 

COLLATERAL  IMPEACHMENT, 
Of  assessment  for  income  tax,  338. 

COLLECTING  AGENCY, 

When  to  deduct  and  withhold  income  tax,  76,  356. 
Substituting  its  own  certificate  for  owner's,  115,  124,  358. 
Requiring  proof  of  Identity  of  depositor  of  coupons,  76. 
Directions  for  execution  of  substitute  certificates  by,  155. 
Monthly  and  annual  returns  by,  334. 
Liabilities  of,  and  penalties  against,  373. 
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COLLECTION, 

Of  income  tax,  335-351. 

General  provisions  of  revenue  laws  made  applicable  to,  68. 

Treasury  regulations  concerning,  186. 

Taxpayers'  returns,  315-333. 

Assessment  of  tax,  335. 

Increasing  assessment,  336. 

Assessment  on  discovery  of  delinquency  or  fraud,  337. 

Impeaching  and  contesting  assessment,  338. 

Appeal  and  review  of  assessment,  339. 

Notice  of  assessment,  340. 

When  tax  is  payable,  341. 

Demand  for  payment,  342. 

Payment  of  tax  and  receipt,  343. 

Penalties  for  delinquency,  344. 

Lien  of  tax,  346. 

Collection  by  suit,  347. 

Collection  by  distraint,  348. 

Sale  of  real  estate,  349. 

Injunction  against,  350. 

Compromise  of  litigation,  351. 
Collection  at  the  source,  352-374. 

COLLECTION  AT  THE  SOURCE, 

Statutory  provisions  as  to  interest,  rent,  salaries,  etc.,  22. 

Interest  on  corporate  bonds  and  mortgages,  25. 
Treasury  regulations  governing,  73. 

Interest  and  dividends  on  foreign  investments,  26. 
Treasury  regulations  governing,  85-90. 
Applicable  to  normal  tax  only,  30,  353. 

Not  applicable  to  securities  ovcned  by  corporations,  81,  368. 
Not  applicable   to  interest  due  and  payable  before   March  1, 

1913,  84. 
Not  applicable  to  interest  due  to  non-resident  aliens,  93,  168. 
Foreign  corporations  doing  business  in  U.  S.  not  subject  to,  125. 

Form  of  certificate  claiming  exemption  from,  125. 
Not  applicable  to  interest  on  state  and  municipal  bonds,  128. 
Monthly  and  annual  list  returns  required,  123. 
Time  for  paying  over  tax  deducted  at  source,  150. 
On  payments  of  registered  interest,  153. 

On  interest,  payable  within  the  TJ.  S.,  on  bonds  of  foreign  cor- 
porations, 157. 
Form  of  certificate  claiming  exemption  from,  162. 
Synopsis  of  Treasury  regulations  concerning,  179. 
General  discussion  of  subject,  352-374. 
"Source,"  "debtor,"  "withholding  agent,"  defined,  95,  352. 
To  what  classes  of  income  applicable,  354. 

Interest  on  corporate  bonds,  355. 
Certificates  of  ownership  to  be  filed,  356. 

Certificates  by  joint  owners,  357. 
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COLLECTION  AT  THE  SOURCE— Continued, 

Certificates  not  required  to  be  stamped,  359. 

Substitute  certificates  by  bank  or  collecting  agency,  358. 
Interest  on  tax-free  bonds,  188,  360. 
Rents,  mortgage  interest,  salaries,  etc.,  361. 

Tax  not  deducted  tUl  aggregate  of  $3,000  is  reached,  102. 
Note  given  for  interest,  108,  362. 
Foreign  interest  and  dividends,  363. 
license  for  foreign  collections,  364. 
Duties  of  fiduciaries,  118,  365. 
Kinds  of  income  not  taxable  at  source,  366.  , 

Indeterminate,  non-periodical,  fluctuating  income,  367, 
Income  of  partnerships  and  corporations,  368. 

Coupons,  etc.,  owned  by  partnerships,  92,  117. 

Partnerships  exempt  from  taxation  at  source,  145,  368. 
Interest  on  bank  deposits,  110,  369. 
Claiming  exemptions  and  deductions,  99-104,  370. 

Persons  under  disabilities  or  absent,  371. 
Deducting  source  collections  from  personal  returns,  872. 
Liability  and  penalties  on  debtors  and  withholding  agents,  373. 
Exempt  corporations  not  required  to  act  as  withholding  agents, 
151,  874. 

COLLECTORS  OP  INTERNAL  REVENUE, 

Authority  to  increase  amount  of  taxable  income  returned,  when 

understated,  on  notice  and  proof,  18. 
Appeal  from  decision  of,  18. 

Penalties   against,  for  divulging  particulars  of  income  tax  re- 
turns, 59,  324. 
Duty  of,  to  canvass  districts  for  objects  of  taxation,  60. 
To  make  lists  of  taxable  persons,  60. 
To  demand  list  or  return,  63. 
Authority  of,  to  summon  persons  and  witnesses  for  examination, 
64,  826. 
Require  production  of  books  and  papers,  64,  826. 
Conduct  examinations  in  other  districts,  64. 
To  make  up  returns  from  best  information  obtainable  in  case  of 

neglect  to  return  or  making  false  return,  65. 
To  give  receipts  for  taxes  paid,  66,  343. 
Effect  of  receipts  as  evidence,  66. 
Filing  claims  for  exemption  and  deductions  with,  when  tax  is 

withheld  at  source,  103. 
Duties  of,  on  receiving  notice  of  designation  of  fiscal  year  by 

corporations,  112. 
Discretion  to  grant  extension  of  time  for  filing  returns,  142. 
To  furnish  information  to  public  concerning  income  tax  regula- 
tions and  rulings,- 144. 
To  keep  income  tax  returns  inviolably  confidential,  148. 
Acceptance  of  certified  checks  in  payment  of  tax,  149. 
Notice  and  demand  for  payment  of  tax  by,  159,  164. 
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COLLECTORS  OF  INTERNAL  REVENUE— Continued, 
Not  to  retain  copies  of  returns,  173. 

May  require  corporation  claiming  exemption  to  prove  its  status, 
279. 

May  demand  inspection  of  books,  379. 
Assessment  conclusive  on,  335. 
Appeal  from,  on  increase  of  assessment,  839. 
To  give  notice  of  assessment,  340. 
To  demand  payment  of  tax,  342. 
Payment  of  income  tax  to,  343. 
Distraining  for  income  tax,  348. 
Selling  lands  for  delinquent  taxes,  349. 
Injunction  against,  to  stop  collection,  350. 
Not  authorized  to  compromise  or  commute  taxes,  351. 

Cannot  waive  lien  for  taxes,  346. 
Suits  against,  for  recovery  of  taxes  paid,  377. 

Burden  of  proof  and  evidence,  378. 

Payment  of  tax  under  protest,  379. 

Appeal  must  first  be  taken  to  Commissioner,  381. 

Jurisdiction,  382. 

Limitation  of  actions,  383. 

Amount  of  recovery,  interest,  costs,  384. 

Judgment  against,  reimbursement  of  collector,  385. 
Trespass  against  for  illegal  exaction  of  taxes,  386. 

COLLEGES, 

Exempt  from  income  tax,  284. 

COMMERCE, 

Interstate,  state  taxation  of  income  derived  from,  204. 
Profits  of,  as  taxable  income,  234. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Authority  to  make  rules  and  regulations,  214. 

To  license  persons  collecting  foreign  income,  27,  120. 

Appeal  to,  from  action  of  collector  in  increasing  assessment,  18, 
839. 

To  make  assessments  for  income  tax,  19,  335. 

Assessment  by,  on  discovery  of  neglect  to  make  return  or  making 
of  false  or  fraudulent  return,  20,  337. 

To  add  percentage  to  tax  as  penalty,  when,  65.  • 

Effect  of  construction  of  statute  by,  220. 

May  require  statement  and  proof  from  corporation  claiming  ex- 
emption, 279. 

Injunction,  certiorari,  and  mandamus  to,  350,  376. 

Compromise  of  litigation  by,  351. 

Authority  of,  to  order  abatement  or  refund  of  taxes,  376. 
Acts  judicially,  decision  final,  876. 
Not  controlled  by  mandamus,  376. 
Action  on  allowance  or  award  of,  376. 

Appeal  to,  as  pre-requisite  to  suit  to  recover  taxes  paid,  381. 

Authority  of,  as  to  remission  of  penalties,  387. 
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COMMISSIONS, 

Paid  to   salesmen  in  stock  of  corporation,  deductible  expense, 

when,  294. 
Not  taxable  at  the  source,  97. 
Paid  agents  for  collection  of  rents,  as  allowable  deduction  from 

income,  139,  293. 
On  renewal  premiums  on  insurance,  taxable  as  income,  167. 
To  financial  brokers,  not  deductible  expense,  302. 

COMMUTATION  OF  QUARTERS, 

Allowance  for,  as  taxable  income,  229. 
COMPANY, 

See  "Associations,"  "Joint  Stock  Companies,"  "Corporations. 
COMPENSATION, 

See  "Salaries." 
COMI'ROMISB, 

Of  suits  to  collect  income  tax,  351. 

Of  penalties  for  failure  to  make  returns,  169. 

CONDEMNATION  PROCEEDINGS, 

Damages  paid  under,  are  not  income,  226. 

CONGRESS, 

I'owers  of,  as  to  taxation  of  incomes,  192. 

Effect  of  Sixteenth  Amendment,  192. 
Acts  of,  taxing  incomes,  history  of,  194. 

Text  of,  see  Appendix. 
Power  of,  to  tax  state  corporations,  203. 

To  tax  state  and  municipal  bonds,  204. 

To  tax  salaries  of  federal  and  state  oflBcers,  205. 

CONSERVATORS, 

To  make  Income  tax  returns,  13,  316. 
When  to  deduct  and  withhold  income  tax,  22,  365. 
Treasury  regulations  governing  deduction  of  tax  by,  96. 
Duties  of,  as  to  collecting  and  paying  over  income  tax  and  mak- 
ing returns,  118. 
Instructions  and  rulings  as  to  returns  by,  139. 

CONSTITUENT  COMPANIES, 

Required  to  make  income  tax  returns,  320. 

CONSTITUTIONAL  LAW, 

Provisions  pf  federkl  constitution  affecting  income  tax,  192. 

Provisions  of  state  constitutions,  193. 
Adoption  and  construction  of  Sixteenth  Amendment,  192. 
Constitutionality  of  income  tax  laws,  198-216. 

Requirement  of  due  process  of  law,  198. 

Requirement  of  equality  and  uniformity,  199. 

Equal  protection  of  the  laws,  200. 

Discrimination  between  corporations  and  individuals,  201i 

Discrimination  between  residents  and  non-residents,  202. 
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CONSTITUTIONAL  LAW— Continued, 

Federal  taxation  of  state  corporations,  203. 

Taxation  of  Income  from  non-taxable  property,  204. 

Salaries  of  federal  and  state  officers,  205. 

Exemption  of  Incomes  below  a  fixed  sum,  206. 

Exemption  of  classes  of  Individuals  or  corporations,  207. 

Allowance  of  deduction  for  taxes  paid,  208. 

Double  taxation,  209. 

Taxing  aggregate  income  of  family,  210. 

Validity  of  graduated  or  progressive  tax,  211. 

Eetrospective  operation  of  statute,  212. 

Objections  to  title  or  mode  of  enactment,  213. 

Objections  to  administrative  provisions  of  act,  214. 
Publicity  features  as  "unreasonable  search,"  214. 
Regulations  made  by  administrative  officers,  214. 

Apportionment  of  federal  income  tax,  215. 
Constitutional  objections  to  penalties  imposed,  216. 

Penalties  for  delinquency,  344. 
Examination  of  books  and  papers,  327. 
CONSTRUCTION, 

Of  income  tax  laws,  217-220. 

Rule  of  strict  construction,  217. 

Statutes  In  pari  materia,  218. 

Associated  words  and  phrases,  219. 
Departmental  construction,  220. 

CONTRACTS, 

Uncompleted,  accruing  profit  on,  as  income,  241. 
To  pay  interest  on  bonds  free  of  tax,  39,  138,  360. 
Affecting  liability  of  taxable  person,  invalid,  28. 

CO-OPERATIVE  ASSOCIATIONS, 

When  subject  to  income  tax,  when  exempt,  160,  279. 

COPIES  OF  RETURNS, 

How  obtained,  for  what  purpose,  170. 

Collectors  not  to  retain,  173. 

When  furnished  for  use  in  evidence,  823. 

CORPORATIONS, 

Made  subject  to  normal  income  tax,  32. 

Foreign  corporations,  32. 
Subject  to  income  tax,  what  are,  265. 

Domestic  with  foreign  branches  or  agencies,  253. 

Foreign,  doing  business  in  United  States,  266. 

Conducting  several  lines  of  business,  259. 

Bankrupt  and  insolvent,  261. 

Effect  of  dissolution  on  liability  for  tax,  262, 

Public  service  companies,  267. 

Unincorporated  associations,  268. 

Incorporated  clubs,  269. 
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CORPORATIONS— Continued, 

Inactive  and  holding  companies,  270. 

Corporations  of  Ptillippines  and  Porto  Rico,  273. 

Insurance  companies,  274. 

Mining  companies,  233. 

Fraudulently  formed  to  escape  payment  of  surtax,  4,  272. 

Mutual  telephone  companies,  134. 
Exempt  from  Income  tax,  what  are,  33,  279-287. 

Constitutional  validity  of  exemption,  207. 

Not  required  to  act  as  withholding  agents,  151. 

Not  required  to  make  returns,  320. 
Dividends  on  stock  of,  as  income  of  stockholder,  245. 

Stock  dividends,  246. 

Surplus  or  undivided  profits,  247. 

Right  to  subscribe  for  new  stock,  248. 

On  sale  and  distribution  of  assets,  249. 

Not  returnable  for  purpose  of  normal  tax,  16,  140,  311. 

Payable  to  non-resident  aliens,  not  subject  to  tax,  171. 
Interest  on  bonds  of,  deduction  of  income  tax  from,  25. 

In  case  of  foreign  corporations,  26. 

Treasury  regulations  regarding,  73. 

■V^'hen  to  deduct  income  tax  from,  75. 

Effect  of  tax-free  clause  in  bonds,  138. 

Registered  bonds,  deduction  of  income  tax  from,  153. 

Foreign  corporations,  how  tax  collected,  157. 
Income  of,  gross,  official  definition  of,  223. 

Distribution  on  sale  of  assets,  249. 

Profit  from  sale  of  capital  assets,  250. 

Profits  from  unauthorized  business,  235. 
Returns  of  income  for  taxation,  44,  320. 

Time  and  place  for  rendering,  44,  >S20. 

Form  and  contents  of,  44-52,  320. 

False  or  fraudulent,  53,  332. 
Penalty  for,  56,  142,  332. 

Neglect  to  make,  penalty  for,  56,  142,  331. 

As  public  records,  how  inspected,  55,  323. 
Right  of  stockholders  to  Inspect.  170,  323. 

How  verified,  44. 

To  be  made,  though  no  taxable  income,  320. 

By  inactive,  controlled,  or  leased  companies,  320. 

Seal  of  corporation  not  required  on,  320. 
Assessment  of  tax  against,  53. 

Notice  of,  53. 
Payment  of  tax  by,  time  for,  53. 

Penalty  for  delinquency,  54. 
Deductions  allowed  to,  35-40. 

Foreign  corporations,  41,  313. 

Interest  paid,  calculation  of  amount,  147. 
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COR  PORATIONS— Continued, 

Collection  at  source,  not  applicable  to  Income  of,  368. 

Bonds  owned  by,  not  taxable  at  source,  81. 
Certificates  of  ownership  to  be  attached,  81. 

Not  applicable  to  foreign  companies  doing  business  in  the 
United  States,  125. 
Certificate  for,  claiming  exemption,  125. 

Duties  as  collecting  agents,  22. 

May  appoint  fiscal  agents  for  Income  tax  matters,  78. 
To  notify  collector  of  appointment,  78. 

Deducting  tax  on  salaries,  wages,  royalties,  etc.,  96. 
Fiscal  year,  privilege  of  designating,  43. 

Giving  notice  of,  to  collector,  43. 

Procedure  with  reference  to,  112,  163,  175. 
Taxation  of,   1909  excise  tax,   194. 

Repeal  of,  195. 

Franchise  tax  distinguished  from  Income  tax,  189. 

Power  of  Congress  to  tax  corporations  created  by  states,  203. 

Classiflcatlon  for  purposes  of  taxation,  320. 

Discrimination  between   corporations   and  individuals,   201. 
Foreign,  taxable  income  and  deductions  of,  41. 

Deductions  allowed  in  case  of,  313. 
Claiming  exemption  from  income  tax,  to  prove  right  thereto,  279. 
Bookkeeping  and  accounting  by,  for  purpose  of  Income  tax,  320. 
Officers  of,  taxation  of  salaries  of,  260. 

COST, 

Of  buildings  on  leased  ground,  deductible  as  rent  of  corporation, 
when,  298,  302. 

COSTS, 

In  suits  for  recovery  of  taxes  Illegally  collected,  384. 
Of  suits,  when  deductible  as  expenses,  293. 

COUNTIES, 

Interest  on  obligations  of,  not  subject  to  federal  Income  tax,  9, 

277. 
Income  accruing  to,  from  public  utilities,  not  taxable,  34,  278. 
Ownership  certificates  not  required   with   coupons   from   bonds 

of,  109. 
Interest  on  bonds  of,  not  subject  to  deduction  at  the  source,  128. 

COUPOiNS, 

Representing  Interest  on  foreign  Investments,  deduction  of  in- 
come tax  from,  26,  363. 

From  corporate  bonds,  when  Income  tax  to  be  deducted  from,  by 
debtor  corporation,  75,  355. 

To  be  accompanied  by  ownership  certificates,  75,  356. 

When  tax  to  be  deducted  from,  by  bank  or  collecting  agency, 
76,  356. 

Owned  by  corporations,  tax  not  deducted  from,  81,  368. 
Bl.1nc.Tax.(2d  Ed.) — 53 
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COUPONS— Continued, 

Maturing  before  March  1,  1913,  not  subject  to  deduction,  84. 
Owned  by  partnersliips,  deduction  of  tax  on,  92,  117,  145. 

Certificates  of  ownership  to  be  filed  with,  145,  368. 
Owned  by  non-resident  aliens,  tax  not  deducted  from,  93. 
Serial  numbers  of  bonds  need  not  be  stated  on  ownership  certifi- 
cates, 113. 

COURT  OF  CLAIMS, 

Jurisdiction  of  suit  to  recover  back  taxes  paid,  382. 

COURTS, 

Jurisdiction  of  suit  for  recovery  of  taxes  Illegally  collected,  382. 
Jurisdiction  to  compel  attendance  of  witnesses  summoned  before 

collector,  67,  328. 
Jurisdiction  of  suits  to  recover  income  taxes,  347. 

CRIMINAL  LAW, 

Unlawfully  divulging  income  tax  returns  a  misdemeanor,  59. 
False  oath  to  income  tax  return  or  statement,  107,  332. 

CROPS, 

Profit  on  sale  of,  as  taxable  income,  282. 
Products  consumed  by  family,  232. 
Crops  unsold  at  end  of  year,  232. 

CUSTOMS   DUTIES, 

When  deductible  from  income  as  "taxes  paid,"  303. 


D 

DAIRIES, 

Co-operative,  when  subject  to  income  tax,  160,  279. 

DAMAGES, 

Judgments  for,  as  deductible  expenses,  300. 

DATE, 

See  "Time." 
DEATH, 

Of  taxpayer,  how  return  for  year  to  be  made,  315, 

DEBTOR, 

Definition  of  term,  74. 

Duty  as  to  withholding  income  tax,  75. 

Monthly  and  annual  returns  by,  123,  334. 

DEBTS, 

Uncollected,  when  taxable  as  income,  240. 
Interest  on,  when  deductible,  802. 
Worthless,  deduction  allowed  for,  7,  305. 

Of  corporation,  amount  of,  to  be  stated  in  annual  returns,  45. 
Interest  paid  on,  stated  also,  50. 
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DECEDENTS, 

Liability  of  estates  of,  to  income  tax,  262. 
Proceeds  of  life  insurance  exempt,  6. 
Income  tax  returns  for  estates  of,  315,  316. 
Estates  of,  not  subject  to  penalty  for  delinquency,  21. 

Executor  or  administrator  making  income  tax  return  for, 
139. 

DEDUCTING  AND  WITHHOLDING  OP  TAX, 

From  interest,  rents,  salaries,  etc.,  22. 

From  interest  on  corporate  bonds  and  mortgages,  25. 

From  foreign  interest  and  dividends,  26. 

Treasury   regulations  governing,   85-90. 
Applicable  to  normal  tax  only,  30. 
Treasury  regulations  for,  in  case  of  interest  on  corporate  bonds 

and  mortgages,  73  et  seq. 
Not  applicable  to  bonds  owned  by  corporations,  81. 
Interest  due  and  payable  before  March  1,  1913,  not  subject  to,  84. 
On  interest  or  coupons  owned  by  partnerships,  92,  117. 
Not  applicable  to  interest  due  to  non-resident  aliens,  93. 
On  rent,  salaries,  wages,  royalties,  etc.,  96. 
On  rent,  salaries,  etc.,  not  to  commence  until  aggregate  of  $3,000 

is  reached,  102. 
Prom  proceeds  of  note  given  for  interest,  rent,  etc.,  108. 
Interest  on  bank  deposits  and  certificates  of  deposit,  110. 
By  trustees,  guardians,  executors,  and  other  fiduciaries,  118. 
Monthly  and  annual  list  returns  required,  123. 
Foreign  corporations  doing  business  in  TJ.  S.,  not  subject  to,  125. 

Form  of  certificate  claiming  exemption  from,  125. 
Not  applicable  to  interest  on  state  and  municipal  bonds,  128. 
EfCect  of  tax-free  clause  in  corporate  bonds,  138. 
Not  applicable  to  partnerships  as  such,  145. 
Time  for  payjng  over  tax  withheld  at  source,  150. 
Not  required  of  corporations  which  are  themselves  exempt,  151. 
On  payments  of  registered  interest,  153. 
On  bonds  of  foreign  corporations  payable  in  the  U.  S.,  157. 
Form  of  certificate  claiming  exemption  from,  162. 
■  In  case  of  non-resident  aliens,  168. 
General  discussion  of  subject,  352-374. 
Liability  of,  and  penalties  against,  withholding  agents,  373. 

DEDUCTIONS, 

Allowed  to  individuals  for  purpose  of  normal  tax,  7. 
How  claimable  when  tax  collected  at  source,  23,  370. 
Allowed  to  domestic  corporations,  35. 
Allowed  to  foreign  corporations,  41. 
How  claimed  by  partnerships,  92,  117. 
Claim  of,  when  tax  withheld  at  source,  103,  104. 
Effect  of  tax-free  clause  in  corporate  bonds,  138. 
Interest  paid  by  corporations,  calculation  of  amount,  147. 
Of  tax  from  payments  of  registered  interest,  153. 
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DEDUCTIONS— Continued, 

What  allovred  under  head  of  "losses,"  156,  165,  304. 

Interest  on  indebtedness  secured  by  collateral  the  subject  of  sale, 

158,  302. 
Claimable  by  non-resident  aliens,  168. 
Constitutional  validity  of  allowance  for,  206. 

Incomes  below  a  fixed  sum,  206. 

Other  taxes  paid,  208. 
Income  from  property  otherwise  taxed,  288. 
Proceeds  of  life  insurance,  289. 
Fixed  amount  of  income  exempt,  290. 
Expenses  of  business,  293. 

Wages  and  salaries,  294. 

Traveling  expenses,  296. 

Cost  of  insurance,  297. 

Rent  of  land,  buildings,  or  equipment,  298. 

Mining  operations,  299. 

Judgments,  300. 
Repairs,  new  buildings,  and  improvements,  301. 
Interest  on  indebtedness,  302. 
Taxes  accrued  or  paid,  303. 
Losses  uncompensated,  304. 
Debts  written  off  as  worthless,  305. 
Depreciation  of  property,  306. 
Depletion  of  ores  and  other  natural  deposits,  308. 
Amortization  of  bonds,  310. 

Dividends  from  corporations  subject  to  tax,  311. 
Special  rules  as  to  insurance  companies,  312. 
Rules  as  to  foreign  corporations,  313. 
«    Method  of  claiming,  in  case  of  collection  at  the  source,  370. 
Amount  of  income  taxed  at  source,  372. 

DEEDS  OF  TRUST,  ETC., 

Corporation,  income  from,  subject  to  withholding  at  source,  25. 
Treasury  regulations  governing  taxing  at  the  source,  73. 

DEFAULT, 

In  payment  of  income  tax,  penalty  for,  844. 

DEFINITIONS, 
Debtor,  74. 
Gains,  224. 
Gross  income,  222. 
Gross  income  of  corporations,  223. 
Income,  221. 
Income  tax,  187. 
Net  income,  222. 

Political  subdivision  of  state,  277. 
Profits,  224. 
Source,  95. 
Withholding  agent,  334. 
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DELINQUENT, 

When  income  tax  becomes,  if  not  paid,  21,  342. 
Addition  of  penalty  and  interest,  21,  54,  344. 

DEMAND, 

For  payment  of  income  tax,  by  collector,  21,  164,  342. 

For  rendition  of  return,  63. 

For  payment,  necessary  to  create  liability  for  penalties,  159. 

DEPLETION  OF  ORES, 

Allowance  of  deduction  for,  36,  308. 

DEPOSITS  IN  BANKS, 

Interest  on,  as  taxable  Income,  110. 

Banks  not  required  to  deduct  tax  from,  110,  869. 
Interest  paid  on,  an  allowable  deduction  to  banker,  302. 

DEPRECIATION  OP  PROPERTY, 

Allowance  of  deduction  for,  7,  306. 

In  case  of  mining  companies,  308. 

Amortization  of  bonds,  310. 

In  case  of  patents,  307. 

In  case  of  timber  lands,  309. 
In  case  of  corporations  generally,  36,  306. 

Depletion  of  ores,  36,  308. 
In  case  of  insurance  companies,  36. 

Stating  separately  amount  claimed  for,  in  corporation  returns,  46.. 
What  sums  deductible  under  this  head,  165. 

DEPUTY  COLLECTOR, 

To  ascertain  persons  liable  to  tax  and  enumerate  objects,  60_ 
Authority  to  examine  book  and  summon  witnesses,  329. 
Authority  to  increase  assessment  when  income  understated,  336. 

DESCENT, 

Property  acquired  by,  not  subject  to  Income  tax,  97,  230. 
DEVISE  OF  PROPERTY, 

Income,  part  of  gross  income ;   value  of,  not  income,  97,  230. 
DIRECT  TAXES, 

Defined,  191. 

Income  taxes  as,  191. 

DISBURSING  OFFICERS, 

When  to  deduct  and  withhold  income  tax,  22,  361. 
Treasury  regulations  governing,  96. 

DISCLOSURE, 

Of  income  tax  returns  by  officers,  forbidden  and  punishable,  59, 
148. 
When  permissible  by  law,  170,  323. 
Of  books  of  account  by  corporation  claiming  exemption,  279. 

DISCOUNTS, 

Allowance  of  deduction  for,  302. 
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DISCOVERY, 

Of  neglect  to  make  return  or  making  of  false  return,  assessment 

of  taxes  thereafter,  20. 
Disclosure  of  income  tax  returns  by  officers  forbidden  and  pun- 
ishable, 59,  148. 
When  permitted  by  law,  170,  323. 

DISSOLUTION  OF  CORPORATION, 

As  afCecting  liability  to  income  tax,  262. 
As  affecting  lien  of  income  tax,  346. 

DISTRAINT, 

Enforcing  payment  of  income  tax  by,  348. 

DISTRICT  COURTS, 

Jurisdiction  to  compel  attendance  of  witnesses  summoned  be- 
fore collector,  67,  328. 
Jurisdiction  of  suits  to  collect  income  taxes,  347. 
Jurisdiction  of  suits  to  recover  back  taxes  paid,  382. 

DISTRICT  OF  COLUMBIA, 

Salaries  of  officers  and  employes  of,  taxable,  69,  260. 
Income  accruing  to,  from  public  utilities,  not  taxable,  34,  278. 
Included  in  terms  "State"  and  "United  States"  In  income  tax 
law,  57. 

DIVIDENDS, 

On  corporate  stock,  as  taxable  income,  245. ' 
Stock  dividends,  246. 
Surplus  or  undivided  profits,  247. 
Right  to  subscribe  for  new  stock,  248. 
Deduction  of,  from  return  of  income,  311. 
Of  foreign  corporations,  collection  of  income  tax  on,  85-88. 
When  may  be  omitted  from  annual  return  of  taxpayer,  317. 
Not  returnable  for  purpose  of  normal  tax,  16. 
From  foreign  corporations,  license  for  collection  of,  85,  120. 
From  domestic  corporations,  tax  not  deductible  at  source,  97. 
JMot  required  to  be  listed  on  returns  of  persons  liable  to  normal 
tax  only,  140. 
But  must  be  shown  on  returns  of  persons  liable  to  super-tax, 
140. 
From  domestic  corporations  to  non-resident  alien  stockholders, 
not  subject  to  income  tax,  171,  257. 

DOCTORS, 

Fees  of,  indefinite  or  irregular  not  subject  to  withholding,  97. 
Fees  or  earnings  of,  as  taxable  income,  229. 

DOMESTIC  BUILDING  AND  LOAN  ASSOCIATION, 

Definition,  what  necessary  to  exempt  from  tax,  33,  285. 

DOMESTIC  CORPORATIONS, 
See  "Corporations." 
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DONATION, 

Money  disposed  of  by  way  of,  not  deductible  for  purposes  of  in- 
come tax,  103,  295. 
By  corporation  for  charitable  purpose,  deductible  wben,  295. 

DOUBLE  TAXATION, 

Constitutional  objections  to,  applied  to  income  tax,  209. 

DUB  DATE, 

Return  on  Sunday  or  legal  holiday,  effect  of,  321. 

DUE  PROCESS  OF  LAW, 

Requirement  of,  in  income  taxation,  198. 

DURESS, 

Taxes  paid  under,  may  be  recovered  back,  380. 

DUTIES  ON  IMPORTS, 

Deductible,  not  as  tax,  but  as  item  of  cost,  303. 

DWELLING  HOUSE, 

Occupied  by  owner,  taxation  of  rental  value  of,  228. 


E 

EARNINGS, 

From  profession  or  trade,  as  taxable  income,  229. 

EDUCATIONAL  INSTITUTIONS, 
Validity  of  exemption  of,  207. 
When  exempt  from  income  tax,  33,  284. 
Not  required  to  act  as  withholding  agents,  151. 
Donations  to,  by  corporation,  for  benefit  of  its  employes  deducti- 
ble as  expense  of  business,  295. 

ELECTRIC  LIGHT  COMPANIES, 

Annual  income  tax  returns  by,  320. 

EMBEZZLEMENT, 

Loss  sustained  by,  deductible  from  income,  304. 

EMINENT  DOMAIN, 

Land  damages  paid  under,  'not  income,  226. 

EMOLUMENTS, 

Fixed  or  determinable,  deduction  of  income  tax  from,  96,  361. 
Due  but  uncollected,  as  taxable  income  of  year,  240. 

EMPLOYES, 

Of  states  or  municipalities,  salary  of,  not  taxable,  9.' 

Except  where  paid  by  United  States,  9. 
Wages  and  salaries  of,  as  deductible  expense,  294. 
Gifts  or  pensions  to,  when  deductible  as  expense,  295. 
Withholding  income  tax  from  salaries  of,  22,  96,.  361. 
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EMPLOYERS, 

When  to  deduct  and  withhold  Income  tax  from  salaries  or  wages, 
22,  361. 
Treasury  regulations  governing,  96. 

Wages  and  salaries  paid  by,  as  allowable  deduction,  294. 
ENDOWMENT, 

Sloney  given  for,  not  deductible  for  purposes  of  income  tax,  103. 
ENDOWMENT  POLICIES, 

Payments  on  maturity  or  surrender  of,  not  taxable,  97,  289. 
ENGINEERS, 

Earnings  of,  as  taxable  income,  229. 
ENGLAND, 

Income  tax  laws  of,  194,  195. 

Fixed  exemption  in,  290. 

EQUAL  PROTECTION  OF  THE  LAWS, 

Guaranty  of,  as  applied  to  income  taxes,  200. 

EQUALITY, 

Constitutional  requirement  of,  applied  to  income  taxes,  199. 
Equal  protection  of  the  laws,  200. 
Discrimination  between  persons  and  corporations,  201. 
Discrimination  between  residents  and  non-residents,  202. 
Validity  of  exemptions,  206,  20T. 
Graduated  or  progressive  tax,  211. 

EQUIPMENT, 

Cost  of,  as  deductible  expense,  293. 
Rent  of,  when  deductible,  298. 

EQUIPMENT  TRUST  AGREEMENTS, 

Coi'porate,  interest  on,  to  be  taxed  at  source,  73. 
Except  when  held  by  non-resident  aliens,  93. 

EQUITY, 

Bill  in,  to  subject  land  to  payment  of  income  tax,  349. 
Injunction  to  restrain  collection  of  income  tax,  350. 

ESTATES, 

Of  decedents,  liability  of,  to  Income  tax,  262. 

Proceeds  of  life  insurance  exempt,  6,  289. 

Income  tax  returns  to  be  made  for,  315,  316. 

Not  subject  to  penalty  for  delinquency,  21. 

Executor  or  administrator  making  income-tax  return  for,  139. 

EVASION  OP  TAXES, 
See  "Tax  Dodging." 

EVIDENCE, 

Taking  of,  to  determine  amount  of  taxable  income,  64,  326. 

Production  or  giving  of,  compelled  by  U.  S.  courts,  67,  328. 
Use  of  income  tax  returns  as,  170,  323. 
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EVIDENCE— Continued, 

To  support  claim  of  exemption  by  corporation,  279. 

Inspection  of  books  of  account,  279. 
On  proceedings  to  increase  assessment,  336. 
On  assessment  because  of  delinquency  or  fraud,  337. 
Assessment  as  prima  facie  evidence  of  validity,  338. 
Effect  of  collector's  deed  as,  349. 
In  suits  to  recover  back  taxes  paid,  378. 

Taxpayer's  books  and  accounts,  378. 

EXAMINATION, 

Of  witnesses,  books,  and  papers,  by  collectors,  64,  326. 

Constitutional  validity  of  provisions  for,  327. 

Jurisdiction  of  federal  courts  in  aid  of,  67,  328. 

Authority  of  ofiBcers,  329. 

Scope  of  examination,  329. 

Under  state  income  tax  laws,  330. 
To  determine  status  of  corporation  claiming  exemption,  279. 

EXCESSIVE  ASSESSMENT, 

Remedies  of  taxpayer  against,  350. 

By  payment  under  protest  and  recovery  back,  377. 

EXCISE  TAXES, 

Incom.e  tax  distinguished  from,  189. 

Repeal  of  1909  excise  tax  on  corporations,  70,  195. 

EXECUTION, 

Against  collector  of  internal  revenue,  stayed  by  certificate  of 
probable  cause,  384. 

EXECUTIVE  OFFICERS, 

Validity  of  regulations  made  by,  214. 
Construction  of  revenue  laws  by,  220. 
See,  generally,  "Officers." 

EXECUTORS, 

Paying  income  tax  for  decedent's  estate,  262. 

To  make  income  tax  returns,  13,  316. 

When  to  deduct  and  withhold  income  tax,  22,  365. 

Treasury  regulations  relating  to  deduction  of  tax  by,  96. 

Duties  of,  with  reference  to  collecting  and  paying  over  income 

tax  and  making  returns,  118. 
Instructions  and  rulings  as  to  returns  by,  139. 

EXEMPT, 

Corporations  and  organizations,  what  are,  33,  279. 

Must  prove  right  to  exemption,  279. 

Not  required  to  act  as  withholding  agents,  151,  374. 
Co-operative  dairies,  160,  279. 
Mutual  telephone  companies,  134,  160,  279. 
Farmers'  insurance  companies,  160,  279. 
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EXEMPT— Continued, 

Firms,  organizations,  etc.,  claiming  exemption  from  deduction  of 

tax  at  source,  form  of  certificate  for,  162. 
Corporations  not  required  to  make  returns,  320. 
EXEMPTIONS, 

Incomes  below  a  fixed  sum,  10,  290. 

Claim  of,  in  certificates  of  ownership  of  bonds,  79,  356. 

On  collection  of  income  from  abroad,  88. 

By  partnerships,  92,  117. 
Claim  for,  where  tax  withheld  at  source,  99,  370. 

Amount  of  specific  exemption  claimable,  100,  290. 

As  between  husband  and  wife,  100,  291. 

Amount  claimable  for  1913  as  exempt,  101,  292. 

Claim  for  deductions,  103. 

By  foreign  corporation,  form  of  certificate,  125. 
Effect  of  tax-free  clause  in  corporation  bonds,  138,  360. 
How  claimed  in  connection  with  payments  of  registered  interest, 

153. 
Specific  exemption  not  claimable  by  non-resident  aliens,  168. 
Corporations  claiming  exemption  must  prove  right  thereto,  279. 
Allowed  by   state  laws,  not  applicable  to  distraint  for  income 

taxes,  348. 
Constitutional  validity  of,  206,  207. 

Incomes  below  a  fixed  sum,  10,  206. 

Classes  of  individuals  or  corporations,  207. 
Revenues  of  United  States,  275. 
States  and  municipal  corporations,  276. 
Agricultural  and  horticultural  societies,  280. 
Labor  organizations,  281. 
Fraternal  orders  and  benefit  societies,  282. 
Religious  and  charitable  associations,  283. 
Educational  and  scientific  institutions,  284. 
Building  and  loan  associations,  285. 
Savings  institutions,  286. 

Civic  organizations  and  chambers  of  commerce,  2S7.v 
Income  from  property  otherwise  taxed,  288. 
Proceeds  of  life  insurance  policies,  289. 
Exemption  of  fixed  amount  of  income,  290. 
Specific  deductions  and  allowances,  293-314. 
Method  of  claiming,  in  case  of  collection  at  the  source,  23. 

EXPENSES, 

Deductible  by  individual  taxpayer,  7. 
Allowance  of  deduction  for,  to  corporations,  35. 

To  foreign  corporations,  41,  313. 
Amount  of,  to  be  stated  in  returns  of  corporations,  45. 
Of  business,  deduction  for,  293. 

Not  personal  or  family  expenses,  293. 

Machinery  and  equipment,  293. 

Office  expenses  and  supplies,  293. 
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EXPENSES— Continued, 

Cost  of  raw  materials,  293. 

Cost  of  advertising,  293. 

License  fee  or  occupation  tax,  293. 

Attorneys'  fees  and  costs  of  suits,  293. 

Expense  of  collecting  income,  293,  note  2. 

Commissions  of  agents  or  collectors,  293,  note  2. 

Wages  of  domestic  servants,  293. 

Cost  of  medical  attendance,  298,  note  3. 

House  rent,  293,  note  3. 

Maintenance  of  orchards,  groves,  plantations,  293,  note,  5. 
Salaries  and  visages  of  employes,  294. 
Gifts,  charities,  and  pensions  to  employes,  295. 
Traveling  expenses,  296. 
Cost  of  Insurance,  297. 
Kent  of  land,  buildings,  or  equipment,  298. 
Cost  of  mining  operations,  299. 
Judgments,  300. 
Includes  repairs,  but  not  new  structures,  301. 

EXPRESS   COMPANIES, 

Annual  income  tax  returns  by,  320. 

EXTENSION, 

Of  time  for  filing  returns,  in  case  of  sickness  or  absence,  65. 
Discretion  of  collectors  to  grant,  142. 

F 

FAILURE, 

To  make  return,  assessment  to  be  made  by  Commissioner,  20. 
Penalty  for,  in  case  of  individuals,  31,  65,  142,  331. 
Penalty  for,  in  case  of  corporations,  56,  142,  331. 
Sickness  or  absence  as  excuse  for,  142. 
Compromise  of  penalties  for,  169. 

FALSE  RETURNS, 

For  income  tax,  penalty  for  making,  107,  332. 
Commissioner  to  make  assessment  on  discovery  of,  20. 
Penalty  for,  in  case  of  individuals,  31,  65,  332. 

In  case  of  corporations,  56,  332. 
Addition  of  100  per  cent  for,  65,  332. 
Declared  a  misdemeanor,  107,  332. 

FAMILY, 

Taxing  aggregate  income  of,  validity  of,  210. 
Including  income  of,  in  taxpayer's  return,  318. 
Expense  of  maintaining,  not  deductible,  293. 

FARMING, 

Products  of,  as  taxable  income,  232. 

Exemption  of  agricultural  societies,  280. 

Gains  and  profits  of,  not  taxable  at  the  source,  97. 
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FEDERAL  CONSTITUTION, 

See  "Constitutional  Law." 
FEDERAL  OFFICERS, 

Salaries  of,  not  taxable  by  states,  205. 

Disbursing  officers  to  withhold  and  pay  income  tax  of,  361. 

FEDERAL   STATUTES, 

Taxing  incomes,  history  of,  194. 
Text  of,  see  Appendix. 

Construction  and  interpretation  of,  217-220. 
FEES, 

As  taxable  income,  229. 

Paid  to  attorneys,  deductible  as  expenses,  293. 

Of  attorneys,  when  subject  to  deduction  of  income  tax,  97. 

Paid  by  state  or  municipality,  not  taxable,  97. 

Earned  but  uncollected,  taxable  as  income,  240. 

FIDUCIARIES, 

To  make  income  tax  returns,  13,  316. 

Duties  of,  as  to  deducting  for  income  tax,  22,  118,  365. 

Instructions  and  rulings  as  to  returns  by,  139. 

Certificates  of  ownership  filed  by,  146. 

Claiming  exemption  from  deduction  of  tax  at  source,  162. 

Not  claiming  exemption  at  source,  133. 
Synopsis  of  Treasury  regulations  concerning,  184. 
Suits  by,  to  recover  back  taxes  illegally  exacted,  377. 
FIRE  INSURANCE  COMPANIES, 

Determination  of  taxable  income  of,  37,  47. 

See,  generally,  "Insurance  Companies." 
Deductions  claimable  by,  312. 
Annual  returns  by,  320. 

FIRM, 

To  make  return,  how,  when,  15. 
Collecting  foreign  items,  license  required,  27. 
Taxation  of  income  of,  263. 
See,  also,  "Partnerships." 

FISCAL  AGENTS, 

Corporations  may  appoint,  to  act  for  them  in  Income  tax  mat- 
ters, 78. 
To  notify  collector  of  appointment,  78. 
For  foreign  corporations,  how  tax  collected  where  interest  on 

bonds  made  payable  at  office  of,  157. 
Meaning  of  term  as  used  in  Treasury  regulations,  166. 

FISCAL  TEAR, 

Privilege  of  corporation  to  designate,  as  period  for  computation 

of  tax,  43,  163,  175. 
Giving  notice  of  to  collector,  43. 
Proceedings  on  designation  of,  112. 
Time  for  payment  of  tax  in  case  of,  53. 
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FIXED  OR  DETERMINABLE  INCOME, 
Deduction  of  income  tax  from,  96,  361. 
What  constitutes,  361. 

FOREIGN  CORPORATIONS, 

Liability  of,  to  income  tax,  32,  266. 

On  business  transacted  and  capital  invested  in  U.  S.,  32. 
Taxable  income  of,  41.' 
Deductions  allowed  to,  41,  313. 
Returns  required  from,  44. 

Time  and  place  for  rendering,  44. 
Form  and  contents  of,  45. 
Allowance  to,  for  losses  and  depreciation,  48. 

Proviso  as  to  foreign  insurance  companies,  49. 
Interest  or  dividends  from,  license  required  for   collection  of, 

85. 
Tax  on  interest  or  dividends  from,  how  collected,  85-88. 
Doing  business  in   U.    S.,   not  subject  to   deduction   of  tax  at 

source,  125. 
Certificate  for,  claiming  exemption,  125. 
Permissive   use   of  foreign   language   in    ownership   certificates 

made  by,  130. 
Issuing  bonds  payable  in  U.   S.,  how  tax  collected  on  interest 

payments,  15Y. 
Meaning  of  term  as  used  in  Treasury  regulations,  166. 

Includes  foreign  governments   and  municipal  corporations, 
166. 

FOREIGN  COUNTRIES, 

Taxation  of  income  derived  from  property  or  investments  in,  252. 
Domestic  corporations  with  branches  or  agencies  in,  258. 
Income  from,  method  of  collecting  tax  on,  26,  85-90,  368. 
License  required  for  collection  of  foreign  items,  27,  364. 
Treasury  regulations  regarding  license,  85,  120. 
American  citizens  living  in,  time  for  filing  income  tax  returns, 

143. 
Government  bonds  of,  collection  of  tax  on  interest  on,  166. 

FOREIGN  GOVERNMENTS, 

Income  from  bonds  of,  taxable,  252. 

FOREIGN  LANGUAGE, 

Permissive  use  of,  in  ownership  certificates  of  foreigners,  130. 

FOREIGNERS, 

See  "Aliens." 
FORFEITURE, 

Of  license  for  collection  of  foreign  items,  120. 

FORMS, 

Authority  of  Treasury  officers  to  prescribe,  61. 
Regulations  prescribing,  various,  for  income  tax,  73-173. 
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FORMS— Continued, 

For  income  tax,  official,  list  of,  see  supra,  pp.  695,  696. 

Transcription  of,  in  full,  supra,  p.  697  et  seq. 
In  blank,  to  be  furnished  by  revenue  officers,  137. 
May  be  printed  by  private  corporations   and  others  for  their 
own  use,  137. 

POUKTEENTH  AMENDMENT, 

Application  of,  to  income  taxation,  198,  200. 

FRANCHISE  TAX, 

Income  tax  distinguished  from,  189. 

Laying  income  tax  In  addition  to,  as  double  taxation,  209. 

FRATERNAL  ORDERS, 

Validity  of  exemption  of,  from  income  tax,  207. 

When  exempt  from  income  tax,  33,  282. 

Not  required  to  act  as  withholding  agents,  151. 

FRAUD, 

In  income  tax  returns,  penalty  for,  31,  56,  107,  332. 

FRAUDULENT  RETURN, 

Commissioner  to  make  assessment  on  discovery  of,  20,  337. 

Tax  then  to  be  paid  on  notice,  20. 
Penalty  for,  in  case  of  individuals,  31,  332. 

In  case  of  corporations,  56,  332. 
Addition  of  100  per  cent  to  tax,  65,  332. 
Punishable  as  a  misdemeanor,  107,  332. 

FRUIT-GROWERS'  ASSOCIATION, 
When  exempt  from  income  tax,  280. 


G 

GAINS, 

Defined,  224. 

Change  of  capital  or  Investment  distinguished  from,  226. 

Fixed  or  determinable,  deduction  of  income  tax  from,  96. 

GAMBLING, 

Money  won  at,  as  taxable  Income,  230. 

GAS  COMPANIES, 

Annual  income  tax  returns  by,  320. 

GAS  WELLS, 

Allowance  for  depreciation  in,  308. 
Produce  of,  as  taxable  income,  233. 

GIFTS, 

Of  money  or  property,  as  taxable  Income,  230. 

Legacies  and  inheritances,  231. 

Not  subject  to  deduction  of  income  tax,  97,  366. 
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GIFTS— Continued, 

Money  disposed  of  by,  not  deductible  from  Income  for  purposes 
of  tax,  103,  295. 

To  employes  of  corporation,  not  deductible  as  expense,  295. 
GOOD- WILL, 

No  allowance  for  depreciation  In,  306. 

GOVERNMENT  BONDS, 

Of  United  States,  not  subject  to  income  tax,  9,  244. 

Of  foreign  governments,  collection  of  tax  on  income  from,  166. 

GOVERNMENTAL  FUNCTION, 

Income  accruing  to  State  from  exercise  of,  exempt,  34,  267. 
GRADUATED  INCOME  TAX, 

Constitutional  validity  of,  211. 

Rates  of  taxation,  345. 

GRATUITIES, 

To  employes  of  corporation  not  deductible,  295. 

GROSS  INCOME, 

Amount  of,  to  be  stated  in  annual  returns  of  corporations,  45. 

How  computed  in  case  of  foreign  corporations,  45. 
Statutory  and  ofBdal  definitions  of,  222. 
Of  corporations,  defined,  223. 

GROSS  RECEIPTS, 

Tax  on,  as  an  income  tax,  190. 

GROSS  VALUE  AT  THE  MINE, 
Defined,  308. 

GROUND  RENTS, 

Not  taxable  as  income,  227. 

GUARDIANS, 

To  make  income  tax  returns  lor  wards,  13,  316. 
Duties  of,  with  reference  to  collecting  and  paying  over  income 
tax  and  making  returns,  118,  365. 


H 

HAWAII, 

Adoption  of  income  tax  law  by,  194. 

Text  of  income  tax  law  of,  see  Appendix. 

HOLDING  COMPANIES, 

Liability  of,  to  income  tax,  4,  270,  272. 

Not  entitled  to  deduct  dividends  from  constituent  companies,  311. 

Constituent  companies  must  make  returns,  320. 

HOLIDAY, 

Due  date  of  return  falling  on,  efEect  of,  321. 
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HORTICULTURAL  ORGANIZATIONS, 
Exempt,  33,  280. 
Not  required  to  act  as  withholding  agents,  151. 

HOSPITALS, 

Exempt  from  payment  of  income  tax,  283. 

Donations  to,   by  corporation,  for  benefit  of  its  employfis,  de- 
ductible as  expense  of  business,  295. 

HOTEL  COMPANIES, 

Annual  income  tax  returns  by,  320. 

HUSBAND, 

When  to  Include  wife's  income  in  his  return,  291,  319. 

HUSBAND  AND  WIPE, 

Amount  of  exemption  allowed  to,  10,  291. 

Combined  net  income  of,  exceeds  $4,000,  return  of,  must  be  made, 

291,  319. 
Both  jointly  and  separately  liable  for  return  and  payment  of  tax, 

291,  319. 
Claim  of  exemptions  by,  when  tax  withheld  at  source,  100. 
Rules  for  returns  by,  and  allowance  of  exemptions  to,  129. 


IDENTITY, 

Persons  presenting  coupons  or  interest  orders  should  be  required 
to  establish,  76. 

IGNORANCE  OP  THE  LAW, 

Compromise  of  penalties  incurred  through,  169,  351. 

ILLEGALITY, 

In  assessment,  remedies  of  taxpayer  against,  3D0. 
By  suing  for  tax  paid  under  protest,  377. 

IMPROVEMENTS, 

Cost  of,  not  deductible  as  expense,  7,  301. 

INACTIVE  CORPORATIONS, 

Required  to  make  returns,  320. 

INCOME, 

Net,  what  constitutes  for  purpose  of  tax,  5. 

Gross,  to  be  stated  in  returns  of  corporations,  45. 

Net,  to  be  shown  by  corporation  returns,  52. 

From  foreign  investments,  license  required  for  collection  of,  85. 

Taxable,  what  constitutes,  221-250. 

General  definitions  of,  221. 

Gross  and  net,  definitions  of,  222. 

Of  corporations,  gross,  defined,  223. 

"Profits"  and  "gains"  distinguished,  224. 

Derived  from  "any  source  whatever,"  meaning  of,  225. 
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INCOME— Continued, 

Gliange  or  substitution  of  capital  distinguished  from,  226. 

Kent  of  land  and  royalties,  227. 

Rental  value  of  residence,  228. 

Royalties  on  oil  or  mining  lease,  227. 

Returnable  for  1913,  minimum,   135,  292. 

Salaries  and  earnings  from  professions  and  trades,  229. 

Pensions,  gifts,  prizes  and  awards,  230. 

Legacies  and  inheritances,  231. 

Products  of  agriculture  or  stock-raising,  232. 

Produce  of  mines  and  oil  and  gas  wells,  233. 

Profits  of  mercantile  business,  234. 

Profits  from  unauthorized  business,  235. 

Income  from  partnership  business,  236. 

Profits  on  sale  of  real  estate,  237. 

Profits  on  sale  of  securities,  238. 

Increase  in  value  not  realized  by  sale.  239. 

Uncollected  interest  and  accoimts,  240. 

Profit  to  accrue  on  uncompleted  contracts,  241. 

Profits  from  sale  or  lease  of  patent  rights,  242. 

Annuities,  243. 

Interest  on  government  bonds,  244. 

Dividends  on  corporate  stock,  245. 

Stock  dividends,  246. 

Stockholder's  interest  in  surplus  or  undivided  profits,  247. 

Right  to  subscribe  for  new  stock,  248. 

Sale  and  distribution  of  corporate  assets,  249. 

From  foreign  Investments,  taxation  of,  252. 

Exemptions  and  exceptions,  275-292. 

Deductions  from,  for  taxation,  what  allowed,  293-314. 

Taxpayer's  return  of,  315-333. 

INCOME  TAX, 
Nature  of,  187. 

Distinguished  from  taxes  on  property,  188. 
Distinguished  from  license  and  franchise  taxes,  189. 
Tax  on  gross  receipts  as,  190. 
Is  a  "direct"  tax,  191. 
Constitutional  provisions  as  to,  192,  193. 
History  of,  194. 

Enumeration  of  statutes  in  force,  195. 
Economic  aspects  of,  197. 
Constitutional  validity  of,  198-216. 
Construction  and  interpretation  of,  217-220. 
What  constitutes  taxable  income,  221-250. 
Persons  and  corporations  subject  to,  251-274. 
Corporations  and  associations  exempt,  275-287. 
Returns  for  purpose  of,  315-333. 

Refund  and  recovery  of  taxes  illegally  exacted,  376-386. 
Bi,.Inc.Tax.(2dEd.) — 54 
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INCREASING, 

Amount  of  taxable  inconie  understated  in  return,  18. 
Proceedings  for,  336. 
Burden  of  proof  and  evidence,  83G. 
Suit  to  recover  back  Illegal  excess,  377. 

INCREMENT,  UNEARNED, 
Taxation  of,  as  income,  237. 

INDEBTEDNESS, 

Bonded  or  other,  to  be  stated  in  annual  returns  of  corpora- 
tions, 45. 

Amount  of  interest  paid  on,  to  be  stated  in  corporation  re- 
turns, 50. 

Interest  paid  on,  as  allowable  deduction,  302. 

INDIVIDUAL, 

Income  returns  and  collections,  synopsis  of  Treasury  regula- 
tions concerning,  177. 

INDORSEMENT, 

As  to  withholding  income  tax  on  foreign  collections,  86,  172. 

INFANTS, 

Making  return  and  claim  of  deductions  and  exemptions  for,  24. 

See,  also,  "Guardians." 
Withholding  agent  may  make  return  for,  106,  371. 

INFORMATION, 

From  returns  to  officers  of  State,  when,  what,  how,  170,  323. 
Concerning  income  tax  returns,  not  to  be  disclosed  by  revenue 

officers,  59,  148,  324. 
When  and  how  allowable  in  case  of  corporation  returns,  55,  170. 

INHERITANCES, 

When  taxable  as  income,  231. 

Taxes  on,  when  deductible  in  income  tax  returns,  303. 

INJUNCTION, 

To  prevent  payment  or  collection  of  income  tax,  350. 

INQUISITION, 

By  collectors,  in  case  of  understated  or  false  return,  64. 
Examination  of  books,  papers,  and  witnesses,  326-330. 

INSANE, 

Who  make  claim  for  deductions  for,  24,  371. 
Penalties  for  delinquency  not  applicable  to,  21. 
Withholding  agent  may  make  return  for,  106. 

INSOLVENT, 

Persons  or  corporations,  taxation  of  income  of,  261, 
Income-tax  return  for  estate  of,  315. 
Not  liable  to  penalty  for  delinquency,  21. 
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INSPECTION, 

Of  returns  of  corporations,  when  allowed,  55,  170,  323. 

Executive  order  and  regulations  governing,  274. 

To  determine  status  of  corporation  claiming  exemption,  279. 

INSTALLMENTS, 

Of  purchase  money,  not  treated  as  Income,  226. 

INSURANCE, 

Life,  proceeds  of,  exempt  from  income  tax,  6,  289. 
Cost  of,  as  allovrable  deduction,  139,  297. 
Proceeds  of,  life,  nottaxable  at  source,  97. 

Endowment  policies,  97. 

Annuity  contracts,  97. 
Commissions  on  premiums,  on,  renewal,  taxable  as  income,  167. 

INSURANCE  COMPANIES, 

Validity  of  income  tax  law  exempting,  207. 

Liability  of,  to  Income  tax,  32,  274. 

Deductions  and  allowances  in  case  of,  812. 

To  deduct  and  pay  over  income  tax  of  beneficiaries,  22. 

Deductions  allowed  to,  36. 

Net  addition  to  reserve  funds,  36. 

Payments  on  policy  and  annuity  contracts,  36. 

Proviso  as  to  mutual  fire  insurance  companies,  37. 

Proviso  as  to  mutual  marine  insurance  companies,  38. 

Rule  as  to  life  insurance  companies,  38. 
Annual  income  tax  returns  by,  320. 

INTEREST, 

On  obligations  of  United  States,  states,  and  municipalities  not 

subject  to  income  tax,  9,  244. 
When  tax  to  be  deducted  and  withheld  from,  22,  361. 

On  corporate  bonds  and  mortgages,  25,  355. 

On  foreign  investments,  26,  363. 
Paid,  as  allowable  deduction  for  individuals,  7,  302. 

In  case  of  corporations,  39. 

On  deposits,  in  case  of  banks,  39. 

Foreign  corporations,  41. 
Amount  paid  to  be  stated  in  corporation  returns,  50. 
Taxing  at  the  source.  Treasury  regulations  for,  73. 
On  bonds  owned  by  corporations  not  taxable  at  source,  81. 
Due  before  March  1,  1918,  not  subject  to  deduction  of  tax,  84. 
From  foreign  countries,  license  required  for  collection  of,  85, 
864. 

Tax  on,  to  be  deducted  by  licensed  collector,  86,  363. 

Except  where  exemption  claimed,  88. 
Due  to  partnerships,  deduction  of  tax  on,  92,  117. 
Due  to  non-resident  aliens,  tax  not  deducted  from,  98. 
Other  than  on  corporate  obligations,  deduction  of  tax  from,  96. 
Paid  periodically,  deduction  of  tax  to  commence  when  aggregate 
of  ¥3,000  is  reached,  102,  361. 
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INTEREST— Continued, 

Note  given  for,  tax  must  be  deducted  from,  108,  362. 

Effect  of  discounting  note,  108,  362. 
On  bank  deposit  is  not  subject  to  deduction  of  tax  at  source, 

110,  369. 
On  state  and  municipal  securities  not  taxable  at  source,  128. 
EfCect  of  tax-free  clause  in  corporate  bonds,  138,  360. 
Paid    by    corporations    as    allowable    deduction,    calculation    of 

amount,  147. 
Registered,  deduction  of  tax  on  payment  of,  153. 
On  bonds  of  foreign  corporations  payable  in  the  United  States, 

collection  of  tax  on,  157. 
On  indebtedness  secured  by  collateral,  the  subject  of  sale,  158. 
On  bonds  of  domestic  corporations  payable  to  non-resident  aliens, 

not  taxable,  171,  257. 
Due  but  uncollected,  taxable  as  income,  240. 
On  taxes  illegally  exacted,  recovery  of,  384. 
Added  as  penalty  for  delinquency,  21,  54. 
As  taxable  income  in  general,  221. 

INTERNAL  REVENUE  LAWS, 

General  provisions  of,  made  applicable  to  Income  tax,  68. 
Construction  and  interpretation  of,  217-220. 

INTERPRETATION, 

Of  income  tax  laws,  217-220. 

Rule  of  strict  construction,  217. 
Statutes  in  pari  materia,  218. 
Associated  words  and  phrases,  219. 
Departmental  construction,  220. 

INTERSTATE  COMMERCE, 

State  taxation  of  iucome  derived  from,  204. 

INVENTORS, 

Earnings  of,  indefinite  or  irregular,  not  subject  to  deduction  of 

Income  tax,  97. 
Earnings  or  profits  of,  as  taxable  Income,  229. 

INVENTORY, 

Corporation,  purpose  and  use  of,  kinds  of,  320. 

IRRIGATION  DISTRICTS, 

Interest  on  obligations  of,  not  subject  to  income  tax,  141,  277. 


JOINT  GUARDIANS  AND  TRUSTEES, 

Income  tax  return  by  one  of,  when  suflScient,  13,  316. 

JOINT  OWNERS, 

Income  from  property  of,  how  taxed,  259. 
Certificates  of  ownership  by,  357. 
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JOINT  RETUKNS, 

By  husband  and  wife,  319. 

JOINT  STOCK  COMPANIES, 

Liability  of,  to  income  tax,  32,  268. 

JUDGMENT, 

For  money,  as  taxable  income,  230. 

When  allowable  as  a  deduction,  300. 

Against  collector,  for  taxes  illegally  collected,  385. 

JUDGES, 

Taxation  of  salaries  of,  9,  205. 

JURISDICTION, 

To  compel  attendance  of  witnesses  before  collector,  67,  328. 

Of  suits  for  collection  of  income  taxes,'  347. 

Of  suit  for  recovery  of  taxes  illegally  collected,  382. 

Impeaching  assessment  for  want  of,  338. 

Of  suit  to  recover  taxes  paid  under  protest,  382. 


L 

LABOR  UNIONS, 

Validity  of  income  tax  law  exempting,  207. 

Exemption  in  favor  of,  33,  281. 

Not  required  to  act  as  withholding  agents,  151. 

LACHES, 

Effect  of,  in  suit  to  collect  income  tax,  347. 

LAND, 

Rent  of,  as  taxable  income,  227. 
Profit  on  sales  of,  taxable  as  income,  237. 
Rent  of,  allowed  as  a  deduction,  298. 
Sale  of,  for  collection  of  income  tax,  349. 

LANDLORD  AND  TENANT, 

Rent  of  land  as  income  of  landlord,  227. 
Deduction  of  taxes  paid  by  tenant,  303. 
Who  to  make  return  of  rent  for  taxation,  316. 

LAST  DUE  DATE, 
Defined,  321. 

LAWYERS, 

Fees,  indefinite  or  irregular,  not  subject  to  withholding,  97. 
Fees  or  earnings  of,  as  taxable  income,  229. 
Fees  earned  but  not  collected,  taxable  as  income,  240. 
Fees  paid  to,  deductible  as  expenses,  293. 

LEASED  CORPORATIONS,. 
Taxability  of  income  of,  270. 
Must  make  income  tax  returns,  320. 
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LEGACIES, 

Whea  taxable  as  income  of  legatee,  231. 

Taxes  on,  when  deductible  in  income  tax  returns,  .303. 
LEGAL  EXPENSES, 

Deductible  as  expenses  of  business,  293. 

LESSEES, 

When  to  deduct  income  tax  from  rent,  22,  361. 

Treasury  regulations  governing,  96. 
Corporations,  how  taxable,  270. 

LEVEE  DISTRICTS, 

Interest  on  obligations  of,  not  taxable  income,  141,  277. 

LIABILITY, 

To  tax  of  a  taxable  person  not  to  be  released,  28, 
LIBRARIES, 

Public,  income  of,  when  exempt,  284. 
LICENSE, 

Required  for  collection  of  income  from  foreign  countries,  27,  120, 
364. 

Treasury  regulations  regarding,  85,  120. 
Duty  of  licensee  as  to  deducting  tax,  86,  87. 

To  list  tax  collections  on  foreign  items,  87. 

Where  certificates  claiming  exemptions  are  filed,  88. 

To  keep  accurate  records,  89. 

Penalty  for  omission  to  obtain  license,  90. 
Form  of  application  for,  120. 

Applicant  to  establish  financial  responsibility,  120. 
When  bond  required,  120. 
Bond  to  be  executed  in  duplicate,  120. 
Form  of  license,  120. 

Duration,  revocation,  and  forfeiture  of  license,  120. 
Licenses  for  branch  offices,  120. 
Where  application  for  branch  licenses  to  be  made,  120. 

LICENSE  TAX, 

Income  tax  distinguished  from,  189. 

Laying  Income  tax  in  addition  to,  as  double  taxation,  209. 

Deductible  as  necessary  expense  of  business,  293. 

LIEN, 

Of  income  tax,  346. 
Recording,  346. 

Enforcement  of,  by  distraint,  348. 
Enforcement  of,  against  refil  estate,  349. 

LIFE  INSURANCE, 

Proceeds  of,  exempt  from  income  tax,  6,  289. 
Proceeds  of,  not  taxable  at  source,  -97. 

Endowment  policies,  97. 

Annuity  contracts,  97. 
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LIFE  INSURANCE  COMPANY, 

Rule  for  determining  taxable  Income  of,  38,  47. 
Deductions  claimable  by,  312. 
Annual  income  tax  returns  by,  320. 

See,  generally,  "Insurance  Companies." 

LIMITATION  OF  ACTIONS, 

For  assessment  of  taxes  in  case  of  delinquency  or  fraud,  20. 
Not  applicable  to  suit  by  government  for  collection  of  income 

taxes,  347. 
In  proceedings  for  recovery  of  taxes  illegally  exacted,  388. 

LIMITED  PARTNERSHIPS, 

Liability  of,  to  taxation  as  corporations,  264. 

LIST, 

Of  persons  presenting  foreign  items  for  coUelctlon  to  be  made 
by  bank  or  collecting  agency,  87. 
To  be  filed  with  collector  of  internal  revenue,  87. 

LIST  RETURNS, 

Annual,  by  fiduciaries,  118. 

Monthly  and  annual,  by  debtors  and  withholding  agents,  123,  334. 

Extension  of  time  for  filing,  131. 

Revised  form  for,  prescribed,  152. 

When  required  to  be  verified,  161. 

LIVE  STOCK, 

Profits  on  raising  or  sale  of,  as  taxable  Income,  232. 

LODGE  SYSTEM, 

Societies  operating  under,  exempt,  33,  282. 
Defined,  282. 

LOSSES, 

Deduction  allowed  for,  if  not  compensated,  7,  304. 
In  case  of  corporations,  36. 
Deductible  by  foreign  corporations,  41. 
Amount  of,  to  be  stated  in  corporation  returns,  46. 

Rule  for  foreign  corporations,  48. 
Incurred  in  trade  or  business,  what  are,  156,  165,  304. 

LOUISIANA, 

Income  tax  law  formerly  in  force  in,  194. 

M 

MACHINERY, 

Cost  of,  as  deductible  expense,  293. 

MAILS, 

Mailing  notice  and  demand  for  tax,  341. 

MAKER, 

Of  note  given  in  payment  of  interest  held  responsible  for  normal 
tax,  362. 
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MANDAMUS, 

To  correct  or  strike  out  assessment  of  income  tax,  350. 

To  compel  grant  of  appeal,  350. 

To  secure  abatement  or  refund  of  tax  illegally  exacted,  376. 

MANUFACTURING  COMPANY, 
Gross  income,  definition,  223. 
Form  for  annual  returns,  by,  320. 

MARINE  INSURANCE  COMPANY, 

Determination  of  taxable  income  of,  38,  47. 
Annual  income  tax  returns  by,  320. 

See,  generally,  "Insurance  Companies." 

MARRIED  WOMEN, 

When  to  make  separate  return  of  income,  319. 
And  see  "Husband  and  Wife." 

MASSACHUSETTS, 

Adoption  of  income  tax  law  by,  194. 

Text  of  income  tax  law  of,  see  Appendix. 

MEDICAL  ATTENDANCE, 

Cost  of,  not  deductible  as  "expenses,"  293,  note  3. 

MERCANTILE  CORPORATION, 
Gross  income,  definition,  223. 
Income  tax  returns  to  be  made  by,  320. 

MERCHANDISE, 

Profits  on  sales  of,  as  income,  234. 
Not  taxable  at  the  source,  97. 

MERCHANTS, 

Gains  or  profits  of,  not  taxable  at  the  source,  97. 

MILEAGE, 

Allowance  for,  as  taxable  income,  229. 

MINING, 

Royalty  on  lease  of  mining  property,  as  income,  227. 

Profits  from  sale  of  ore,  as  taxable  income,  233. 

Cost  of  development  work  as  allowable  deduction,  299. 

Allowance  for  depletion  of  ores,  36,  308. 

Companies  engaged  in,  form  for  Income  tax  returns  by,  320. 

MINISTERS, 

Salaries  and  fees  of,  as  taxable  income,  229. 

MINOR, 

Who  make  claim  for  deductions  for,  24,  371. 
Withholding  agent  may  make  return  for,  106. 

MISCELLANEOUS  CORPORATIONS, 
Gross  income  of,  definition,  223. 
What  included  in  term,  320. 
Form  for  income  tax  returns  by,  320. 
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MISDEMEANORS, 

Unlawfully  divulging  contents  of  income  tax  returns,  59. 
False  oath  to  income  tax  return  or  statement,  107,  332. 

MlSSOUEI, 

Income  tax  law  formerly  in  force  in,  194. 

MISTAKE, 

Of  law,  penalties  incurred  through,  may  be  compromised,  169. 
MONTHLY  LIST  RETURNS, 

Of  debtors  and  withholding  agents,  required,  123,  334. 

Extension  of  time  for  filing,  131. 

Revised  form  for,  prescribed,  152. 

Not  required  to  be  under  oath,  161. 

MORTGAGES, 

Deduction  of  taxes  paid  by  mortgagee,  303. 
Mortgagor  to  deduct  and  pay  income  tax,  when,  22,  96,  361. 
Foreign,  method  of  collecting  tax  on  income  from,  26. 
Corporate,  deduction  of  income  tax  from  interest  on,  25. 

Treasury  regulations  governing,  73. 
Foreign,  license  for  collection  of  interest  on,  85,  120. 
Held  by  non-resident  aliens,  interest  on  not  taxable,  93. 
Assumed,  interest  paid  on,  as  deductible  expense,  302. 

MUNICIPAL  CORPORATIONS, 

Taxation  of  income  from  bonds  of,  204. 

Revenues  of,  exempt  from  income  tax,  276. 

Interest  on  obligations  of,  not  subject  to  federal  income  tax,  9. 

Income  accruing  to,  from  public  utilities,  not  taxable,  34,  278. 

Ownership  certificates  not  required  with  coupons  from  bonds  of, 

109. 
Interest  on  bonds  of,  not  subject  to  deduction  at  the  source,  128. 
What  are  "political  subdivisions"  of  state,  141. 
Foreign,  collection  of  income  tax  on  obligations  of,  166. 
Foreign,  taxable  status  of,  266. 

MUSEUMS, 

Income  of,  when  exempt,  284. 

MUSICIANS, 

Salaries  or  earnings  of,  as  taxable  income,  229. 

MUTUAL  FIRE  INSURANCE  COMPANY, 
Taxable  income  of,  how  computed,  37. 

MUTUAL  MARINE  INSURANCE  COMPANY, 
Taxable  income  of,  how  computed,  38. 

MUTUAL  S'AVINGS  BANKS, 

Exempted  from  income  tax,  33,  286. 

Not  required  to  act  as  withholding  agents,  151. 

MUTUAL  TELEPHONE  COMPANIES, 
Liability  of,  to  income  tax,  134,  279. 
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N 

NAMES, 

OijvnersMp  certificates  may  be  signed  with  ordinary  or  business 
signature,  127,  356. 

NATURAL  DEPOSITS, 

Deduction  for  depreciation  of,  basis  and  limit  of,  308. 
NEGLECT, 

To  make  Income  tax  return,  assessment  by  Commissioner  on  dis- 
covery thereof,  20,  53. 

Penalties  added  for,  in  case  of  individuals,  31,  142,  332.' 
In  case  of  corporations,  56,  142,  332. 

Addition  of  50  per  cent  of  tax  for,  65,  332. 

Sickness  or  absence  as  excuse  for,  142. 

Compromise  of  penalties  incurred  by,  169. 

Collector  to  make  up  return  in  ease  of,  65. 

NET  INCOME, 

What  constitutes  for  purposes  of  tax,  5. 
Amount  of,  to  be  shown  by  corporate  returns,  52. 
Statutory  and  official  definitions  of,  222. 
Annual  retiirns  of,  see  "Returns." 

NEW  BUILDINGS, 

Cost  of,  not  deductible  from  income,  7,  301. 

NON-PAYMENT, 

Of  Income  tax,  penalty  for,  344. 

NON-RESIDENTS, 

Discrimination  against,  in  income  tax  laws,-  validity  of,  202. 

Having  property  or  business  in  United  States,  taxation  of,  257. 

Citizens,  liable  to  Income  tax,  1. 

What  portion  of  income  of,  taxable,  8. 

Alien,  tax  not  deducted  from  interest  due  to,  93. 

How  certificates  of  ownership  to  be  signed  for,  111. 

Permissive  use  of  foreign  language,  130. 
Certificates  of  ownership  may  be  made  for,  by  banks  or  bank- 
ers, 154. 
Claiming  exemption  from  deduction  of  tax  at  source,  form  of 

certificate  for  use  of,  162. 
Taxable  iccome  of;    deductions,  withholding  tax  at  source, 

168. 
Subject  to  additional  tax  or  sur-tax,  168,  257. 
Not  taxable  on  interest  or  dividends  from  domestic  corpora- 
tions, 171,  257. 
Not  entitled  to  $3,000  or  $4,000  exemption,  290,  note. 

NORMAL  TAX, 

How  levied;  rate;  persons  liable,  1. 
Deductions  allowed  for  purpose  of,  7. 
Collection  at  source  applicable/  to,  only,  30. 
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NORMAL  TAX— Continued, 

Corporations  subject  to,  32. 

Treasury  regulations'  for  deducting  and  withholding,  73. 

Dividends  from  Corporations  not  returnable  for  purpose  of,  140. 
NORTH  CAROLINA, 

Constitutional  provision  as  to  income  tax  in,  193, 

Adoption  of  income  tax  law  hy,  194. 

Income  taxation  in  force  in,  195. 

Text  of  income  tax  law  of,  see  Appendix. 
NOTE, 

Given  in  payment  of  taxable  income,  how  tax  collected  on,  108, 
362. 

NOTICE, 

To  show  cause  why  amount  of  taxable  income  returned  should 

not  be  increased  by  collector,  18. 
Of  amount  of  income  tax  due  from  individuals,  19,  159,  164. 

Time  of  giving,  19. 
Notice  by  collector  to  pay  tax,  21,  159,  164. 
Of  designation  of  fiscal  year  by  corporation,  43. 
Of  assessment,  340. 

Of  assessment  to  be  given  to  corporations,  53. 
To  collector,  of  appointment  of  fiscal  agent  for  corporation,  78. 
Necessary  to  create  liability  for  penalties,  159. 
Of  proceeding  for  assessment  in  case  of  fraud  or  delinquency, 

337. 
Of  government's  lien  for  taxes,  recording  necessary  to,  346. 

NUMBERS, 

Serial,  of  bonds,  need  not  be  stated  on  ownership  certificates,  113. 

o 

OATH  OR  AFFIRMATION, 

Required  in  verifying  returns  of  individuals,  18. 

In  case  of  returns  by  corporations,  44. 

False,  a  misdemeanor,  107,  332. 

Before  whom  may  be  taken,  317. 

Of  oflScers  verifying  corporation  return,  320. 

OBLIGATIONS, 

Of  United  States,  states,  and  municipalities,  not  taxable,  9,  277. 

Of  corporations,  deduction  of  tax  on  interest  on,  25. 
OBSOLESCENCE, 

Depreciation  by,  allowance  of  deduction  for,  306. 
In  case  of  patents,  307, 

OCCUPATION  TAX, 

Distinguished  from  Income  tax,  189. 

Laying  income  tax  In  addition  to,  as  double  taxation,  209. 

Amount  of,  deductible  as  expense  of  business,  293. 
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OCCUPATIONS, 

Earnings  from,  as  taxable  income,  229. 

Earnings  from  several,  taxable  as  one  income,  259. 

Certain,  exempt  from  income  tax,  280-287. 

OFFICE  EXPENSES, 

Deductible  as  "expenses  of  business,"  293. 

OFFICERS, 

Federal  and  state,  taxation  of  salaries  of,  9,  205. 

Tax  regulations  made  by,  validity  of,  214. 

Salaries  of,  taxable  as  income,  260. 

Penalties  against,  for  divulging  income  tax  returns,  59. 

Withholding  and  paying  income  tax  on  salaries,  etc.,  14,  361. 

Treasury  regulations  governing,  96. 
Revenue,  not  to  disclose  income  tax  returns,  148. 
Right  of,  to  inspect  income  tax  returns,  170. 
Construction  of  statutes  by,  220. 
Collection  of  income  tax  by,  342-350. 
Injunction  and  mandamus  to,  350. 

OIL  WELLS, 

Royalty  on  lease  of,  as  income,  227. 
Profits  of,  taxable  as  income,  233. 
Cost  of  sinking,  as  allowable  deduction,  299. 
Allowance  for  depletion,  308. 

OKLAHOMA,  ' 

Adoption  of  income  tax  law  by,  194. 

Text  of  income  tax  law  of,  see  Appendix. 

OMITTED  TAX, 

May  be  assessed  and  with  penalty,  when,  337. 

ORGANIZATIONS, 

Civic,  exemption  of,  33,  287. 

OWNERSHIP  CERTIFICATES, 
See  "Certificates  of  Ownership." 


PAID-UP  CAPITAL  STOCK, 

Definition  of,  302. 
PAPERS, 

And  books  of  taxpayer,  examination  of,  by  collector,  to  discover 
taxable  income,  64,  326. 

PARTNERSHIPS, 

Not  subject,  as  such,  to  federal  income  tax,  15,  32,  117,  145,  263. 

Undivided  profits  taxable  to  individual  partners,  15. 

When  required  to  make  returns,  15,  117. 

Form  and  contents  of  returns  by,  117. 

Each  partner  to  return  his  share  of  firm's  net  income,  117,  236. 
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PARTNERSHIPS— Continued, 

Deduction  of  tax  on  coupons,  etc.,  owned  by,  92,  145,  356. 
Certificate  of  ownership  of  bonds,  etc.,  by,  92,  145,  356. 
How  to  claim  allowable  deductions,  117. 

Claiming  exemption  from  deduction  of  tax  at  source,  form  of  cer- 
tificate for,  162,  368. 
Limited,  taxable  as  corporations,  264. 

PATENTS, 

Profit  on  sale  or  lease  of,  as  taxable  income,  242. 
Depreciation  of,  allowance  of  deduction  for,  307. 
Obsolescence  of,  deduction  for,  307. 

PAYMASTERS, 

When  to  withhold  and  deduct  income  tax,  22,  361. 
Treasury  regulations  governing,  96. 

PAYMENT, 

Of  income  tax,  time  for,  19,  341. 

Penalties  for  delinquency,  21,  344. 

Process  to  enforce,  348. 
Of  income  tax  at  the  source,  353. 
Of  income  tax  under  protest,  379. 
Of  tax  by  corporations,  time  for,  53. 
Collectors  to  give  receipts  for  taxes  paid,  66,  343. 
To  collector,  of  tax  withheld  at  source,  96. 

Time  for,  150. 
Of  income  tax  by  certified  check,  149,  343. 
Demand  for,  necessity  of,  159,  342. 
Of  income  tax  by  persons  absent  abroad,  time  for,  174. 
Of  tax,  does  not  estop  government  to  increase  assessment  for 
fraud,  337. 

Or  sue  for  amount  claimed  in  excess,  347. 

PENALTIES, 

For  unlawfully  divulging  income  tax  returns,  59. 

For  failure  to  make  income  tax  return,  31,  56,  142,  331. 

For  non-payment  of  tax,  21,  54,  344. 

For  false  or  fraudulent  return,  31,  56,  107,  331. 

Remission  or  refund  of,  376,  387. 

For  failure  to  obtain  license  for  foreign  collections,  90. 

Notice  and  demand  necessary  to  create  liability  for,  159. 

For  failure  to  make  returns,  compromise  of,  169. 

Constitutional  objections  to  validity  of,  216. 

On  fiduciary  falling  to  make  return,  316. 

On  collecting  and  withholding  agents,  373. 

PENSIONS, 

As  taxable  income,  230. 

To  employes,   deductible  as  expense,  295. 
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PERIOD  FOR  COMPUTATION  OF  TAX, 
In  case  of  individual  tax  payers,  11. 
In  case  of  corporations,  42. 

PERJURY, 

In  income  tax  returns,  penalty  for,  332. 
PERiSONS, 

Who  liable  to  normal  income  tax,  1. 
PHILIPPINES, 

Corporations  doing  business  in,  liability  to  income  tax,  273. 

Officers  and  employes  of,  taxable  on  salaries,  69. 

Income  accruing  to,  from  public  utilities,  not  taxable,  34,  27S. 

Included  in  terms  "State"  and  "United  States"  in  income  tax 
law,  57. 

Income  tax  law  extended  to,  69.  • 

PHYSICIANS, 

Fees  of,  not  subject  to  deduction  of  income  tax,  97. 

Fees  and  earnings  of,  as  taxable  income,  229. 

Fees  earned  but  uncollected,  taxable  as  income,  240. 

Fees  paid  to,  not  deductible  as  "expenses,"  293,  note  3. 
PLACE, 

For  filing  income  tax  returns,  12,  322. 

For  filing  corporation  returns,  44,  322. 

PLANT, 

Corporation,  deduction  for  depreciation,  306. 
POLICIES, 

Life  insurance,  proceeds  of,  not  subject  to  income  tax,  6,  97,  289. 
Endowment  policies,  97. 
Annuity  contracts,  97. 

POLITICAL   SUBDIVISION  OF   STATE, 

Interest  on  obligations  of,  not  part  of  gross  income,  9. 
Officers  and   employes  of,  compensation  not  part   of  gross  in- 
come, 9.  ' 
Meaning  of  term,  what  organizations  included,  141,  277. 

PORTO  RICO, 

Corporations  doing  business  in,  liability  to  income  tax,  273. 
Officers  and  employes  of,  taxable  on  salaries,  69. 
Income  accruing  to,  from  public  utilities,  not  taxable,  34,  27S. 
Included  in  terms  "State"   or   "United   States,"  in  income  tax 

law,  57. 
Income  tax  law  extended  to,  69. 

POSSESSIONS, 

Of  United  States,  Interest  on  obligations  of,  not  part  of  gross 
income,  9. 

POSTMASTERS, 

Salary  of,  not  taxable  by  states,  205. 
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PREMIUM  DEPOSITS, 

When  not  returnable  as  taxable  income,  37,  38. 
PREMIUMS, 

On  insurance,  renewal,  commissions  on,  taxable  as  Income,  167. 
PRESIDENT, 

Of  corporation,  to  execute  income  tax  return,  320. 
PRESIDENT  OF  THE  UNITED  STATES, 

Taxation  of  salary  of,  9,  205. 

Order  of,  regarding  inspection  of  income  tax  returns,  170. 
PRINCIPAL  PLACE  OF  BUSINESS, 

Of  corporation,  meaning  of,  320. 

PRINTING, 

Contents  of  Income  tax  returns,  forbidden,  penalties,  59. 

On  income  tax  forms,  privately,  for  individual  use,  137. 
PRIZES, 

Pecuniary,  as  taxable  Income,  230. 

PROCEDURE, 

In  case  of  neglect  or  refusal  to  make  return,  325. 

PROFESSIONS, 

Earnings  from,  as  taxable  income,  229. 

Expenses  of,  as  allowable  deduction,  293. 

Not  taxable  at  source  when  gains  fluctuating  or  irregular,  97,  367. 

Fees  or  earnings  from,  due  but  uncollected,  240. 

PROFIT  OR  LOSS, 

Corporation,  on  sale  of  capital  assets,  how  determined,  250. 

PROFITS, 

Defined,  224. 

Change  or  replacement  of  capital  distinguished  from,  226. 
Of  mercantile  business,  what  taxable,  234. 
From  unauthorized  business,  taxable  as  income,  235. 
On  sale  of  land,  as  taxable  income,  237. 
On  sale  of  securities,  when  taxable,  238. 
Mere  Increase  in  value  is  not,  239. 
On  sale  or  lease  of  patent  rights,  242. 
To  accrue  on  uncompleted  contract,  241. 
Of  corporation,  undivided,  not  income  of  stockholder,  247. 
Undivided,  taxable  in  case  of  corporation  fraudulently  formed 

to  escape  payment  of  additional  tax,  4. 
Fixed  or  determinable,  deduction  of  income  tax  from,  96. 

PROGRESSIVE  TAXATION, 

Constitutional  validity  of,  211. 
Rates  of  taxation,  345. 

PROHIBITION, 

Writ  of,  not  a  remedy  for  illegal  or  excessive  taxation,  350. 
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PROPERTY, 

Taxes  on,  distinguished  from  income  tax,  188. 

Profits  on  sale  of,  as  income,  237,  238. 

Taxed,  income  from,  exempt,  288. 

Rent  of,  an  allowable  deduction,  298. 

Allowance  for  depreciation  of,  306. 

Acquired  by  gift,  bequest,  etc.,  not  taxable  income,  97,  231. 

PROTECTION  OF  THE  LAWS, 

Equal,  guaranty  of,  applied  to  income  taxes,  200. 

PROTEST, 

Payment  of  income  tax  under,  saving  right  to  sue,  379. 

PUBLIC   CORPORATIONS, 

What  are,  for  purpose  of  income  tax  law,  141. 
Foreign,  collection  of  income  tax  on  obligations  of ,  166. 
States  and  municipalities  not  taxable,  276. 
Public  utilities  owned  by  states  or  municipalities,  278. 
Political  subdivisions  of  states,  277. 

PUBLIC  OFFICERS, 
See  "Officers." 

PUBLIC  RECORDS, 

Returns  of  corporation  to  be,  inspection  of,  55. 

Executive  order  and  regulations  governing,  170,  323. 

PUBLIC  SERVICE  CORPORATIONS, 
Liability  of,  to  income  tax,  267. 

Owned  or  operated  by  states  or  municipalities,  278. 
Annual  Income  tax  returns  by,  320. 

PUBLIC  UTILITY, 

Income  from  accruing  to  State,  etc.,  exempt  from  tax,  34,  278. 

PUBLICITY, 

Constitutional   objections   to   publicity   features   of  income   tax 

laws,  214. 
Statutory  provisions  as  to,  323. 
Penalties  for  unlawfully  divulging  information,  59,  324. 

PUBLISHING, 

Contents  of  income  tax  returns,  forbidden,  penalties,  59,  324. 
Companies,  Income  tax  returns  by,  320. 

PURCHASE  MONEY, 

Installments  of,  not  income,  226. 

PURCHASER, 

Of  note  given  in  payment  of  interest,  liability  for  tax,  362. 
Of  property,  how  affected  by  lien  of  income  taxes,  346. 
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R 

RAILROADS, 

Leased,  taxation  of  Income  of,  270. 

Operating  leased  lines,  taxation  of  income  of,  271. 

Repairs  or  improvements  to  road  as  deductible  expenses,  301. 

Annual  income  tax  returns  by,  320. 
RANCHING, 

Profits  of,  as  taxable  Income,  232. 
RATE, 

Of  normal  Income  tax,  1. 

Of  additional  or  surtax,  2. 
RATES, 

Of  assessment  under  income  tax  laws,  1,  2. 

RAW  MATERIALS, 

Cost  of,  when  deductible  as  expense  of  business,  293. 

REAL  ESTATE, 

Rent  of,  as  taxable  income,  227. 

Profits  on  sale  of,  taxable  as  income,  237. 

Rent  of,  an  allowable  deduction,  298. 

Allowance  for  depreciation  of,  306. 

Bale  of,  for  delinquent  income  taxes,  349. 

REAL  ESTATE  TRUSTS, 

Status  of,  for  taxation  purposes,  268. 

RECEIPTS, 

Gross,  tax  on,  as  an  income  tax,  190. 
For  taxes  paid,  collectors  tp  give,  66,  343. 
Separate  receipts,  when,  66. 

RECEIVER, 

Income  from  business  or  property  in  hands  of,  261. 
Returns  to  be  made  by,  13,  316. 
To  withhold  and  pay  over  income  tax,  22,  365. 
Treasury  regulations  governing  deduction  of  tax  by,  96. 
Ihities  of,  as  to  collecting  and  paying  over  income  tax  and  mak- 
ing returns,  118. 

RECEIVERS'   CERTIFICATES, 

Interest  on,  taxable  at  the  source,  73. 

Except  when  held  by  non-resident  aliens,  93. 

RECLAMATION  DISTRICTS, 

Interest  on  obligations  of,  not  taxable  income,  141,  277. 

RECORDS, 

Public,  corporation  returns  to  be,  55. 

When  and  how  inspected,  323. 
To  be  kept  by  licensee  for  foreign  collections,  89. 
Recording  lien  of  income  tax,  346. 
Bl.Inc.Tax.  (2d  Ed.) — 55 


852  INDEX 

[The  figures  refer  to  sections] 

RECOVERY, 

Of  income  taxes  illegally  collected,  377-386. 
Of  income  taxes  by  suit,  347. 
REFUND, 

Of  income  taxes  illegally  exacted,  376. 

Remission  of  penalties,  387. 
Of  income  tax,  general  provisions  of  revenue  laws  made  appli- 
cable to,  68. 

REFUSAL, 

To  make  return,  assessment  to  be  made  by  Commissioner,  20. 
Penalty  for,  in  case  of  individuals,  31,  142,  331. 
Penalty  for,  in  case  of  corporations,  56,  142,  331. 
Addition  of  50  per  cent  of  tax  for,  65. 

REGISTERED  INTEREST, 

When  income  tax  to  be  deducted  from,  by  debtor  corporation, 

75,  77,  153. 
Orders  for,  to  be  accompanied  by  ownership  certificates,  75. 
When  tax  to  be  deducted  from,  by  bank  collecting,  76. 
Certificate  claiming  exemption  from  tax  on,  370. 

REGULATIONS, 

Authority  of  Commissioner  to  make, 

As  to  returns  for  purpose  of  additional  tax,  3. 

As  to  returns  by  Individuals,  12. 

As  to  returns  by  joint  guardians,  etc.,  13. 

As  to  agencies  collecting  foreign  items,  27. 

As  to  assessments  on  personal  returns,  29. 

As  to  returns  by  corporations,  44. 

As  to  Inspection  of  corporation  returns,  55. 

As  to  forms  and  rules  for  annual  returns,  61. 
History  of  Treasury  regulations  regarding  income  tax,  71. 
Text  of  Treasury  regulations,  73-175. 
Collectors  of  internal  revenue  to  furnish  information  to  public 

concerning,  144. 
Synoptical  review  of,  177-186. 

RELIGIOUS  SOCIETIES, 

Exemption  of,  constitutional  validity  of,  207. 

Exemption  in  favor  of,  33,  283. 

Not  required  to  act  as  withholding  agents,  151. 

REMISSION, 

Of  income  tax,  general  provisions  of  revenue  laws  made  ap- 
plicable to,  68. 

REMOVAL  OF  BUILDINGS, 

Loss  resulting  from,  not  deductible,  304. 

REMOVAL  OP   CAUSES, 

Actions  against  collectors  of  Internal  revenue,  382. 
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RENEWAL  PREMIUMS, 

CoiDmlssions  on,  taxable  as  income,  167. 

RENT  OF  LAND, 

As  taxable  income,  227. 

Royalties  on  mining  or  oil  lease,  227. 
Rental  value  of  residence,  when  taxable,  228. 
As  allowable  deduction,  298. 
Tax  on  income  from,  how  collected,  22,  361. 
When  deductible  by  corporation  as  "expense,"  35,  298. 
Amount  paid  for,  to  be  stated  in  corporation  returns,  45. 
Deduction  of  income  tax  from  amount  due  as,  96,  361. 

Not  to  commence  until  aggregate  of  $3,000  is  reached,  102. 
361. 
Note  given  for,  tax  must  be  deducted  from,  108,  862. 

Effect  of  discounting  note,  108,  362. 
Costing  of  collecting,  as  allowable  deduction  from  Income,  139, 
293. 

REPAIRS, 

Cost  of,  deductible  from  income,  301. 

REPEAL, 

Of  corporation  tax  law  of  1909,  70,  194. 

REPLEVIN, 

Not  available  for  recovery  of  goods  sold  by  collector  of  income 
tax  on  distraint,  348,  386. 

RESERVE, 

For  depreciation,  306. 

For  insurance  of  corporate  property,  297. 

For  losses,  not  deductible,  304. 

For  taxes,  not  deductible,  303. 

RESIDENCE, 

Occupied  by  owner,  taxation  of  rental  value  of,  228. 

RESIDENT  ALIENS, 

Taxation  of  income  of,  256. 

RESIDENTS, 

And  non-residents,  validity  of  discrimination  between,  202. 
Taxation  of  income  of,  251. 

Who  are,  251. 
Income  from  foreign  property  and  investments,  252. 

Tax  on,  how  collected,  363. 

RETAINER, 

Of  attorney,  if  annual,  subject  to  deduction  of  income  tax,  97. 

RETROSPECTIVE  LAWS, 

Validity  of  income  tax  as  applied  to  income  of  current  year,  212. 
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RETURNS, 

Making,  for  puipose  of  additional  tax,  3. 
Of  income  in  general,  12-16,  315-334. 

Time,  place,  form,  and  contents,  12,  321,  322. 

By  guardians,  trustees,  executors,  etc.,  13,  316. 

By  persons  having  control  of  determinable  income  payable 
to  others,  14,  316. 

By  partnerships,  when  required,  15. 

When  to  include  corporate  dividends,  16. 

Persons  for  whom  returns  have  been  made  by  others,  17. 

To  be  verified,  18. 

Authority  to  increase  understated  returns,  18. 

Appeal  from  increased  assessment,  18. 
Tax  assessable   vrtthin  three  years  of  discovery  of  neglect  to 

make  return  or  making  false  return,  20. 
Making  return  for  minors,  sick  or  insane  persons,  and  absen- 
tees, 24. 
Personal,  assessment  to  be  made  on,  29. 
Penalties  for  neglect  or  refusal  to  make,  31,  331. 

For  making  false  or  fraudulent,  31,  332. 
By  corporations,  time  and  place  for,  44,  320. 
Contents  and  specifications  of  corporation  returns,  45-52. 
Corporation  returns  to  be  public  records,  55,  323. 
Corporate,  penalty  for  neglect  or  refusal  to  make,  56,  331. 

For  making  false  or  fraudulent  return,  56,  332. 
Annual  returns  of  persons  liable  to  tax,  61. 
Returns  made  up  by  collector  from  information  furnished   by 

taxpayer,  62. 
Demand  for  list  or  return,  63. 

Collector  making  up  return  in  case  of  delinquency  or  fraud,  65. 
Penalties  for  divulging  contents  of,  59,  324. 
Penalties  for  printing  or  publishing  returns,  59,  148. 
Additional  tax  imposed  for  delinquency  or  fraud,  65,  331,  332. 
Extension  of  time  for  filing,  in  case  of  sickness  or  absence,  65. 
Withholding  agent  may  make,  for  persons  physically  unable,  106. 
By  fiduciaries  in  general.  Treasury  regulation  as  to,  118. 
By  debtors  and  withholding  agents,  monthly  and  annual,  123, 

334. 
By  husband  and  wife,  jointly  or  separately,  129,  319. 
By  fiduciaries,  instructions  and  rulings  as  to,  139. 
Requirements  as  to  listing  dividends  from  corporations,  140. 
Time  for  filing,  statute  is  mandatory  as  to,  142,  321. 

Excuses  for  neglect  or  delay,  142. 

Discretion  to  grant  extension  of  time,  142. 

Penalties  for  neglect  or  delay,  142,  331. 

By  American  citizens  living  abroad,  143. 
Of  income  taxpayers  inviolably  confidential,  148. 
Inspection  of,  order  and  regulations  governing,  170,  323. 
Collectors  not  to  retain  copies  of,  173. 
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RETURNS— Continued, 

Synopsis  of  Treasury  regulations  concerning,  178. 
Not  required  from  persons  for  whom  returns  made  by  others,  315. 
Use  of,  as  evidence  in  legal  proceedings,  323. 
REVENUE  OFFICERS, 

Forbidden  to  divulge  income  tax  returns,  59,  148,  324. 

Penalties  prescribed,  59,  324. 
Collection  of  income  taxes  by,  342-350. 

By  distraint,  348. 

By  sale  of  land,  349. 
Injunction  and  mandamus  to,  350. 

REVISED  STATUTES, 

Amended  sections  of,  providing  duties  and  penalties,  58-65. 

REVOCATION, 

Of  license  for  collection  of  foreign  items,  120. 

ROYALTIES, 

On  mining  or  oil  lease,  taxable  as  income,  227. 
Deduction  of  income  tax  from  amount  due  as,  96,  361. 

RULES, 

For  return  and  collection  of  income  tax,  see  "Regulations." 


s 

SALARY, 

Taxable  as  income,  229. 

Of  state  and  federal  officers,  205. 
Of  officers  generally,  liability  to  tax,  260. 
Deductible  as  expense  of  business,  294. 
Income  tax  on,  how  collected,  361. 
Of  certain  officers,  not  subject  to  income  tax,  9. 
When  income  tax  to  be  deducted  and  withheld  from,  22,  361. 

Treasury  regulations  relating  to  deduction  of  tax  from,  96. 
Paid  by  state  or  municipality,  not  taxable  income,  97. 
Paid  periodically,  deduction  of  Income  tax  from,  not  to  commence 
till  aggregate  of  $3,000  is  reached,  102,  361. 

SALE  OF  CAPITAL  ASSETS, 

Of  corporation,  income  from,  how  determined,  250. 

SALES, 

Of  merchandise,  profits  on,  taxable  as  income,  234. 

Of  agricultural  products,  232. 

Of  products  of  mining  operations,  233. 

Of  real  estate,  237. 

Of  securities  and  investments,  238. 

Of  patent  rights,  242. 

Of  assets  of  corporation,  249. 
Of  land,  for  delinquent  income  taxes,  349. 
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SALESMEN, 

Commission  to,  paid  in  stock,  deductible  expense  when,  294. 

Fixed  allowance  to,  for  expenses,  as  taxable  income,  221. 
SAVINGS  BANKS, 

Validity  of  exemption  of,  from  income  tax,  207. 

Taxability  of  income  of,  265. 

When  exempt  from  income  tax,  33,  286. 

Not  required  to  act  as  withholding  agents,  151. 

SCHOOL  DISTRICTS, 

Interest  on  obligations  of,  not  subject  to  Income  tax,  141,  277. 
SCHOOLS, 

When  exempt  from  income  tax,  284. 

Donations  to,  by  corporation,  for  benefit  of  Its  employes,  deduct- 
ible as  business  expense,  295. 

SCIENTIFIC  INSTITUTIONS, 
Income  of,  exempt,  33,  284. 
Not  required  to  act  as  withholding  agents,  151. 

SEAL, 

Of  corporation,  not  required  on  income  tax  return,  320. 
SEARCH, 

For  taxable  persons  and  objects,  collectors  to  make,  60. 

SEARCHES  AND  SEIZURES, 

Publicity  features  of  income  tax  law  as  authorizing,  214. 
Compulsory  production  of  books  and  papers,  327. 

SECRECY, 

Of  Income  tax  returns,  penalty  for  divulging,  59,  324. 

SECURITIES, 

Profits  on  sale  of,  as  taxable  income,  238. 

Increase  in  value  not  realized  by.  sale,  239. 
Foreign,  taxation  of  income  from,  252. 
Allowance  for  amortization  of,  310. 
Shrinkage  in  value  of,  as  "depreciation,"  165,  306. 
Foreign,  method  of  collecting  tax  on  income  from,  363. 

SELF-CRIMINATION, 

Objections  to  Income  tax  laws  as  requiring,  214,  327. 

SHRINKAGE, 

In  value  of  bonds  or  stocks,  not  deductible  as  depreciation  or 
loss,  165,  306. 

SICK  PERSONS, 

Making  return  and  claim  of  exemptions  for,  24. 
Extension  of  time  for  filing  returns  allowed  to,  65,  142. 
Withholding  agent  may  make  return  for,  106. 

SIGNATURE, 

To  certificates  of  ownership  of  bonds,  etc.,  80,  356. 
When  made  by  partnerships,  92,  368. 
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SIGNATURE— Continued, 

On  behalf  of  non-resident  aliens,  111. 

Ordinary  or  business  signature  may  be  used,  127,  356. 

In  case  of  joint  owners,  357. 

SINGERS, 

Salaries  or  earnings  of,  as  taxable  income,  229. 

SIXTEENTH  AMENDMENT, 

Adoption  of,  192. 

Not  a  grant  of  new  powers,  192. 
SIZE, 

Foreign  items  too  small  for  notation  on,  statement  may  be  at- 
tached to,  86. 

Of  ownership  certificates  prescribed,  94. 

Of  monthly  and  annual  list  returns,  123. 

SOCIETY, 

Operating  under  the  "lodge  system,"  defined ;    exemptions,  33, 

282. 
Unincorporated,  liability  of,  to  income  tax,  268. 
SOURCE, 

Defined,  352. 

Collection  at,  see  "Collection  at  Source." 

SOUTH  CAROLINA, 

Adoption  of  income  tax  law  by,  194. 

Text  of  income  tax  law  of,  see  Appendix. 

SPECIAL  ASSESSMENT  DISTRICTS, 

Created  under  state  laws  for  public  purposes,  are  public  corpora- 
tions under  income  tax  law,  141,  277. 

SPECIAL  TAX, 

Income  tax  as  a,  187. 

SPECIFIC  EXEMPTION, 
Amount  of,  10,  290. 

Not  claimable  by  non-resident  aliens,  168. 
How  claimed  where  tax  withheld  at  source,  100,  200. 

STAMP, 

Showing  tax  withheld  on  foreign  items,  172. 

Documentary,  not  required  on  certificates  of  ownership,  359. 

STAMP  TAX,' 

Certificates  of  ownership  not  subject  to,  359. 

STATE  COURTS. 

Jurisdiction  of  actions  against  collectors  of  internal  revenue,  382. 

■  STATES, 

Constitutional  provisions  in,  affecting  income  tax,  193. 
Adoption  of  income  tax  by  various,  194. 

Text  of  income  tax  laws  of,  see  Appendix. 
Constitutionality  of  income  tax  laws  of,  198-216. 
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STATES— Continued, 

Corporations  created  by,  power  of  Congress  to  tax,  203. 

Officers  of,  taxation  of  salaries  of,  205. 

Duplication  of  taxes  between  state  and  United  States,  209. 

Taxation  by,  of  Income  from  United  States  bonds,  204. 

Tax  laws  of,  construction  of,  217-220. 

Income  of,  not  subject  to  tax,  276. 

Interest  on  obligations  of,  not  subject  to  federal  income  tax,  9. 

Income  accruing  to,  from  public  utilities,  not  taxable,  34,  278. 

Construed  to  Include  territories,  Alaska,  District  of  Columbia, 
Porto  Kico,  and  Pbilippine  Islands,  57. 

Ownership  certificates  not  required  with  coupons  from   bonds 
of,  109. 

Interest  on  obligations  of,  not  taxable,  9,  109,  128. 
Collection  at  source  not  applicable  to,  128. 

Officers  of,  when  privileged  to  inspect  federal  income  tax  re- 
turns, 170. 

STATUS, 

Marital,  how  determined  for  puipose  of  income  tax,  291. 

STATUTE  OP  LIMITATIONS, 

Applied  to  assessments  in  case  of  delinquency  or  fraud,  20. 
In  government's  suit  for  collection  of  income  tax,  347. 
In  proceedings  to  recover  tax  illegally  exacted,  383, 

STATUTES, 

Taxing  incomes,  history  of,  194. 
Enumeration  of  those  in  force,  195. 

Text  of,  see  Appendix. 
Construction  and  interpretation  of,  217-220. 

Kule  of  strict  construction,  217. 

Statutes  in  pari  materia,  218. 

Associated  words  and  phrases,  219. 
Repeal  of  1909  excise  tax  law,  194. 

STEAMSHIP  COMPANIES, 

Foreign,  taxable  on  business  done  in  United  States,  257. 
Allowance  for  depreciation  of  property  of,  306. 

STOCK, 

Corporate,  dividends  on,  not  returnable  for  purpose  of  normal 

tax,  16,  245. 
Paid-up  capital,  defined,  302. 

STOCK  RAISING, 

Profits  on,  as  taxable  Income,  232. 

STOCKHOLDERS, 

Dividends  to,  taxable  as  income,  245. 

Stock  dividends,  246. 

Surplus  or  undivided  profits,  247. 
Right  of,  to  subscribe  for  new  stock,  is  not  income,  248, 
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STOCKHOLDERS— Continued, 

When  required  to  return  dividends  as  taxable  income,  140. 
Right  of,  to  inspect  Income  tax  returns  of  corporations,  170. 
Non-resident  alien,  not  taxable  on  dividends  from  domestic  cor- 
porations, 171. 

STOCKS, 

Shrinkage  in  value  of,  as  "depreciation,"  165. 

STREET  RAILWAY  COMPANIES, 
Annual  income  tax  returns  by,  320. 

STRICT  CONSTRUCTION, 

Applied  to  income  tax  laws,  217. 
SUBSIDIARY  CORPORATIONS, 

Required  to  make  annual  returns,  320. 

SUBSIDIES, 

Governmental,  whether  taxable  as  income,  280. 
SUBSTITUTE  CERTIFICATES, 

Use  of,  authorized,  124,  358. 

Directions  for  execution  of,  155. 

SUITS, 

To  enforce  payment  of  income  tax,  347. 

Limitation  of  actions,  347. 

Compromise  of,  351. 
To  enjoin  collection  of  income  tax,  350. 
To  recover  taxes  illegally  exacted,  377. 

Burden  of  proof  and  evidence,  378. 

Payment  of  tax  under  protest,  379. 

Payment  voluntary  or  under  duress,  380. 

Appeal  to  Commissioner  as  pre-requisite,  381. 

Jurisdiction,  382. 

Limitation  of  actions,  383. 

Amount  of  recovery,  interest,  costs,  384. 

Payment  of  judgment ;   reimbursement  of  collector,  385. 
Action  of  trespass  against  collector,  386. 
To  recover  penalties,  387. 

Remission  of  penalties,  387. 

SUMMONS, 

By  collector  to  produce  books  or  undergo  examination,  64,  329. 
Enforced  by  process  from  U.  S.  courts,  67,  328. 

SUNDAY  OR  LEGAL  HOLIDAY, 

Day  for  filing  returns  falling  on,  321. 

SUPER-TAX, 

Constitutional  validity  of,  211. 

Rates  of  taxation,  2. 

On  what  incomes  leviable,  2. 

Collection  at  source  not  applicable  to,  30. 
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SUPER-TAX— Continued, 

Corporations  not  subject  to,  32. 

Returns  for  purpose  of,  3. 

Fraudulent  organization  of  corporation  to  escape,  4. 

Dividends  from  corporations  returnable  for  purpose  of,  140,  311. 

Non-resident  aliens  subject  to,  168,  257. 
SUPPLIES, 

Cost  of,  when  deductible  as  expenses,  293. 

SURETY  COMPANIES, 

Annual  income  tax  returns  by,  320. 

SURPLUS, 

Stockholder's  interest  in,  not  income,  247. 

SWEARING  OFF  TAXES, 

Penalties  for,  23,  31,  65,  332. 

SYNDICATES, 

Liability  of,  to  income  tax,  268. 


T 

TAXABLE  INCOME, 

Definition;    liability,  221-250. 

TAX  DEEDS, 

On  sale  of  land  for  income  tax,  349. 
Effect  of,  as  evidence,  349. 

TAX  DODGING, 

Fraudulent  use  of  corporate  organization  to  escape  surtax,  4. 

Understating  income  in  returns  filed,  18. 

Penalty  for  delinquency,  21. 

Fraudulent  claim  of  exemption  or  deduction,  23. 

Penalty  for  neglect  to  return  or  making  false  return,  31. 

Penalty  for  delinquency,  54. 

Addition  of  percentage  to  tax  for  neglect  or  fraud,  65. 

Examination  and  inquiry  before  collector,  64. 

TAX-FREE  BONDS, 

Contracts  as  to  payment  of  interest  free  of  tax,  39,  360. 

Ruling  of  Treasury  department  as  to,  138. 

Interest  on,  paid  by  corporation,  not  deductible  by  it,  303. 

TAX  SALES, 

Of  personalty,  for  income  tax,  348. 
Of  realty,  for  income  tax,  349. 
Injunction  against,  350. 

TAXES, 

Accrued  or  paid,  deduction  allowed  for,  303. 

In  case  of  foreign  corporations,  313. 
Paid  by  individual  as  allowable  deduction,  7,  303. 
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TAXES— Continued, 

Paid  by  corporation  may  be  deducted,  40. 

In  case  of  foreign  corporations,  41. 

Amount  to  be  shown  by  returns,  51. 
Illegally  exacted,  refund  of,  376. 

Suits  to  recover,  377. 

Payment  under  protest,  879. 

TAXING  DISTRICTS, 

Of  states.  Interest  on  obligations  of,  not  taxable  at  the  source, 
128. 

As  political  subdivisions  of  state,  277. 
TEACHER, 

Public  school,  salaries  of,  not  taxable,  97. 

TELEGRAPH  COMPANIES, 

Annual  income  tax  returns  by,  320. 

TELEPHONE  COMPANIES, 

Mutual,  liability  of,  to  income  tax,  134,  160,  279. 
Annual  income  tax  returns  by,  820. 

TENANTS, 

When  to  deduct  and  withhold  income  tax  from  rent,  22,  361. 
TENNESSEE, 

Constitutional  provision  as  to  income  taxation  in,  193. 

Income  taxation  in  force  in,  194,  195. 

Text  of  income  tax  law  in,  see  Appendix. 

TERRITORIES, 

Income  accruing  to,  from  public  utilities,  not  taxable,  34. 
Included  in  terms  "United  States"  or  "State,"  in  statute,  57. 

TESTIMONY, 

Taking  of,  by  collectors  to  discover  taxable  income,  64,  326. 
Attendance  compelled  by  process  of  federal  courts,  67,  328. 

TEXAS, 

Constitutional  provision  as  to  income  tax  in,  193. 

THEATER  COMPANIES,    ' 

Annual  income  tax  returns  by,  320. 

TIMBERLAND, 

Deduction   for   depreciation,   309. 

TIME, 

For  filing  Income  tax  returns,  321. 

Period  for  computation  of  tax,  11. 

For  making  returns  by  individuals,  12,  142,  321. 

For  notification  of  amount  of  income  tax  due,  19. 

For  making  assessment  after  discovery  of  neglect  or  fraud,  20. 

Period  for  computation  of  tax  on  corporations,  42. 

Privilege  of  designating  fiscal  year,  43. 
For  making  returns  by  corporations,  44,  142,  321. 
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TIME— Continued, 

For  payment  of  tax,  19,  341. 

For  payment  of  tax  by  corporations,  53. 

For  filing  montlily  list  returns,  extension  of,  131. 

For  filing  returns,  provisions  of  statute  held  mandatory,  142. 
Penalties  for  neglect  or  delay,  142,  331. 

For  payment  over  of  tax  deducted  by  withholding  agents,  150. 

For  payment  of  tax  by  persons  resident  abroad,  174. 
TITLE  INSURANCE  COMPANIES, 

Annual  income  tax  returns  by,  320. 
TRADE, 

Losses  incurred  in,  deductible,  what  are,  156,  304. 

TRADES, 

Earnings  from,  as  taxable  income,  229. 
Trades  unions  exempt,  281. 

TRAVELING  EXPENSES, 

When  deductible  as  expense  of  business,  296. 
Allowed  to  salesmen,  when  taxable  as  income,  221. 

TREASURER, 

Of  corporation,  to  execute  income  tax  return,  320. 

TRESPASS, 

Action  of,  against  collector  of  internal  revenue,  386. 

TRUST  COMPANIES, 

Annual  income  tax  returns  by,  320. 
And  see,  generally,  "Banks." 

TRUST  DEEDS, 

Corporate,  deduction  of  income  tax  from  Interest  on,  25. 
Treasury  regulations  governing,  73. 

TRUSTEES, 

To  make  income  tax  returns  for  beneficiaries,  13,  316. 

To  withhold  and  pay  over  income  tax,  22,  365. 

Treasury  regulations  governing  deduction  of  tax  by,  96. 

Duties  of,  with  reference  to  collecting  and  paying  over  Income 

tax  and  making  returns,  118. 
Instructions  and  rulings  as  to  returns  by,  139. 

TRUSTS, 

Liability  of,  to  Income  tax,  270. 

u 

ULTRA  VIRES, 

Taxation  of  income  from  unauthorized  business,  235. 

UNDIVIDED  PROFITS, 

Stockholder's  interest  in,  not  income,  247. 

Taxable  in  case  of  corporation  fraudulently  formed  to  escape 
payment  of  super-tax,  4. 
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UNBAENBD  INCREMENT, 
Taxation  of,  as  Income,  237. 
Not  value  for  depreciation  purposes,  306. 

tTNIPORMITY, 

Constitutional  requirement  of,  applied  to  income  taxes,  199. 

UNINCORPORATED  ASSOCIATIONS, 
Iiiability  of,  to  income  tax,  268. 

UNIONS, 

Labor,  exempt  from  income  tax,  33,    ,-81. 

UNITED  STATES, 

State  tax  on  income  from  bonds  ol    204. 

Revenue  of,  not  subject  to  income  ^ax,  275. 

Suit  against,  for  recovery  of  taxes  illegally  collected,  377. 

Interest  on  obligations  of,  not  taxable,  9,  109. 

Certificates  of  ownership  not  reqijired  with  coupons  from  bonds 

of,  109. 
Suit  by,  for  collection  of  incomi   taxes,  347. 

UNITED  STATES  COURTS, 

Jurisdiction  to  compel  attendance  of  witnesses  summoned  before 
collector,  67,  328. 
Of  suits  for  collection  of  income  tax,  347. 
Of  suits  to  recover  back  taxes  paid,  382. 

^'UNITED  STATES"  or  "STATE," 
Construction,  57. 
Interest  upon  obligations  of,  9. 

UNIVERSITIES, 

Exempt  from  income  tax,  284. 


V 

VALUE, 

Gross  value  at  the  mine,  defined,  308. 

Of  property  acquired  by  gift  or  bequest,  not  taxable,  231. 

Shrinkage  in,  as  allowable  deduction,  165,  306. 

Unearned  increment  not  value  for  estimating  depreciation,  306. 

VERIFICATION, 

Of  income  tax  returns  of  individuals,  18,  317. 

Of  corporations,  44,  320. 
False,  punishable  as  a  misdemeanor,  107,  332. 
Of  monthly  and  annual  list  returns,  161,  334. 

VIRGINIA, 

Adoption  of  income  tax  law  by,  194. 

Text  of  income  tax  law  of,  see  Appendix. 
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VOCATIONS, 

Earnings  from,  as  taxable  Income,  229. 

Earnings  not  taxable  at  source  when  fluctuating  or  irregular, 
9T,  367. 

VOLUNTARY  PAYMENT, 

Of  taxes,  preventing  recovery  back  by  suit,  380. 


w 

WAGERS, 

Winnings  on,  as  taxable  income,  230. 
WAGES, 

When  income  tax  to  be  deducted  and  withheld  from,  22,  361. 

Treasury  regulations  relating  to,  96. 
Paid  periodically,  deduction  of  income  tax  from,  not  to  commence 

until  aggregate  of  $3,000  is  reached,  102,  361. 
When  deductible  as  expense  of  business,  294. 
Not  wages  of  domestic  servants,  293,  294. 

WATER  RENT, 

As  allowable  deduction  from  income,  139,  303. 
WATERWORKS, 

Municipal,  whether  subject  to  income  tax,  276,  278. 
WEAR  AND  TEAR, 

Allowance  of  deduction  for  depreciation  by,  7,  306. 
In  case  of  corporations,  36. 
WIFE, 

Including  income  of,  in  husband's  return,  129,  291,  319. 

When  to  make  separate  return,  129,  291. 

WITHHOLDING  AGENT, 

May  make  return  for  persons  physically  unable  to  do  so,  106. 

Annual  and  monthly  returns  by,  123,  334. 

Time  for  payment  over  of  tax  deducted  by,  150. 

Exempt  corporations  and  organizations  not  required  to  act  as, 

151. 
Liabilities  of,  and  penalties  against,  373. 

WITHHOLDING  TAX  AT  SOURCE, 

From  interest,  rents,  salaries,  etc.,  22. 

Treasury  regulations  governing,  96. 
From  interest  on  corporate  bonds  and  mortgages,  25. 

Treasury  regulations  govemiag,  73-94. 
From  income  from  foreign  Investments,  26. 

Treasury  regulations  governing,  85-90. 
Applicable  to  normal  tax  only,  30. 
Not  applicable  to  bonds  owned  by  corporations,  81. 
Interest  due  and  payable  before  March  1,  1913,  not  subject  to,  84. 
On  coupons,  etc.,  owned  by  partnerships,  92,  117. 
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WITHHOLDING  TAX  AT  SOURCE— Continued, 

Not  applicable  to  interest  due  to  non-resident  aliens,  93. 

Filing   claim   for   exemptions    or   deductions    with    withholding 

agent,  99-104. 
Withholding  agent  not  to  deduct  tax  from  rent,  salaries,  etc., 

until  aggregate  alnounts  to  $3,000  or  more,  102. 
Note  given  for  interest,  rent,  etc.,  108. 
Interest  on  bank  deposits  and  certificates  of  deposit,  110. 
By   trustees,    guardians,   executors,  and   other   fiduciaries,    118. 
Monthly  and  annual  list  returns  required,  123. 
Foreign  corporations  doing  business  in  U.  S.,  not  subject  to,  125. 

Form  of  certificate  claiming  exemption  from,  125. 
Not  applicable  to  interest  on  state  and  municipal  bonds,   128. 
EfEect  of  tax-free  clause  in  corporate  bonds,  138. 
Not  applicable  to  partnerships  as  such,  145. 
Time  for  paying  over  tax  deducted  at  source,  150. 
Not  required  of  corporations  which  are  themselves  exempt,  151. 
On  payments  of  registered  interest,  153. 
On   interest   on   bonds   of  foreign   corporations   payable  in  the 

United  States,  157. 
Form  of  certificate  claiming  exemption  from,  162. 
In  case  of  non-resident  aliens,  168. 
General  discussion  of  subject,  352-374. 

WITNESSES, 

Examination  of,  to  fix  amount  of  taxable  income,  64,  326. 
Jurisdiction  for  compelling  attendance  of,  67,  328. 

WISCONSIN, 

Constitutional  provision  as  to  income  tax  in,  193. 
Adoption  of  income  tax  by,  194. 
Income  tax  in  force  in,  195. 

Text  of  income  tax  law  of,  see  Appendix. 

WORDS  AND  PHRASES, 

In  income  tax  laws,  construction  of,  217-220. 

WORTHLESS  DEBTS, 

Allowance  of  deduction  for,  7,  305. 


Y 

YEAR, 

For  taxable  purposes  for  individual,  is  calendar  year,  11. 
For  corporations,  42. 

Privilege  of  designating  fiscal  year,  43. 

Procedure  with  reference  to,  163,  175. 
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